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Weekly - September 26, 2022 

Central bankers revisit a well-known fool's game 

The macroeconomic forecasts of central bankers are infamous for their 

mediocrity or duplicity. The same is true of their rate forecasts or their “forward 

guidance”. Yet, since the arrival of A. Greenspan, all this information - by essence 

mediocre and biased - is obsessing the markets. This is essentially due to two 

factors: the Great Macroeconomic Moderation / Disinflation of the last decades 

with the corollary of the gradual, homeopathic, and pre-announced approach to 

monetary policy. Clearly, when macro is very smooth and slow to evolve, to try to 

anticipate, investors are glued to the speeches of the big money makers to 

detect an asperity, an inflection. 

 

Since pandemic, the volatility of the macro landscape is getting out of control, 

and central bankers lately - and newly - decided to focus their discourse on their 

dependence on published macro data, namely “late cycle indicators”. The labor 

market and inflation are indeed known to belong to the most “lagging” 

indicators of the economic cycle. 

Source: Fed latest projections 

 

Thus, the Fed, de facto, has engaged in a faster monetary tightening than in the 

last 40 years. Which should - it says - only slightly affect employment 

(unemployment rate should increase from 3.8 to 4.4%). Without a recession 

occurring. Good luck Mr. Powell with your soft-landing scenario of GDP growth 

remaining above 1% in 2023 and 24... Worse, any rise in the unemployment rate 

of +0,5% has invariably caused a recession, post WWII. Double talk. And double 

lie. 

Fortunately, central bankers never have to take a lie detector test! 

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -24.5% 

 S&P 500 -22.5% 

 Nasdaq -30.5% 

 Stoxx 600 -20.1% 

 SPI -20.9% 

 Nikkei -8.2% 

 China -22.3% 

 Emerging -26.5% 

  

 BONDS  

 CHF Corp  -9.1% 

 US Govt  -12.5% 

 US Corp -17.2% 

 US HY -13.6% 

 EUR Gvt -19.5% 

 EUR Corp -15.7% 

 EUR HY -11.9% 

   

 CURRENCIES  

 USD index +18.5% 

 EURUSD -14.9% 

 EURCHF -8.3% 

 USDCHF +7.8% 

 USDJPY +24.8% 

 EM FX -7.2% 

  

 COMMODITIES   

 Gold -5.7% 

 Silver -17.8% 

 Brent +19.3% 

 Copper -20.4% 

 CRB index +22.3% 

Lie detector 
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The United States will probably not escape 

recession 

This is now the unequivocal message from the US bond 

market. Confirmed by the OECD's Leading Indicators. 

And by the rapid contraction of the domestic residential 

real estate. 

 

Broad-based inversion of US yield curve 

is unequivocally worrying 

Source: Longview Economics, Macrobond 

 

Heterogenous inflation spell different challenges 

Inflation is rising overall. Everywhere, the energy 

component dominates. However, it is very 

heterogeneous and is much more worrying in the G7 

than, for example, in the major Asian countries. In the 

United States, it is very widespread. In Japan, surprisingly, 

services are still showing disinflation. China, due to a 

poor domestic consumer climate, has been spared. 

Source: BCG 

 

In the UK, it is raging. Still, the new Prime Minister did 

not beat about the bush. She is officially contemplating 

to review the Bank of England’s mandate. Not more nor 

less! Indeed, her latest £150bn energy plan puts Bank of 

England on the spot. Not to mention promises of lower 

taxes. This puts heavy pressure on the £. 

Divergence in monetary policy between G2 and Asia result 

from the divergent nature of inflationary shocks, but… 

… it is exacerbating the strength of the USD 

Consequently, after decades of hibernation, it pushed Japan 

to intervene in the foreign exchange market 

• Broad decoupling is fueling USD strength. It raises the 

pressure on financial markets 

• It would take a US recession / an unlikely Fed pivot to 

restore some calm 

• In any case, central bank independence is likely to be 

under serious threat 

 

Fixed income. The FOMC further stepped up its 

inflation-fighting game 

The Fed hiked its interest rate target range by 75bps for 

the 3rd time in a row, taking it to 3.25% at the upper 

bound, in line with expectations. The move was 

accompanied by particularly hawkish messages and 

projections. Powell stuck to his Jackson Hole message. The 

Fed will not stop raising rates until it gets compelling 

evidence that inflation is on its way to hitting 2%.  

 

The Statement of Economic Projections was very 

informative. This is not to be mistaken for what the Fed 

think will happen rather than what they believe today is 

going to be the right path ahead. First, 125bps more hikes 

are expected this year. This is close to market expectations 

i.e Fed Funds at 4.25% by year-end.  

 

The median projection for 2023 sees rates at 4.6% by the 

end of next year, before starting to come back closer to the 

2.5% longer-run projection in 2024 and 2025. For 2023, 
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there are still 1 or 2 hikes likely to be in Q1. The Fed 

wants the policy rate to be in the 4.5-5% range by end of 

Q1 2023. This is close to its favored inflation measure, the 

core PCE. This is also in line with market expectations of a 

peack reaches in April-May 2023 at 4.66% according to 

Fed Fund futures.  

 

The Fed is reiterating its stance that rates are going to 

stay higher for longer because it has missed the 2% 

target by quite a bit for a long period of time. 

Interestingly, the GDP growth projections have been 

significantly revised downward, with 2022 now expected 

to be flat with a risk of experiencing a recession next year 

according to their range. During his press conference, 

Powell spoke of recession risks and the diminishing 

likelihood of a soft landing as monetary policy needed to 

be ‘more restrictive or restrictive for longer’ as the central 

bank seeks to dampen inflation. While a recession has 

not been explicitly forecast, the forecast rise in 

unemployment and the refusal to rule it out means that it 

is far from off the table. The Fed is okay with engineering 

a recession. 

 

On the inflation front there are encouraging signs on 

both market and household inflation expectations, and 

corporate price plans. This suggests inflation may not be 

as embedded as some fear. Long-term price 

expectations have returned to “normal” levels, 

suggesting fears of a 1970s wage-price spiral are 

misplaced. 

 

The National Federation of Independent Businesses 

reported that the proportion of companies looking to 

raise prices over the next 3 months fell from 51% in May 

to 32% in August. This is a sizeable turn. Given the strong 

relationship with inflation over the past 40 years, it offers 

a signal that inflation rates could soon start to slow. 

 

As for the activity side, the geopolitical backdrop, the China 

slowdown story, the potential for energy rationing in 

Europe, the strong dollar, and fragile-looking domestic 

equity and housing markets point to clear recession risks. A 

more aggressive Fed rate hike profile and tighter monetary 

conditions will only intensify the threat. Remember too that 

shelter is the largest component of CPI and tends to 

influence it with a lag of around 12 months. A housing 

downturn could have a dramatic impact on inflation in the 

second half of next year. 

 

So, hoping that a miss in macro data will push the Fed to 

pivot is for now just hope. This is not new, but it is now 

more codified now than before. 

• Chance of a policy mistake is increasing quite rapidly 

• The faster and more forceful the Fed hiking rates, the 

deeper the yield curve inversion. Historically, deeply 

inverted yield curves have been associated with 

recession. While there is room for long-term bond 

yields to move higher, the market is close to a peak 

 

Currencies. New UK prime minister explosive start 

As largely expected, the UK government bill for energy 

price guarantee oversize £100bn. Most of it will be financed 

with extra issuances of government debts. The new 

chancellor added fuel to the fire already burning on the gilt 

market. The Treasury department update for 2022-23 

includes extra borrowings of £72bn. The raft of tax cuts 

unveiled clearly implies that they will not be contained to 

just this fiscal year. The cost of the newly announced 

measures is £160bn over 5 years. The current environment 

is not favorable at all to gilt sales. 

 

Bond holders are already rattled by inflation and by the 

prospect of more rate hikes. Even if the central bank hiked 
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only by 50bps last week, markets are betting that the 

pace of hikes will have to accelerate. The recent jump in 

yields implies that Bank Rate will peak next year well 

above 5%. If a sell-off in gilts is rational in response to 

more fiscal spending, tax cuts, and higher inflation, the 

magnitude of the move should give policymakers pause 

for thought. This is particularly true for the BoE which is 

about to ramp up its quantitative tightening program 

with outright gilt sales at £10bn per quarter. 

 

The GBP has had another wild ride. Initially it rebounded 

on the biggest tax cut since the 1980s, but subsequently 

fell hard as the UK gilt market reacted to the prospect of 

a heavy new debts supply. The GBP has been trading off 

fiscal concerns since early August. This should remain the 

dominant theme. The FX option market is now pricing 

the chances of GBP/USD hitting 1.00 by year-end at 17%, 

up from 6% in June. Given the strong USD and hawkish 

Fed, the market is maybe underpricing the chances of 

parity.   

 

The very aggressive Bank of England re-pricing 

tightening cycle has not provided GBP any support. This 

leaves the BoE in a quandary. The BoE should have to be 

even more hawkish if the weaker currency was to 

damage the UK inflation profile further.  

• Unless something can be done to address these fiscal 

concerns, or the economy shows some surprisingly 

strong growth data, investors will continue to sell 

GBP 

 

Equities. Focus on earnings 

Central banks are raising their benchmark rates and 

inflation remains high. The Fed will remain restrictive 

despite the risk of plunging the US economy into 

recession. The US 10-year continues to climb, pressing on 

multiples. The recent overall deterioration of the real 

estate sector is a cause for concern; the good 

performance of real estate prices partly explained the 

limited exit of retail investors from equities. But if real 

estate prices were to fall, we would probably see a 

(massive?) exit of retail investors from equities to protect 

their overall wealth. The strong appreciation of the dollar 

is another negative factor for stock markets, in particular 

for emerging ones. And the fall of the sterling adds to 

the monetary chaos. 

Today, investors are more worried about the evolution of 

earnings than about inflation and central banks, two known 

parameters. So far, companies have shown a strong 

resilience, but that may not last. FedEx issued a warning on 

its results and notes that global demand is weakening, 

mainly in Europe and Asia, with a marked deterioration in 

the 3rd quarter. The probability of a recession increases 

and investors fear a fall in profits, knowing that they fall by 

an average of 30% in a recession. According to a double-

entry table (see below), we currently estimate a range for 

the S&P 500 between 3,500 and 3,000 (red frame) over a 4-

month horizon. We would revise this range downwards if 

profits were to fall by more than 30%. 

Source: Blomberg 

 

Until mid-October, the seasonality remains unfavorable. 

The months of November and December are statistically 

more favorable. 

The S&P 500 could reach the bearish corridor support at 

3,450 (down 5% from last Friday's level), then rebound. This 

level should correspond to an oversold zone; we are 

approaching it. Prior to that, investors will be watching the 

support at the June low which was retouched last Friday. 

Conclusion: we are not very far from a technical rebound, 

still in a bear market. 
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Source: Bloomberg 

 

The market cycle recommends overweighting the 

defensive sectors, consumer staples, pharma and utilities. 

The defense sector jumped on the partial Russian 

mobilization announced by Putin. 

 

Faced with the risk of recession and destruction of 

demand, consumer discretionary and energy recorded 

the worst sector performances last week. Regarding 

energy, there was probably a lot of speculation on gas 

prices. Three weeks ago, we warned of a likely major 

correction in the price of gas and recommended taking 

profits on oil and gas companies. In our equity portfolio, 

we had completely exited the energy sector. Regarding 

the price of Brent, we do not exclude a return between 

$50-70. The West absolutely wants to cap the price of 

Russian oil (we do not yet know what this price will be), 

as of December 5, which, in our opinion, will rather have 

the consequence of lowering world prices, because 

Russia will be obliged to sell its oil, its biggest source of 

income. We know that some analysts think on the 

contrary that it will raise prices, because they expect that 

Russia will no longer sell its oil (10% of world production 

before the invasion of Ukraine). 

 

Natural gas price 

Source: Bloomberg 

 

The technology sector records the worst sector 

performance in 2022: -31% for the Nasdaq, -35% for the 

FANG+ index and -39% for the Semiconductor Index. 

There is no reason for this to change in the coming 

months. Companies have multiplied earning warnings. In 

times of recession, companies first cut spending on 

advertising and IT. 

 

For 2 years, Big Techs no longer outperform 

Source: Bloomberg, FT 

 

Tech stocks and FANGs have benefited from Covid (stay/

work-at-home) and the defensive nature of some of them. 

Today, there is a base effect, exacerbated by the economic 

slowdown, coupled with a rise in interest rates which 

compresses multiples. The rise of the dollar particularly 

affects American technology which is very exposed to the 

outside world. 

 

After a severe correction, Netflix and Meta Platforms have 

valuations closer to the media sector than technology. We 

are waiting for the results of the 3rd quarter to confirm or 

not the resilience of Big Techs. 

Source: Bloomberg 

 

• A recession results on average in a 30% decline in 

profits 

• Defensive sector approach 

• We don't rush into technology and Big Tech. 
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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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