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Towards slowing Fed Funds rate hikes 
A substantial majority of the Fed members judged that they should slow the hikes 

pace soon. While all 19 voters supported the decision to raise them by 75bps and 

broadly agreed they need to lift Fed Funds more, the discussion revealed the most 

divided Board in months. Some are more anxious about a possible overtightening, 

while others are worried not making enough progress to warrant an inflation 

downshift. 

 

Fed Funds market expectations and US financial conditions (FC) 

Source: Bloomberg 

 

Some from the 1st group feared that the Fed hiking cycle might ultimately exceed 

what was required to bring inflation back to the 2.0% target. A few also warned that 

maintaining a 75bps rate hike path could increase the risk of instability or dislocations 

in the financial system. Finally, a small minority believed the Fed should continue its 

aggressive tightening cycle until they clearly reached restrictive territory and inflation 

pressures significantly recede. 

Sharp disconnect between the last Powell speech and the average Fed members’ view 

The rapid setback of FC into accommodative territory – welcomed by markets – is a 

new challenge for the Fed 

 

The Fed is doing the job 

Almost exactly 14 years ago, on November 25th, 2008, the Fed announced it was 

going to purchase $600bn in mortgage securities to support the housing market and 

to avoid wrecking the financial system. The Quantitative Easing started, and it has 

never really ended since then. The Fed has tried many times to get out of it. 

Unfortunately, each time it tried; another crisis happened. 

 

PERFORMANCES  2022 

 EQUITIES  

 MSCI World -16.3% 

 S&P 500 -15.5% 

 Nasdaq -28.2% 

 Stoxx 600 -10.0% 

 SPI -13.1% 

 Nikkei -2.2% 

 China -24.4% 

 Emerging -23.6% 

  

 BONDS  

CHF Govt -12.2% 

 CHF Corp  -6.7% 

 US Govt -12.3% 

 US Corp -15.4% 

 US HY -10.6% 

 EUR Gvt -16.9% 

 EUR Corp -13.4% 

 EUR HY -8.9% 

   

 CURRENCIES  

 USD index +10.9% 

 EURUSD -8.5% 

 EURCHF -5.3% 

 USDCHF +3.5% 

 USDJPY +19.8% 

 EM FX -5.6% 

  

 COMMODITIES   

 Gold -3.9% 

 Silver -8.3% 

 Brent +4.2% 

 Copper -19.8% 

 CRB index +17.6% 
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Fed balance sheet (drawdown from peak) 

Source: Bloomberg 

 

The world has changed, with inflation at its highest level in 

many decades. The Fed is forced to scramble to retract all 

its supports for the economy, including its QE. The Fed 

balance sheet is now at a 52-week low, down $340bn from 

its April peak and $133bn over the last 5 weeks. This is the 

largest 5-week decline since July 2020. The balance sheet is 

now 4.0% below its April peak. In very few occasions, the 

Fed has reduced its balance sheet. The 3 largest drawdowns 

over the last 20 years occurred in 2001 (-14%), 2009 (-18%) 

and between 2015 and 2019 (-17%). The same magnitude 

could be reached by mid-next year, at best. 

QE looks like a never ending story. Given the average Fed 

holdings maturity slightly higher than 7 years, it will take 

time, even though the Fed is tapering the balance sheet by c. 

$1trn per annum 

 

Growing recession concerns amongst the ECB 

members 

The ECB October minutes underline the Bank determination 

to continue hiking rates, while at the same time dealing 

with high uncertainty and growing concerns about the 

severity of the looming recession. 

 

There is a common view amongst the ECB that a shallow 

recession would not be enough to bring down inflation. The 

ECB discussed possible channels through which a shallow 

recession could become a deeper and longer one. 

Interestingly, and despite earlier credit crunches, the ECB 

did not see the banking sector as a potential channel but 

rather the housing market and eventually the labor market. 

Remarkably, there was a common view that if most longer-

term inflation expectations measures stood at around 2%, 

this would take away the necessity to move monetary policy 

into restrictive territory. The ECB has not expressed what it 

considers as a neutral level for rates yet. Some ECB members 

argued in favor of a 50bps rate hike in October, but the large 

majority favored the 75bps option. One argument to go for a 

75bps rate hike was the fact that financial market participants 

had priced in such a hike.  

 

According to the minutes, there had not been a discussion on 

potentially slowing down the pace of rate hikes or starting 

quantitative easing. 

 

The EUR just confirmed its downward trend exit 

Source: Bloomberg 

 

While the October decision was supported by a large 

majority, recent comments by ECB officials suggest that the 

December discussion will be much more heated and 

controversial. The voices of the doves have become louder, 

while the hawks seem to be prepared to slow down the pace 

of rate hikes. We are still expecting a 50bps rate hike in 

December and another 50bps in February. The big question 

and probably also the big bargain between doves and hawks 

will be around the shrinking of its balance sheet. Earlier and 

more significant QT could be the bargaining chip for an end to 

rate hikes. We expect the ECB to announce a gradual 

reduction of the reinvestments of its bond holdings in 

December. Furthermore, in the wake of the minutes, the 

Executive Board member Isabel Schnabel signaled it may be 

premature to scale back increases in rates there with inflation 

continuing to fluctuate at dangerous levels.  

 

The German most prominent leading indicator, the Ifo index, 

staged a strong rebound. While the current assessment 

component continued to weaken, expectations improved 

Weekly - November 28, 2022 

In collaboration with 



 ♦  4 

significantly. This Ifo reading shows that hope is back, even 

if the current situation is deteriorating further. It adds to 

recent glimmers of hope that the German economy might 

avoid a winter recession. These hopes are built on the back 

of several government stimulus packages, filled national gas 

reserves, a better and faster adoption of businesses and 

households to reduce gas consumption. 

The last ECB minutes do not point to a pivot any time soon 

Risk premium is dissipating, supporting the EUR recovery 

 

The Chinese one step at a time policy continues 

The PBoC is going to cut its Required Reserve Ratio (RRR) by 

0.25% from December 5th, for all banks. This should release 

CNY500bn of liquidity for banks to loosen monetary 

conditions and support the economy. The last cut was in 

April. 

 

Required Reserve Ratio 

Source: Bloomberg 

 

If the RRR cut is the only monetary policy tool that the PBoC 

is going to implement, it may not lead to a significant 

increase in bank lending. This is especially the case when it 

comes to lending to SMEs. This is because credit quality of 

smaller companies deteriorates faster than it does for big 

corporates when the economic environment worsens.  

 

The PBoC should use some form of unconventional 

monetary policy to increase the efficiency of this RRR cut. It 

could include raising the quota of re-lending programs for 

SMEs, increasing matching loans for the construction of 

unfinished residential projects, and some guidance to 

commercial banks to increase loan growth. 

 

If there are accompanying policies to increase bank lending 

other than just cutting the RRR, it could be economy 

supportive. Otherwise, job losses should continue, and retail 

spending will fall further. 

The PBoC approach remains too light 

• Markets got the dovish headlines out of the FOMC 

minutes they needed 

• The Fed is clearly withdrawing liquidity 

• The EUR will continue its rebound 

• The PBoC is doing too little in the current context 

 

Equities. The Big Tech/Technology segment has lost its 

leadership 

Growth sectors underperform in times of economic 

downturn, rising rates and inflation. Valuations are revised 

downwards when interest rates rise, hence discount rates, 

because they reduce the present value of future cash flows, 

and volumes and prices of semiconductors fall with the 

decline in sales of electronics and vehicles when consumers 

become cautious. Big Tech and other technology stocks took 

advantage of very low interest rates for a decade and the 

Covid in the final sprint for some of them. The cryptocurrency 

rout is another factor that has weighed on the stock market 

performance of the technology sector. The 15 largest tech 

companies together lost $7.4 trillion in value in 2022, led by 

Meta Platforms with -70%, Netflix -53%, Marvell Technology -

51%, AMD -48%, Nvidia -45 % and Intel -43%. 

 

Performance in 2022 

Source: Bloomberg 

 

Dow Jones Industrial/Nasdaq and  

Value/Growth relative performance 

Source: Bloomberg 
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We are seeing a rotation from Big Tech and other major 

growth stocks towards "old economy" companies, resulting 

in an outperformance of the Dow Jones Industrial vis-à-vis 

the S&P 500. However, apart from the episode of the 

implosion of the internet bubble in 2000-2002, we observe 

that the structural trend is an outperformance of the 

technology sector. 

 

The technology sector is facing some challenges: 1) it is still 

overrepresented in investors' portfolios, 2) it is facing the 

reshoring towards the United States in energy, materials 

and industrials, encouraging investors to return to these 

sectors and 3) it has benefited from very low production 

costs in Asia, while the (partial) relocation of production 

into the United States and Europe will increase costs. 

Techno and Big Techs are in a process of cost reduction and 

massive layoffs for some of them. 

 

Until the arrival of Donald Trump and the start of a US-

China war, the technology sector and Big Techs evolved in a 

stable environment with good visibility, thanks to the 

development of online games, Artificial intelligence, cloud, 

data servers, cryptocurrencies, blockchain and new 

technologies like the metaverse. A new world with the 

digitalization of the economy. Since 2018, the United States 

has instored restrictions on semiconductor exports to China 

to slow down Chinese technological innovation, and in 

particular to curb growth in telecommunications 

infrastructure (Huawei, ZTE), considering that there are risks 

of espionage. The war for 6G was on. The US Federal 

Communications Commission announced this weekend a 

total ban on telecommunications equipment from Huawei, 

ZTE and other Chinese companies, Dahua Technology, 

Hangzhou Hikvision Digital Technology and Hytera 

Communications, in surveillance equipment. The Americans 

also explained their restrictions by the use of Western 

technologies for military purposes. In October, Joe Biden 

tightened export restrictions on high-tech semiconductors, 

forcing chip makers and Western OEMs to apply for export 

licenses for China. This is the extraterritoriality of the US 

law. These latest restrictions will affect the results of the 

semiconductor segment, as well as China, which is 5 years 

behind in high-tech semiconductors. 

The United States is not solely responsible for this instability. 

For the last 2 years, the Chinese authorities have regained 

control of society, technology, the behavior of children and 

adolescents by placing restrictions on the use of online games 

and the development of new technologies such as Artificial 

Intelligence. So, there is an increased state and military 

control over companies like Alibaba and Tencent, which will 

likely stifle technological innovation. 

 

To overweight tech again would require an economic restart, 

lower interest rates and a pause in the Sino-US tech war. In 

the short term, the Dow Jones Industrial index exited its bear 

market. If the S&P 500 followed the same path, it would not 

be without the technology sector and Big Techs, which 

accounts for 35% of the index (technology + discretionary 

with Amazon + communications with Alphabet and Meta 

Platforms). 

 

We can no longer consider this segment as a whole. You have 

to take a bottom-up approach. The specific dynamics, 

challenges and business models are different. The 

revaluations will be disparate. You have to take companies 

that have obvious competitive advantages like Apple or 

Netflix. Semiconductor manufacturers are more dependent 

on the automotive sector (Infineon, STMicroelectronics, 

Texas Instruments, NXP Semiconductor, Renesas) and others 

on the gaming segment, data servers (Nvidia, AMD, Micron). 

 

The main consumer sectors of semiconductors are: 

Smartphones 25%, IT 21%, Servers, data, data storage 15%, 

Electronics 12%, Consumer Electronics 10%, Automotive 10% 

and Wired/Wireless Infrastructure 8%. In sales (in dollars), 

the 3 largest companies are Intel, Samsung and TSMC. The 

automotive market share will increase with the rise of electric 

vehicles, which consume 3 times more semiconductors than 

combustion engines. In 2020, the global automotive 

semiconductor market was valued at $37 billion and it is 

estimated to reach $100 billion in 2026. 

 

Big Tech. We favor Apple, which has liquidity of $165 billion, 

has returned $715 billion to shareholders over the last 10 

years, operates in its own "closed" environment with its iOS 

operating system, is positioned at the top of the range, offers 

niche products and does not hesitate to buy companies to 
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hold the best technologies. We also like Microsoft with its 

defensive profile thanks to the monopoly with Office, its 

position of #2 worldwide with Azure Cloud, behind 

Amazon's AWS and ahead of Google Cloud and IBM Cloud, 

and the development of algorithms for advertising, internet 

objects, the metaverse. Meta Platforms is going through a 

difficult period with competition in social networks 

(Instragram vs TikTok) and the undervaluation of the 

investments to be made to position itself in the metaverse. 

In a period of weak economic growth, Meta Platforms and 

Alphabet are riskier due to heavy reliance on advertising 

revenue; 98% of Meta Platforms' total revenue comes from 

advertising and 78% for Alphabet. Regarding Amazon, since 

the 3rd quarter of 2021, if there were no AWS (cloud), 

Amazon would be in operational losses; over the 9 months 

of 2022, the operating profit of the group amounted to $9.5 

billion and $17.6 billion for AWS and in 2021 to respectively 

$24.9 billion and $18.5 billion. Amazon has issued a cautious 

forecast for the 4th quarter of 2022. 

 

Semiconductors. Declining sales in consumer electronics, 

PCs and smartphones affect Nvidia, AMD and Intel. 

According to Gartner, PC shipments fell 19.5% in 3Q22 

compared to -12.5% in 2Q22. At the first signs of a 

turnaround, not expected before 2Q23, Nvidia in particular 

will have to be bought. We are positive on semiconductors 

geared towards the automotive sector where demand is 

strong. 

 

Equipment manufacturers. They will benefit from the US 

(CHIPS Act) and European plans of 50 billion each to reduce 

Asian dependence. Europe only accounts for 8% of world 

production of semiconductors, compared to 24% in 2000. 

  

We are moving the technology sector from underweight to 

neutral. Some global stock indices exited from the bear 

market like the Euro Stoxx 50 and the Dow Jones Industrial. 

If the S&P 500 exited from its bear market, that would be 

with IT/Big Techs. More favorable factors are coming back 

with the decline in US 10Y from 4.34% in October to 3.63% 

today, the decrease in US inflation and more dovish 

comments from the Fed. Moreover, many bad news were 

out these last weeks: cost reduction, layoffs (massively), 

sharp decline in PCs and smartphones, … 

Nasdaq. PE ratio is back to historical interesting level 

Source: Bloomberg 

 

• Turnaround of the technology and Big Tech sector 

expected in the 2nd quarter of 2023 on economic 

fundamentals... 

• … but an exit from the bear market for the S&P 500 will 

not happen without technology and Big Techs 

• We are neutral (from underweight) on technology and 

Big Techs. 

• To buy, Apple with a valuation of $180 per share and 

Microsoft at $290 

• Preference for semiconductors in the automotive sector. 

Price targets: Texas Instruments $210, Infineon €45, 

STMicroelectronics €45 and NXP $230 

• Equipment manufacturers. ASML with a target of €775 
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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 
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