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The year 2022 has just begun, but already 
it looks very different from 2021: At $88 per 
the WTI barrel continues on its uptrend, 
the US 10-year rate has risen from 1.50% 
to 1.80%, the Nasdaq is down 8.50%, the 
SPACs – the special purpose acquisition 
companies – are down 12%, the Bitcoin is 
down close to 20%, and recent IPOs – Ini-
tial Public Offerings – are down 20%. 

How to read these events?

The first key to understanding this situation are in-

f lation fears. With the consumer price index reach-

ing 7.0% in the US, the subject is becoming politi-

cally sensitive, especially in an election year. In the 

short term, there are few arguments for an easing 

of inf lationary pressures: The commodity base ef-

fects should smooth out but not before H2 2022, 

wage growth should be sustained by labour short-

ages in some sectors and the disruptions caused by 

COVID should also play a role. In this environ-

ment, the FED has no other option than to affirm 

its “hawkish” stance: After the Tapering accelera-

tion, questions are now raised centred around the 

number of rate hikes to expect in 2022 (up to 5?), 

as well a possible quantitative tightening, aka a po-

tential reduction of the FED balance sheet… Time 

will tell whether the FED will have the opportuni-

ty to be as drastic and as hawkish as market par-

ticipants expect. 

The second message to consider to decrypt the sit-

uation is that of long-term rates and their impact. 

By rising by a mere 30 basis points, the US 10-year 

is barely back to its February 2020 yield level – just 

before the COVID crisis – and is f lirting with lev-

els from March last year. 

While long term rates could continue to adjust to-

wards a higher level of inf lation, we believe that it 

should nevertheless be limited, as the additional 

debt resulting from the COVID crisis is incompati-

ble with a sharp rise in long-term rates. Albeit mod-

est, the increase is enough to trigger a violent repric-

ing in many asset classes. More than the tightening 

of financial conditions represented by the rise, this 

repricing is more of a cause of concern. 

After the “growth only” years of  

the post-2008 period, portfolios should 

now reflect a greater disparity of styles, 

an exercise made difficult by the high 

proportion of growth stocks in global 

indices and portfolios after  

nearly 15 years of domination.

The now positive correlation between equity and 

bond markets (see chart 1) highlights the limits of 

traditional asset allocation models. While higher 

long-term interest rates are not necessarily a cause 

for concern for large cap growth companies with 

low- or no-debt and highly cash generative, it does 

translate into a higher discount rate, which is more 

problematic for non-profitable stocks valued solely 

on their future prospects. This also serves as a re-

minder that the recent rise in some stocks is more 

the result of an increase in valuation multiples than 

of earnings growth. 

As we mentioned in our previous letter, after the 

“growth only” years of the post-2008 period, port-

folios must now ref lect a greater disparity in styles, 

an exercise made difficult by the high proportion 

of growth stocks in global indices and portfolios af-

ter nearly 15 years of domination. The year 2022 

should therefore fully prioritize active management. 

1. EDITORIAL 
DRY JANUARY!    
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The month of January also confirms our belief that 

China is following its own path. By lowering rate 

at the margin for REPO operations, the PBoC 

has shown itself to be accommodative and at odds 

with the FED, a position justified by its desire to 

steer the real estate sector to a soft landing. Anoth-

er sector under pressure last year is China’s inter-

net champions, which may enjoy some respite this 

year. It is not surprising to see Chinese assets de-

coupled from the rest of the world: Chinese onshore 

bond markets up at a time when most major fixed 

income markets are in red, Chinese stocks listed in 

Hong Kong almost f lat for the year. China should 

remain a must-have in any portfolio.

The first few weeks of 2022 confirm the 
trend that we have been sensing, namely 
a more volatile and open environment in 
terms of geographic leadership, but also in 
terms of styles and sectors. While the mac-
ro framework should remain supportive, 
we will have to learn to be more selective 
and cautious in 2022, as the shaky start of 
the year and the resurgence of geopolitical 
risk in Ukraine remind us. 

GRAPH 1 : CORRELATION ROLING 52WK

NASDAQ100 / BLOOMBERG US TREASURIES INDEX 
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Indigestible minutes  
and 7% headline inflation

The December FOMC minutes revealed that the 

Fed was planning to start reducing its balance sheet 

size (Quantitative Tightening) once the tapering was 

completed at the end of March. The interest rate 

market reacted badly but we remain convinced that 

significantly higher long-term rates are difficult to 

imagine as they would be hard to bear. To give just 

two examples of many: growth stocks and real es-

tate (rising mortgage rates). US long rates are nev-

ertheless particularly resistant. If they have slipped 

by about 30 basis points since the end of December, 

it is only because the Fed’s December minutes en-

visaged quantitative tightening. The CPI inf lation 

index came in at 7%, a record high, yet the mar-

kets hardly moved at all. We reduced our spread 

risk in January, only to return to it at the first sig-

nificant deviation.

China against the tide

The Chinese slowdown expected at the end of 2021 

is becoming clearer and the central bank (PBoC) is 

cutting rates. This is a first step, as the growth out-

look remains mixed, with falling demand and con-

tinuing problems in the property sector. Symbolical-

ly, this move is strong as it is the first rate cut since 

March 2020. Secondly, this attitude is in contrast 

to the attitude of other central banks, the Fed fore-

most, who are taking a resolutely opposing turn to 

break inf lation. We consider central bank policies 

on a global scale: the more restrictive policies im-

plemented around the world will be “offset” by Chi-

na’s ultra-accommodative attitude.

The PBoC cuts rates. Symbolically,  

this is a strong move as it is  

the first rate cut since March 2020. 

The Fed at a crossroads

The Fed’s first meeting on Wednesday, January 26 

was a major event, as the US central bank was ex-

pected to take a turn. Too lax since the summer of 

2021, perhaps too aggressive today, it has confused 

many. Jerome Powell has once again disappoint-

ed with his poor communication. We would have 

liked a clearer and less aggressive speech, open-

ing the door to a first-rate hike of 50bp (instead of 

25) on March 16th with a communication adopt-

ing a “wait and see” mode for a few months. With 

the possible normalization of inf lation in the sec-

ond half of the year, growth and the general state 

of the economy will once again become the focal 

point of the chessboard. The Fed’s attitude is be-

coming a large risk and could, moreover, force the 

Chinese to do too much in the opposite direction.

2. FIXED-INCOME MARKETS 
CHINESE DOVES AND AMERICAN HAWKS.
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After a treacherous month for equities glo-
bally, the “January Effect”, the well-known 
market anomaly resulting in above-ave-
rage returns during the first month of the 
year, seems oh so distant. Indeed, equity 
markets are down significantly since De-
cember 31st, 2021, as investors’ expecta-
tions quickly evolved from benign policy 
adjustment to heavy-handed hiking cycle 
by the Federal Reserve.

What started as a contained adjustment of equity 

prices to a rising yield curve (1.5% to 1.87% on the 

10Y yield around mid-month), eventually evolved 

into a broader risk-off correction confirmed by typ-

ical safe-haven f lows, including a small initial re-

versal in yields. 

Without surprise, the correction was especially diffi-

cult for the highly valued growth stocks, and outright 

vicious for some of the so-called “concept stocks”. 

In a twist for the crypto enthusiasts, expectations of 

receding liquidity and higher rates impacted crypto 

assets with force, while gold held surprisingly well. 

With significant price volatility including 
an impressive -3.9%, +4.4% intraday move 
on January 24th, the price discovery for 
this post-covid, higher baseline inflation 
world is so far taking place in rather dra-
matic fashion. 

A vanishing Fed Put?

Against this backdrop, Chairman Powell’s press con-

ference on January 26th was more akin to a cold 

shoulder than a comforting embrace. Underscor-

ing a tight labor market, strong economic momen-

tum and ongoing inflation, the Chairman seeming-

ly went out of his way to differentiate the current 

rate cycle from the previous one, opening up the 

door to “proceeding sooner, and perhaps faster”, 

while also distancing himself from the gyrations of 

the market by reiterating a focus on “the real econ-

omy” and the anticipatory nature of financial con-

ditions which he hinted as being “adequate”. 

As of now, the market remains in flux, 

looking to understand at what valuation 

all of it will be “priced-in”.

For reference, in 2018, a hawkish Jerome Powell was 

forced into submission by collapsing asset markets 

and decreasing economic momentum, setting up a 

policy reversal accompanied by a strong 2019 equi-

ty rallye. And of course, his willingness to decisive-

ly intervene in March 2020 further burnished his 

credentials among equity bulls. Now, however, his 

December hawkish pivot coupled with additional 

conviction this month is pushing investors to ques-

tion the “Fed Put”, and underscores the focus placed 

on responding to current inf lation readings. As of 

now, the market remains in f lux, looking to under-

stand at what valuation all of it will be “priced-in”.

Looking forward constructively, it seems to us that 

if the Fed looks to differentiate the current and the 

past rate cycles, equity investors should consider do-

ing the same. Indeed, strong GDP growth remains 

an engine of revenue growth potential not seen in 

years, which should help fight off some of the cost 

pressures impacting margins. 

And while some of the past years’ winningest trades 

might come under pressure, the current phase can 

offer opportunities such as a value recovery benefit-

ing financials, energy, industrials and increasingly 

healthcare, while even maybe supporting outper-

formance from the old continent! 

3. EQUITIES 
REMEMBER THE JANUARY EFFECT?
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Amid the prospect of tighter monetary pol-
icy, the key in our view will be selectivity 
and valuation discipline. As the first earn-
ings reports demonstrate, certain compa-
nies continue to deliver tremendous value 
and remain key enablers of our increasing-
ly digital ways of life. While acute nervous-
ness brutally punishes the under-delivering 
high flyers – as Netflix’s -20% down day can 
attest – others such as Microsoft continue 
to arguably earn their high value through 
profitable and sustained growth, while also 
seizing opportunities to invest and oppor-
tunistically acquire unique assets like Acti-
vision when possible. More than ever, funda-
mentals will matter for returns and active 
management could get a day in the sun in 
what increasingly looks like a potentially 
volatile 2022 for equity markets. 
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5. PERFORMANCES

Source : Bloomberg, Banque Eric Sturdza, 31/01/2022
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Legal information

This document intends to provide information and opinions on dif-

ferent matters. It is intended only for this purpose. This document 

does not constitute an advice, an offer nor a solicitation by Banque 

Eric Sturdza S.A. or on behalf of Banque Eric Strudza S.A. to buy 

or sell any financial instrument or to subscribe to any financial in-

strument. This document does not contain any recommendation per-

sonal or generic and does not take into account the investment ob-

jectives, financial situation or needs, or knowledge and experience 

of any persons. This document does not contain any offer or any 

solicitation to purchase or subscribe to any financial services or to 

participate in any financial strategy in any jurisdiction. It does not 

constitute an advertisement or an investment recommendation or a  

research or strategy recommendation. Moreover, it is provided for 

informational and illustrative purposes only and does not contain fi-

nancial analysis. This document mentions and presents benchmarks 

which may only be used for comparison. The information provided 

must not be relied on and must not be the only source to make a de-

cision about financial investments. It is also not a legal or tax advice, 

or any recommendation about any kind of financial services and is 

not intended to constitute any kind of basis on which to make a de-

cision on a financial investment. Banque Eric Sturdza SA is not re-

sponsible and may not be held responsible for any loss arising from 

decision taken on the basis of the information provided in this doc-

ument or for any liabilities arising from such decision. Although all 

due diligence has been performed to ensure that this information is 

accurate at the time of its publication, no guarantee is given regard-

ing its accuracy, exhaustiveness or reliability. The information pro-

vided may change, even immediately after publication and there is 

no obligation to provide an up to date information at any time. Fur-

thermore, the information provided in this document do not intend 

to provide all the legal and necessary information on financial in-

struments or on issuers. Other publications from Banque Eric Stur-

dza SA may in the past or in the future reach different conclusions 

from the information contained in this document. Furthermore, the 

present document and the information provided do not in any way 

engage the responsibility of Banque Eric Sturdza S.A., its affiliated 

companies, or its employees. 

Information on risks

Investments are subject to a variety of risks. Before taking any deci-

sion of investment or entering in any transaction, any investor should 

request detailed information on the risks associated with the decision 

of investment and with the financial investment. Some type of prod-

ucts are in general bearing higher risks than others but general rules 

cannot be relied on. It is remembered that past performance is not 

a reliable indication of future results and that historical returns and 

past performance as well as financial market scenarios are not relia-

ble indicator of future performance, significant losses remaining al-

ways possible. The value of any investment depends also on the fact 

that the base currency of the portfolio is different from the currency 

of the investment subject to the foreign exchange rates. The exchange 

rates may f luctuate and adversely affect the value of the investment 

when it is realized and converted in the base currency of the portfolio. 

Distribution information

This document is not directed towards specified jurisdictions or to-

ward specific person or entity resident in a specific jurisdiction and 

doesn’t constitute any act of distribution, in jurisdiction where such 

publication or such distribution is contrary to the applicable law or 

regulation or would be contrary to any mandatory license require-

ment. This document is provided for the sole use of its recipient and 

must not be transferred to a third person or reproduced.


