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Weekly - August 15, 2022 

US mid-term elections are approaching, fast. Democrats are in a delicate 

situation and Biden runs particularly low in polls (approval rate 40,3 vs. 

disapproval 55,4 as of August 8th). A consensus has built that the poor economic 

management by the incumbent Administration is responsible for the inflation 

resurgence. Historically, with no exception, incumbents suffered voters’ rejection 

during high inflation periods. 

 

Will unpopular Biden spell bad odds for Democrats in the Mid-terms? 

 

 

 

 

 

 

 

 

 

 

Source: FiveThirtyEight 

 

The latest correction of financial markets is also a headwind, as fueling a) the ire 

of high-income people and b) lower political / financial support from large / 

quoted companies. 

US administration is in crisis mode… 

… pushing it to take spectacular / electioneering measures  

 

US administration sensitivity 

Following the sharp rise of WTI prices from $70 to $120 in the 5 first month of the 

year, decision was taken to release ¨State-oil¨ through the Strategic Petroleum 

Reserve. Actually, the SPR is the world's largest supply of emergency crude oil 

(stored in underground salt caverns at four storage sites in Texas and Louisiana). 

In essence, the function of SPR is to ¨protect the economy and American 

livelihoods in times of emergency oil shortages¨. Irrespective of any political 

considerations, it must be recognized that the historical criteria for the use of 

these reserves are not currently met. De facto, decreasing SPR historically never 

managed to impact, durably, on oil prices. Electoral ulterior motives are 

obviously present. The need to maintain this reserve at a predetermined level will 
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force the administration to buy back the barrels they are 

selling in the coming quarters. With the ultimate risk of 

creating a financial loss for the American taxpayer.   

 

Long-term development of SPR, as of May 22 

 

Lately, DOE issued its Fifth Emergency Notice of Sale of 

Crude Oil from the Strategic Petroleum Reserve. It will 

release an additional 2.8 million barrels of crude oil and 

17.2 million barrels of sweet crude oil, totaling 20 million 

barrels with deliveries from September to October 2022.  

 

The investigation by the House committee on the Jan. 

6th, 2021, assault on the US Capitol did not result in 

Trump charge for insurrection. The connected FBI raid in 

Trump Mar-a-Lago resort will no doubt exacerbate 

tensions. It presupposes an approval at the highest level 

of Justice Department, the signoff by an independent 

federal judge, and some evidence of a ¨crime¨… 

Using SPR reserves tames oil prices short-term 

The bold actions of US Justice Department and FBI are 

politically explosive. The scarecrow of the ¨deep state¨ will 

surely be used by the most radical Republicans 

 

A silver lining for Democrats? 

Latest inflation data for July have been, finally, more 

reassuring. MoM progression has been nil for headline 

and +0,2% for core CPI, well below previous months and 

expectations. This is respectively due to energy and 

agriculture, but also, more importantly to many other 

factors. Indeed, the diffusion (number of factors 

participating to the rise) index experienced its first 

significant reversal. In short, the breath of inflation seems 

to decline, after almost three years of spectacular 

progression.  

 

 

 

 

Before claiming victory, this improvement still needs to be 

confirmed next months, considering the high volatility of 

this diffusion indicator. Still, in spite of this obvious good 

news, headline CPI is likely to grow annually around +6%, 

even if all MoM progressions would continue to remain flat 

in H2... 

Markets celebrated the first practical odd of a peak in 

inflation 

 

A though landscape for a US administration in denial mode 

A well-regarded geopolitician warned that November 

deadline will be ¨explosive¨:  

“ The 2022 mid-terms will be one of the most 

important in US history. The votes will take place 

amid allegations of fraud by both Democrats and 

Republicans, and they will set up a 2024 

presidential election that Donald Trump, if he runs, 

will either win outright or try to steal. “ 

Ian Bremmer Eurasia Group January 22 

 

In defensive mode, the President and his spokesman 

actively argue that the economy is doing - very - well, and 

that the inflationary crisis is almost under control, thanks to 

the activism of the executive. Nothing to see, move along!  

 

The once source of pride / outsized $1,9tn Covid package 

may ultimately prove a headwind for Democrats. It is 

broadly considered as factor of raging inflation, even by 

party’s economist tenors (say L. Summers). For sure, it 

prevented other, more productive, and visionary plans from 

passing. Still, quite unexpectedly, a last-minute fiscal 

climate and inflation package seems well-underway. It is - 

much - more modest than the former structural plan Biden 

had sought. It will not prevent the ongoing fiscal cliff. More, 

the announced Senate (Congress?) majority for 

Republicans would definitely result in a fiscal paralysis in 
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the US in 2023 and 2024.  

 

A dangerous fiscal cliff 

The US society is divided ahead of the second half of 

Biden’s presidential mandate 

But employment resiliency averts risks of an imminent 

recession 

• Despite early signs of decelerating inflation, 

stagflationnary tensions will persist in the US 

• Little hope for an intense US reflation in a 

foreseeable future, due to a joint Fed and Treasury 

tightening mode 

• Darkening US politics spells lower USD. This is a 

support for financial markets 

 

Fixed income. Bond volatility is here to stay 

A rare and pleasant surprise came from the US inflation 

report. Both the headline and core (ex food & energy) 

rates reported monthly increases that were 0.2pp lower 

than expected. Headline inflation was flat on the month 

(consensus 0.2%), resulting in a YoY rate dropping to 

8.5% from 9.1%. The core rate rose "just" 0.3% MoM 

(consensus 0.5%) therefore, the YoY rate stays at 5.9%. 

 

Developments within core are primarily responsible for 

the surprise. The housing rental components within 

shelter posted more moderate increases than 

anticipated. Airline fares fell 7.8% MoM and used cars fell 

0.4%. Apparel prices dropped 0.1% with education and 

communication also experiencing a 0.2% MoM fall. 

Gasoline fell 7.1%.  

 

This report should provide support to the idea that the 

US has now passed the headline inflation peak. Lower 

gasoline prices, down a dollar a gallon nationally since 

their June 13 peak, should have a more substantial 

impact in the August inflation print. 

 

 

However, core inflation remains on an upward trajectory 

due to rising housing rental costs and service sector 

inflation pressures.  Wages are the biggest cost input for 

the service sector. The latest jobs report showed that they 

continue to push higher. With productivity having fallen in 

S1, unit labor costs are surging. In an environment where 

decent demand means companies can pass higher costs 

onto consumers, core inflation peak will not be reached 

before September/October. 

 

Unlike the previous two inflation reports, the latest release 

provides some welcome news for members of the FOMC. 

That said, monetary policymakers have made clear that 

they need to see clear evidence of a sustained slowdown in 

inflation before pivoting on monetary policy. This report is 

an important first step in that direction. Receding fuel 

prices are a welcome development, and when paired with 

the slowdown in core CPI, the Federal Reserve finally has 

an inflation print with some positive takeaways. 

 

The lower-than-expected July US inflation report print was 

cheered by markets, as it was the first concrete sign that 

inflation has peaked. And forward-looking indicators give 

confidence that inflation will continue to head lower. Global 

commodity prices have fallen in recent months, which 

should flow through more broadly than just gasoline 

prices. Retailer discounting is helping lower goods inflation, 

but the continued easing in China’s PPI also point to more 

downside for goods inflation. Break-evens suggest the 

market is confident of the lower inflation view. 

 

Fed Fund futures market is ahead of the Fed 
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It is important to remember that there is another jobs 

report and another inflation report ahead of the 

September 21st FOMC meeting. Inflation remains far 

from target. Each time the futures market has reached 

such a low level, i.e. the 18-month forecast below the 6-

month one, the Fed has either stop its tightening or 

started to ease. 

• While inflation release was better news than 

anticipated, given the strong payroll numbers and 

the momentum in core inflation, the Fed should still 

be on track for a 50 bps increase at its next meeting 

• Inflation linked markets are already discounting an 

inflation coming back below 3% for the next 2 

years. The segment remains unattractive 

 

Equities. Buying opportunities in the European 

defense sector 

Stock prices of European defense stocks have on average 

doubled in the two months following the Russian 

invasion of Ukraine, but they have underperformed 

during this summer rally. 

 

Performance (base 100) in 2022 of European defense 

stocks 

The reasons for this underperformance are the return of 

growth stocks, the problem of "ethics", the problems with 

custodian banks with purchases of defense companies 

and the absence of structured products to play the 

theme of European remilitarization. 

 

Yet there are arguments for seeing a Global Defense 

Supercycle in the coming years: 

1. The war in Ukraine intensifies with the arrival of 

Western weaponry. 

2. China no longer hides its ambitions to integrate 

Taiwan into Greater China, even by force. Tensions 

will increase in the South China Sea between 

China and the United States. 

3. European defense budgets will explode. The war in 

Ukraine demonstrated the absence of a strong 

European military force and its inability to be in high 

intensity combats. Sweden and Finland will join 

NATO. 

4. The United States and Europe need to quickly 

replace the armament given to Ukraine. 

5. Two military blocs are emerging, the West and 

China/Russia, with countries whose we do not know 

yet where they are positioning, such as Turkey and 

India. 

 

Military spending stand at $2,113 billion in 2021. US ($800 

billion), China ($290 billion), India ($77 billion), Britain ($77 

billion) and Russia ($66 billion) accounted for 62% of these 

expenses. Germany will increase its annual military 

spending from $56 billion to $80 billion to return to 2% of 

GDP (minimum ratio for NATO); it will inject an amount of 

$100 billion quickly to upgrade its army. 

H1 2022 results in defense were decent, but with some 

downward revisions to 2022 guidance. Stock market 

valuations have returned to attractive levels. The large 

orders that are coming will only be seen from 2023 in sales. 

There is a significant lag between the announcement of 

increases in defense budgets and their translation into 

sales. The sales growth rate will be between 15% and 25% 

in the next few years. The defense industry will be a 

structural winner. 

*Airbus and Safran are active in defense, but this activity 

accounts for only 20% of revenues. 
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• Overweight European defense 

• It is one of few sectors that have not participated in 

this summer rally 

• Conviction of a Defense Supercycle 

• We have Rheinmetall, Hensoldt, Thales, Leonardo 

and BAE Systems in our European portfolio 
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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 
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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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