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A new global reserve currency 

Since the start of the year, Russia and China are challenging the USD global FX 

reserve status. It is not a surprise that both countries are strengthening their 

economic ties amidst continued Western sanctions on Russia. What may surprise, 

however, is that the BRICS countries, i.e. Brazil, Russia, India, China, and South 

Africa, are officially working on their own new global reserve currency.  

 

This announcement, made by Putin, came after Russia has been cut off from the 

SWIFT system.  Russia, China, and the other BRICS nations have to develop 

reliable alternative mechanisms for their international payments to cut reliance 

on the Western financial system. 

 

To strengthen this alliance, Russia is also taking other measures, including re-

routing trade to China and India. As it is, trade between Russia and the BRICS 

countries has increased by 38% to reach $45bn in Q1 2022. Meanwhile, Russian 

oil sales to China have hit record numbers, edging out Saudi Arabia as China 

primary oil supplier. One of the last steps is the announcement by the new head 

of the space agency that Russia will leave the International Space Station after 

2024. 

 

China imports of Russian oil (thousand barrels per day) 

Source: Fortune 

 

President Xi echoed Putin sentiments, in accusing Western countries of ignoring 

the basic principles of the market economy 

 

Dedollarization, a priority 

There is a coordinated global challenge against the USD - and it would be the 

biggest news story in decades. Dedollarization has been a priority for Russia and 

China since 2014, when they began expanding economic cooperation following 

Moscow's estrangement from the West over its annexation of Crimea. Replacing 

the USD in trade settlements became a necessity to sidestep US sanctions against 

Russia. 

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -14.8% 

 S&P 500 -13.0% 

 Nasdaq -19.1% 

 Stoxx 600 -10.1% 

 SPI -11.9% 

 Nikkei -1.9% 

 China -16.0% 

 Emerging -18.6% 

  

 BONDS  

 CHF Corp  -5.7% 

 US Govt -8.5% 

 US Corp -12.4% 

 US HY -8.5% 

 EUR Gvt -10.6% 

 EUR Corp -8.8% 

 EUR HY -8.5% 

   

 CURRENCIES  

 USD index +11.2% 

 EURUSD -10.3% 

 EURCHF -5.7% 

 USDCHF +5.1% 

 USDJPY +17.4% 

 EM FX -4.0% 

  

 COMMODITIES   

 Gold -2.8% 

 Silver -13.9% 

 Brent +23.3% 

 Copper -20.0% 

 CRB index +20.9% 

BRICS comeback 
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Months before the Ukraine invasion, Russian FX reserves 

shifted very quickly away from US Treasury holdings at 

the benefit of gold. Even if the total amount of US 

government bonds sold by the Russian central bank was 

small ($100bn), it is a clear undocking indication. 

 

USD share of China-Russia trade settlements (%) 

Source: Izvestia 

 

BRICS nations are in a dedollarization multi-decade-long 

plan 

Even before the Ukraine conflict started, China and Russia 

were stockpiling gold and working on denominating 

transactions outside of the USD 

 

Improved coordination 

After strongly rallying in the aftermath of weak economic 

data, the US bond market experienced a sharp sell-off. 

This came just when Nancy Pelosi, speaker of the US 

House of Representatives, visited Taiwan and met the 

country leaders in defiance of Chinese demands. 

 

China is now conducting military training operations 

around Taiwan, raising the risk of a geopolitical 

miscalculation given the heavy military presence in the 

area. China has also summoned the US ambassador in a 

clear escalation of tension between the 2 countries. 

 

China & Russia US Treasury holdings ($bn) 

 

Part of the recent Treasury move – one of the largest 

daily spikes - could be attributed to China retaliation 

measures. The dizzying Treasury yields surge triggered 

discussions on whether Beijing might weaponize its near 

$1trn pile of US government bonds. In the event this is the 

case, the bearishness should be limited. The total US public 

debt amounts around $30’000bn while the Treasury 

marketable debt accounts for more than a third. Whatever 

the ratio is, the Chinese detention rate remains 

manageable. 

 

Comments from Fed speakers that the central bank job on 

containing inflation is not done yet could also explain it. 

Fed officials have strongly pushed back against the dovish 

monetary policy pivot narrative markets have gravitated 

towards recently. A significant amount of tightening 

remains in the pipeline to get inflation under control.  The 

US yield curve has become more inverted following a 

hawkish Fed rhetoric and a bumper July jobs report saw 

short duration bonds sell off more aggressively than longer

-duration bonds. Further inversion implies a higher chance 

of a recession. 

Regionalization is intensifying. The US cannot avoid talks 

with China. The opposite is also true 

The near-term negative US Treasury flows  will be 

overshadowed by the negative global macro outlook impacts 

 

Fixed income. Bank of England hikes 50bps despite 

grim forecasts 

We are witnessing the biggest monetary policy conundrum 

central banks ever had to face. The BoE stepped up the 

pace of its tightening cycle as expected with its biggest, 

50bps, rate hike in 27 years. It has reiterated its willingness 

to act forcefully amid high inflation. But what is fascinating 

is that all come alongside new forecasts. They show a 

recession lasting 5 quarters from late this year, the 

unemployment rate rising above 6% in 2025, and inflation 

coming back below target. The BoE expects the economy 

to shrink by more than 2% between Q3 and early 2024 - 

quite a surprising prediction coming from an institution 

which is by nature generally biased to provide optimistic 

outlooks. 
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The fact that the Bank is stepping up the pace of rate 

hikes while also forecasting a meaningful recession 

shows just how worried it is that worker shortages and 

supply issues could keep inflation elevated even as the 

economy weakens. 

 

Main yield curves 

The Bank reiterated its willingness to act forcefully to 

curb inflation. So there is a strong possibility of another 

50bps hike in September – particularly after what both 

the Fed and ECB have done. The BoE new grim set of 

forecasts are based on the rate peaking close to 3.0%, 

which is what markets currently expect. But the fact these 

projections show inflation well below target can be read 

as a hint that it will not need to tighten as aggressively as 

investors think. 

 

The BoE also plans to sell £10bn of UK government 

bonds from its balance sheet every quarter for the next 

12 months, starting in September. This corresponds to a 

balance sheet reduction target of £80bn over the same 

period including the non-reinvestment of maturity 

proceeds. This plan puts the focus on the private 

market’s ability to absorb more sovereign debt. 

• In  a desperate quest to regain lost credibility, G10 

central banks are trapped in a dangerous hawkish 

posture 

• Another 50bps hike in September seems plausible. 

The window for further hikes further appears to be 

closing 

• Yield curves are likely to invert to record levels 

 

Equities. The current rally has some strengths 

Since mid-June, the MSCI World index has risen by 12%. 

The rally was initiated by the drop in the US 10-year after 

having come close to 3.5%. Then, it was reinforced by 

expectations of an inflationary peak in the US and a mild 

recession, and better-than-estimated company results, 

once again demonstrating the resilience of companies 

confronted to health, geopolitical and inflationary shocks. 

Upside participation (Breadth ratio) strengthens with 

volume. The war in Ukraine and tensions in Taiwan are not 

disturbing the stock markets, for the moment. Commodity 

prices fell significantly, as for oil and cereals, which 

returned to pre-war levels. After the $1 trillion bipartisan 

plan for infrastructure signed in November 2021, the US 

administration will launch a new $433 billion investment 

bill, including $369 billion for energy security and climate 

change, made possible thanks to the validation of 

recalcitrant Democratic Senator Joe Manchin. 

 

Ned Davis Research has developed a composite of the S&P 

500 over several cycles to show the seasonal trend. The 

favorable trend in equities could therefore continue during 

the month of August. 

Apart from a serious military slippage in Europe and/or 

around the Taiwan question, the main risk for the stock 

markets is the onset of a severe recession. Investors do not 

believe it at the moment. Employment and household 

consumption data do not support a recession. See the 

latest report from the Dallas Federal Reserve. St. Louis Fed 

President James Bullard also doesn't believe the US is in a 

recession. 

 

Officially, we are still in a bear market, but some signs 

would show that a new bull market would be set up. Ned 

Davis Research points out that the Breadth ratio is at levels 

well above those observed in previous bear market rallies 

and rather corresponds to the start of a bull market. 

 

More cautious analysts point to the low percentage of 

upward revisions to company forecasts and the very 

positive contribution from the energy sector, as ex-energy 
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S&P 500 profits would be down 2% in 2Q22 instead of 

the +8.6% overall. A return of the VIX towards 20 would 

also signal some complacency among investors. 

 

According to Leuthold Group analysis (chart below), an 

offensive basket is beating a defensive one for longer 

than in previous rallies, which would reinforce the idea 

that the current rally is more powerful. 

 

The National Association of Active Investment Managers 

index shows that active tactical managers have increased 

their equity allocations from historic lows to a neutral 

zone. 

 

According to Ned Davis Research, asset managers and 

hedge funds would have a relatively low exposure to 

equities (orange curve in the graph below). Since the 

Great Financial Crisis, the NDR indicator has been a good 

contrarian indicator. If the recession turns out to be less 

severe than expected, a lot of cash will flow into equities. 

• The current rally seems more solid than the previous 

ones 

• The question is not recession or soft landing, but hard 

recession or shallow recession 

 

 

Equities. Build Back Better is dead; Long live the 

Inflation Reduction Act! 

In November 2021, a bipartisan $1.1 trillion infrastructure 

spending plan was signed. For Joe Biden, a green plan was 

missing to respond to the climate emergency. Democratic 

Senator Joe Manchin had always opposed such a plan for 

cost reasons, a Joe Manchin needed to have the majority in 

Congress. On July 28, a conciliatory Joe Manchin allowed 

the launch of a new $433 billion investment plan, including 

$369 billion for energy security and climate change. The 

Inflation Reduction Act of 2022 is in fact the slimmed down 

version of the more ambitious stillborn plan, the $2 trillion 

Build Back Better. With Joe Manchin on board, the plan has 

a high chance of passing the congressional hurdle. 

 

The Inflation Reduction Act of 2022 
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This project should generate $739 billion in tax revenues, 

investments of $433 billion and a deficit reduction of 

$300 billion over 10 years. 

 

The main points: 

a. Taxes. Minimum tax rate of 15% for companies 

that make more than $1 billion in income. No tax 

increases for individuals, households or for local 

and state taxes. Higher taxes for private equity 

fund managers. Strengthening of the IRS with a 

focus on small businesses and cryptocurrencies. 

b. Clean energies/Energy security. Spending of $369 

billion with the goal of reducing net CO2 

emissions by 40% by 2030. This includes tax 

credits and investments in new technologies. 

c. Health. Medicare may negotiate the cost of some 

drugs. This could reduce Medicare costs by $288 

billion. 

d. Health Insurance. Expanded Affordable Care Act 

(ACA) subsidies, so 3 million Americans can keep 

their health insurance. 

 

The first reaction to the announcement of this plan was 

the very sharp rise in the share prices of companies 

linked to the energy transition and the fall of 

pharmaceutical companies. 

 

The big winner is the energy transition. Solar and wind 

tax incentives will extend over the next decade. This will 

allow electricity producers and households to have good 

visibility on their transition to renewable energies and 

recoup their investments more quickly. The electrification 

of vehicles will accelerate. Nuclear energy will also 

receive support. Domestic production chains will be 

favored thanks to “Made in the USA” subsidies. Electric 

vehicles will have to be assembled in North America and 

critical industrial metals (copper, lithium, etc.) extracted in 

American mines or friendly countries (friend-shoring). 

 

The oil and gas industry is also a winner. It lobbied Joe 

Manchin enormously to have its voice heard. This is why 

there is the term Energy Security in the plan, meaning 

rather: acceleration of oil and gas exports = billions of 

dollars and domestic jobs. Pragmatic, these Americans! 

After all, the war in Ukraine has raised awareness that 

fossil fuels will not disappear so quickly and the United 

States is emerging strengthened by becoming a major 

exporter of fossil fuels, especially LNG to Europe. The 

United States must therefore invest and federal legislation 

will become more flexible concerning exploration, 

production and construction of pipelines - coming out of 

West Virginia, for example, the state where Joe Manchin is 

elected! - if the development of renewable energies is 

favored. There will be incentives for the oil and gas industry 

to develop carbon capture and its storage, hydrogen and 

biofuels. 

• The green theme is reinforced, if it was necessary 

• Joe Manchin's incredible flip-flop thanks to Democrats 

concession on oil and gas. But the Democrats have not 

forced themselves given the new and strong position of 

the United States with European demand for fossil fuels 

• The pharma sector comes out a little weaker 
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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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