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Weekly - October 3, 2022 

China's economic situation is sagging, officially 

The vectors are well known, the anti-Covid policy and the corrosive slump in 

housing. Both issues are entrenched, and their collateral damages are 

impossible to contain with normal / cyclical economic policy response. In the 

first case, an executive about-face, which would push China to live with the 

virus, would be a very violent setback for President Xi. This scenario can only be 

imagined once the 20th Congress is over. In the second, the government 

continues to try to contain the bankruptcies/defaults of the rogue developers, 

without organizing a massive rescue. Here too, the Congress may, perhaps, 

bring some beginnings of an answer / unveil a more ambitious plan. More than 

ever the 20th Congress deserves a lot of attention.  

President Xi might be more heckled than we thought even a few months ago! 

 

Cyclical or structural inflection? 

The communist party has made an implicit pact with its people. It orchestrates 

the economic take-off and the increase in purchasing power in exchange for a 

limited freedom for its citizens (social peace). It was first featured by the “Great 

Leap Forward”, i.e. a campaign undertaken between 1958 and early 1960 to 

organize its vast population, especially in large-scale rural communes, to meet 

China's industrial and agricultural needs and to promote the development of 

the country's economy. Up to pandemic, the government managed to deliver, 

except for very brief periods / recessions.  

 

The modern articulation of this philosophy has been reshaped by Xi & Co for 

completion at the centenary of the founding of the People's Republic of China 

in 2049, when it targets to become a "strong, democratic, civilized, 

harmonious, and modern socialist country". The wheels are starting to turn for 

the executive in several ways. Over the past couple of years, citizens endured 

arduous confinements, including food restrictions. The savings of the Chinese 

people, which are mainly invested in their homes, have been at risk since the 

beginning of the year. For the first time in history, they are joining together to 

organize a moratorium on payments/redemptions to ailing institutions and are 

protesting loudly. 

 

 

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -26.4% 

 S&P 500 -24.8% 

 Nasdaq -32.4% 

 Stoxx 600 -20.5% 

 SPI -19.9% 

 Nikkei -8.9% 

 China -23.0% 

 Emerging -28.9% 

  

 BONDS  

 CHF Corp  -8.7% 

 US Govt  -13.1% 

 US Corp -18.7% 

 US HY -14.7% 

 EUR Gvt -19.9% 

 EUR Corp -16.6% 

 EUR HY -13.6% 

   

 CURRENCIES  

 USD index +17.3% 

 EURUSD -13.9% 

 EURCHF -6.9% 

 USDCHF +8.1% 

 USDJPY +26.0% 

 EM FX -7.7% 

  

 COMMODITIES   

 Gold -9.1% 

 Silver -17.5% 

 Brent +12.4% 

 Copper -24.3% 

 CRB index +15.5% 

Pushing on a string 



 ♦ 2 

Real Estate Climate index: big blues for Chinese developers 

Source: National bureau of Statistics 

 

More than 60% of developers hit at least one of the debt 

thresholds set by regulators in 2021. Needless to say, 

their situation has eventually deteriorated since. 

Developer defaults are mostly in the darker corners of 

the financial system. But the situation in the commercial 

bills market is out of control, and defaults on loans and 

CNY bonds will follow without a policy fix. A housing 

“crash” would morph to banks, and further impair their 

propension to lend. In short, a vicious circle.  

 

Listed companies with overdue bills 

 

For the moment, the government is not embarking on 

large-scale recovery plans financed by debt, unlike 

Western countries. The orthodox orientation of economic 

policy prevails. But signs of fragility have appeared, with 

the currency weakness, obliging authorities to threaten 

the “speculators who unduly attack the Yuan”. 

 

Consumer confidence is falling off a cliff 

Source: Andreas Steno, Macrobond 

 

No later than last March that Premier Li Keqiang announced 

a 2022 growth target of 5.5%. Global economist forecasts 

have lately tumbled to about 3,5%  

The darkening of the Chinese socio-economic context is 

getting ¨sensitive¨ 

• So far, China policy has resembled pushing on a string 

• Hopefully, the 20th Congress will seriously address 

housing and Covid restriction issues 

• Absent a “great plan”, one should expect a dangerous 

rise of financial and political instability 

 

Fixed income. European inflation path 

The euro area economic crisis intensified with the first ever 

double-digit inflation reading. Consumer prices surged 

10.0% from a year ago in September, exceeding the 9.7% 

forecasted. It marks the 5th straight month of above 

consensus. Core measure, ex-energy and food, topped 

estimates to reach an all-time high of 4.8%. The dynamic 

and levels across European countries vary. The divergences 

between countries will complicate the picture for the ECB. 

 

German inflation reached unprecedented double-digit 

levels. The headline inflation increased faster than expected 

to 10.9% from 8.8% in August. The monthly data at 1.9% is 

far above the historical average highlighting that inflation is 

running hot. 

 

Spanish inflation fell to 9.0% in September from 10.5% a 

month earlier. This is the 2
nd

 consecutive month of inflation 

deceleration mainly due to base effects. Core inflation, 

excluding energy and food prices, also slightly fell to 6.2% 

from 6.4%. 

 

In France, as expected, inflation slowed in September to 

5.6% from 5.9% in August. The ECB favored measure stood 
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at 6.2% down from 6.6%. This fall is almost entirely due 

to government measures taken to combat the erosion of 

purchasing power. French inflation will remain lower than 

in neighboring countries until year-end, as the tariff 

shield which limits the increase in gas and energy prices 

has reduced inflation by 2.5 points. If the shield is eased/

abandoned next year, it could have a significant impact 

on energy inflation, which could rise in 2023 when the 

contribution will be falling in other countries. 

 

Italian headline inflation rate accelerated to 8.9% from 

8.4% in August and the harmonized measure reached 

9.5% from 9.1% in August. The breakdown shows 

evidence of a change in the underlying pattern. The main 

driver were the food component and leisure. Energy 

goods, which benefited from a favorable base effect, 

acted instead as a minor. The core inflation accelerated 

further to 5%. 

 

Consequently, the local fall in inflation in September 

cannot be considered as a signal of moderation in global 

inflationary pressure. It is likely that inflation will still rise 

in November and December. 

 

Dispersed inflation evolution across Europe 

Source: Eurostat 

 

Since late summer and probably Schnabel’s Jackson Hole 

speech, the ECB reaction function has clearly changed. 

The ECB has increasingly focused on actual inflation and 

to a lesser extent on inflation expectations. It is hard to 

see how the ECB cannot move again by 75bps with 

inflation still on the rise. 

 

The discussion on whether the ECB can bring down 

headline inflation is no longer relevant for the central 

bank. The unfolding recession is not enough to slow down 

the ECB process of rate normalization. It is clearly a 

situation raising risks of a policy mistake. 

• European inflation data evolve in dispersed orders. 

Increasing base effects will further complicate future 

comparisons 

• Inflation remains historically high across the area. The 

current high inflation figures secure the favorite new 

ECB 75bps rate hike path in November 

 

Fixed income. Enough is enough 

When musing on developed bond markets worrying 

volatility earlier in the month, we did not think things could 

get as hectic as they have been over the past week. The 

worst start to a British government in memory trigger 

another wave of selling pressure. The 25-minute statement 

that Kwasi Kwarteng, the new chancellor of the exchequer, 

gave on September 23rd was meant to usher in an era of 

economic growth. Instead it triggered a crisis.  

 

The announcement of an economic plan that cuts taxes 

and increases government borrowing, without setting a 

limit to the public debt increase, pushed UK bond prices 

down to levels never experienced. 

 

The 10-year UK government bond yield surged by more 

than 100bps in just 3 days, its fastest increase in decades. 

The UK 50-year bond issued at par in February was trading 

down to 30%. This caused a coverage ratio crisis for 

pension funds and a liquidity one for hedge funds. 

Leveraged funds use gilts as a collateral. But when 

collateral prices collapse, funds have to find cash, so have 

to sell more gilts. 

 

UK 30-year daily yield change 

Source: Bloomberg 

 

Following the UK 10-year yield 250bps increase in just 4 

weeks, the Bank of England acknowledged the distressed 

trading conditions in the local bond market. It announced 

an unlimited amount purchase of gilts over the next 2 
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weeks. The BoE has made one of the most spectacular U-

turns of central banks over the past decades. While on 

September 22
nd

, it reiterated its willingness to reduce its 

balance sheet by £10bn per month from October 1
st
, a 

couple of days later it backpedaled. This reminds the SNB 

in 2015. On January 12
th

, the vice-chairman affirmed that 

the EURCHF floor was the cornerstone of their policy, 

while on January 15
th

 the floor was abandoned. 

 

A lot of questions remain unanswered. Is this action a 

contradiction to the BoE inflation-fighting objective? By 

preventing a market meltdown, the purchases allow the 

BoE to keep increasing interest rates without adding fuel 

to the fire. The second concern relates to the budget, 

where monetary policy is effectively linked to the 

Treasury. This is clearly a concern. The Treasury 

reaffirmed that it remained committed to the BoE 

independence. 

 

Even it announced that it is only a temporary delay and 

gilt sales are planned to start on October 31
st
, purchases 

should last longer than the announced 2 weeks. If 

Quantitative Tightening restarts, fears will resurface. It 

would arguably be much better if the BoE commits to 

purchase bonds for longer, and suspends its QT for even 

longer. This would restore market confidence. 

Source: Bloomberg 

 

Markets are now pricing a terminal rate jump to 6% next 

year from 2.25% today with a 125bps rate increase by 

early November. We can debate whether this is a reliable 

gauge of expectations with this level of market stress. 

Whatever, that leaves the Bank facing an unpalatable 

decision. The sharp widening of the UK 5-year CDS 

spread, while core European countries credit risk has 

remained stable, illustrates this challenging times. 

 

Governments fundings dedicated  

to fight energy crisis (% GDP) 

Source: Bruegel 

 

Nevertheless, the existing pressure on GBP means the Bank 

has little choice now but to hike more aggressively in 

November. But we still feel the kinds of rate hikes being 

priced into financial markets over the coming months look 

overdone. The bar to an inter-meeting hike is also set high. 

• The BoE U-turn could mark the end of the central 

banks tightening acceleration 

• Investors have clearly pointed out their limits to 

indiscriminately refinance governments 

• Quantitative Tightening is over. Quantitative Easing for 

longer 

 

Fixed income. Czech Republic, a laboratory for the 

world 

The Czech National Bank left its policy rates unchanged at 

7.0%. Five members voted for this decision, while 2 voted 

for a 75bps rate hike. The bank board assessed the risks as 

high but balanced on both sides. The central bank sees 

faster wage growth, expansionary fiscal policy, higher 

producer prices and unanchored inflation expectations as 

upside risks. On the other hand, it sees as anti-inflationary 

the rising risks of a recession, a stronger-than-expected 

decline in domestic demand and investment, the energy 

price cap, and a faster decline in core inflation. 

 

Czech repo rate 

Source: Bloomberg 
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As a result, the August rate stability was confirmed. The 

door remains open to react if needed. The main trigger 

for an additional rate hike would be stronger wages 

growth. The Bank baseline scenario of the end of its 

hiking cycle remains unchanged. In the long run, the 

governor said rates should remain high for longer. 

• The CNB is the first in the Central and Eastern 

European region to stop raising rates. As it was the 

first to jump into tightening mode, it is not surprising 

to see it on hold earlier 

• The hiking cycle looks over. High key rates for long, 

but no more rates hikes 

 

Equities. A complex situation, but with 

opportunities 

The S&P 500 is in an oversold position (MACD) and the 

Bollinger lines are moving apart. It would become 

interesting to initiate a tactical buy signal on equities. But 

by breaking the support at 3,675, we can expect that the 

correction continues towards 3,440-3,400 (another 4% 

drop). The various Advance-Decline oscillators show that 

demand remains weak on the upsides. We fear a 

capitulation of retail investors who have so far not 

panicked; worries about the real estate sector could push 

them to sell stocks to protect their overall fortunes. Are 

Apple's stock market weaknesses the beginnings of a 

capitulation by retail investors? 

 

S&P500 

Source: Bloomberg 

 

In September, the S&P 500 fell 9.3%, bringing the 2022 

correction to 24.8%. The MSCI World corrected by 26.4% 

and the Euro Stoxx 50 by 22.8% (in EUR). Buying 

opportunities remain in a bear market configuration for 

the time being. 

 

To begin to become more constructive on equities, it 

would be necessary that: 

a. Investors perceive that the Fed is coming to the 

end of its restrictive process and announces the 

success of its fight against inflation. The various 

governors of the Fed are not at all in this logic. In 

August, the core PCE, the indicator followed by the 

Fed, rose to 4.9%, well above its long-term target of 

2%. 

b. Investors have a better visibility on the evolution of 

corporate profits. Factset expects US profits to grow 

by 2.9% in 3Q22 compared to +9.8% at the end of 

June. We are therefore clearly in a reduction of 

growth estimates. Investors will therefore await the 

US results which will begin on October 14th with the 

major banks. 

 

Nike has just published better-than-expected results, but 

the group is posting a sharp rise in inventories which 

should weigh on profits in the coming months. 

 

Today, we have to take geopolitics into account. The Russia

-Ukraine conflict is becoming a Russia-West conflict with 

major energy and food disruptions. Sabotage on Nord 

Stream 1 and 2 could announce even more serious events 

such as cuts in the submarine cables used for 

telecommunications, the internet and electricity. A hybrid 

war is taking place, that is to say the use of unconventional 

means that are more in a gray area to intimidate or send 

messages that are difficult to attribute. 

 

Continents are interconnected by internet, 

telecommunications and electricity cables that pass under 

the seas. If damaged, unprecedented chaos would affect 

many countries around the world and Europe in particular. 

All intercontinental electronic communications pass 

through submarine cables. There are more than 400 

underwater cables. SWIFT financial transactions pass 

through these cables. Another source of concern, the 

intelligence which uses these cables to exchange strategic 

information for the security of countries. These devices are 

closely and constantly monitored by the naval vessels of 

European countries, especially since Russian military vessels 

have been seen near the Irish coasts through which these 

information highways pass. The Celtic Norse and 

AEConnect-1 submarine telecommunications cables that 

connect Ireland to the United States are very important, as 

all global communications and financial transactions pass 

through these cables. The other target that is less talked 

about could be the submarine electric cables that allow 

electricity to be transported from one country to another. 
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Just a year ago, the world's longest link, 720 kilometers, 

entered service between Norway and the United 

Kingdom. 

 

Map of submarine cables (UN GEM) 

 

Last Friday, EU countries reached an agreement to 

recover part of the “superprofits” of electricity producers 

(nuclear and renewable energies) to redistribute them to 

consumers. But they remain divided on capping the price 

of Russian gas imports because it would limit supply, so 

gas availability and security of supply are more important 

than price. 

 

The German RWE will acquire the American producer of 

green electricity Consolidated Edison for $6.8 billion. It is 

one of the largest renewable energy operations in the 

United States. This acquisition will double RWE's 

renewable energy portfolio. RWE has revised its profits 

for 2022 up by 30% thanks to higher electricity prices. 

Superprofit taxes will not prevent electricity producers 

from making extraordinary profits in 2022 and probably 

in 2023, and it will accelerate investments in green 

energy. RWE has announced its Growing Green Strategy 

plan which involves total investments of €50 billion by 

2030. The Qatar Authority Fund will support this 

acquisition with €2.4 billion. We should see other large 

electricity or oil producers acquire smaller green energy 

companies. 

 

This Wednesday, OPEC+ will consider an oil production 

cut of 1 million barrels/day. It is important. Their 

argument is that the global economy will slow down 

sharply, as Brent prices have fallen from $125 to $85 in 4 

months. But in our view, Saudi Arabia is trying to put 

pressure on Western countries that want to cap the price 

of Russian oil. If this system were to work, a cartel of 

buyers could exist, which fears OPEC+. 

European defense stocks have been recovering since mid-

September, but the rise is sluggish. Orders arrive, but the 

impact on results will only be seen from 2023. First, the 

purchase of armaments by States takes time, because it is 

(very) expensive and it is necessary to integrate the arming 

with its partners and with NATO in particular for those who 

are in the Atlantic Alliance. Then, the Defense theme is not 

driven by structured products as we have seen with the 

energy transition or the Metaverse for example. Europe has 

announced very significant increases in defense budgets 

over several years. Weapons directors from Western allies 

met last week to discuss the acquisition of interchangeable 

systems. The United States is pushing the EU to strengthen 

its European defense industrial capacities, which are 

insufficient, as for the United States elsewhere. Poland had 

to buy hundreds of tanks and other equipment from South 

Korea. Germany's strong comeback in military affairs 

rekindled an old rivalry with France in the arms industry. 

Germany is in a hurry and no longer hides its desire to 

modernize if necessary with American and Israeli 

technologies. 

• We are close to a rebound for equity indices. In 2 

weeks, we will come out of the unfavorable seasonality 

and enter the results publication period. 

• Overweight electricity producers, European in 

particular: RWE, Iberdrola, ENEL 

• Nexans and Prysman could benefit from geopolitical 

tensions over submarine cables 

• Overweighting defense takes a bit of patience 
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