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Phillips rally

Global equities experienced a bout of volatility in May but nonetheless managed to limit their losses

(S&P 500 unch., Nasdaq-100 -1.7%, Stoxx Europe 600 -1.6%). Investors initially welcomed the Fed's

50bps rate hike and its accompanying signals that 75bps moves were not ‘actively’ considered, but

concerns over the central bank's ability to tame inflation without triggering a growth slowdown

quickly resurfaced after (i) a relatively strong U.S. jobs report (unemployment rate steady at 3.6% in

April and non-farm payrolls increasing by 428k, well above consensus estimates of 391k), (ii) higher-

than-expected U.S. CPI prints (headline number up 8.3% year-over-year in April vs. consensus 8.1%,

the highest level in more than 40 years), (iii) disappointing earnings at large U.S. retailers (Target,

Walmart), with inflation hurting bottom-lines and causing shoppers to rein in spending.

We, however, saw a sharp reversal in the week ended May 27, with the S&P 500 jumping 6.6% (the

strongest week since November 2020), as the two PCE readings marked their first synchronous

deceleration in a year and a half (headline/core softening to 6.3%/4.9% respectively in April from

6.6%/5.2% in March). This came on top of early signs of deterioration in the jobs market (if we dare to

look beneath the surface). Take the Conference Board Employment Trends Index for example, an

aggregate of eight labor-market indicators that shows, as the name suggests, underlying trends in

employment conditions. The reading decreased slightly in April to 120.2, down from 120.8 in March

2022. Perhaps more interestingly, its year-over-year growth has sharply receded from April last year.

Initial Jobless claims, one of its critical components, bottomed in mid-March at 168k and have ticked

up regularly over the past weeks (210k for the week ended May 20). Temporary hiring, another critical

component and a good indicator of anticipations made by U.S. corporates on consumer demand, has

been essentially flat for the past two months.
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We also note that U.S. corporate profits just fell for the first time in two years (an annualized -2.3%

from the prior quarter), according to the Commerce Department, and that the probability of a recession

over the next 12 months is now 30%, according to economists, the highest since 2020. The erosion of

profits and limited visibility on the economic cycle are already leading companies to pause hiring or at

least be more conservative (see for example the announcements made by Microsoft, Twitter, Snap,

Meta, Uber, to name a few), while others already started laying off workers (Peloton, Netflix).

Collectively, the two forces (disinflation, cracks in the jobs market) seem to revive the Phillips curve,

and can lead the Federal Reserve to reassess the pace of its monetary tightening after the summer - at

least that is what market participants wanted to believe in May. A good reflection of this sentiment is

the post-Dec ‘22 FOMC OIS, which ended the month at 2.76%, vs. 2.86% at end of April, the first

monthly decrease since July last year.

Have a good month ahead,.

Hans Itburrun
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Italia has a special place in my heart for on top of sharing its special beauties whether it is on Art ,Poetry ,history ,Philosophy, culinary,

fashion … it gave me two wonderful kids with Italian blood! I personally know the country quite well from North Piemonte to

Napoli/Sicilia/Sardegna and I am always amazed how ONE country could have it ALL – Heaven has been super generous to this nation!!

But there is no one better than Seniore Oscar Farinetti, CEO of Eataly in his presentation on “La fortuna di nascere in Italia - Le

Meraviglia del'Italia» to travel you through the marvels of the Bella Italia : see YouTube link:

https://www.youtube.com/watch?v=iiHChCJilPY.

But here lies my puzzle: with all this how did they manage to get it so wrong. I fear the worst has to come !!!

With Debt/GDP close to 150%, PMI hoovering on the recession bar and with a backdrop of fuming Inflation, the cost of Italian

government bonds are due to rise. With current yield on the 10 years close to 3.7% we are getting close to the 4% trigger of 2010/12 when

suddenly Market starts questioning Italia capabilities at refunding its debt. Maestro Draghi, ex-president ECB, came at the rescue with his

three words “Whatever It Takes” to calm the market and stop all speculative attacks on the BTPs (Italian Govt bonds). The maestro

succeeded to re-glue Eurozone and Euro. The success is surely partly attributable to the Maestro charism BUT partly and importantly to

the conventional and non-conventional monetary spaces he had at those time when inflation was at 2.5% only versus 8.1% today. ECB

main rate was at 0.25% and went to a max of 0.75%. Draghi initiated his asset repurchase program to contain the long end government

curve of the Eurozone members.

This time ECB will be withdrawing liquidity accommodation and rise rate to combat inflation, Mrs Lagarde will need to raise the short

end of the curve out of the current negative territory and simultaneously be inventive to stop any out of control Eurozone curves

fragmentation – “le Grand Ecart” move – Good luck with that!!! The last Eurozone crisis hit hard mainly the Mediterranean regions but

this time add Poland, Hungary and even GERMANY. With Energy resources getting dearer Germany industrial sector will be under heavy

pressure . Winter is Coming and Energy access will be the Damocles sword for the whole Eurozone. It will be an acrobatic exercise for

ECB and I cannot see how we could avoid Eurozone dipping into recession inverting the yield curve. Raising the short end and inverting

the long end will be toxic to European banks. Add to this pain Europe banks are suffering from the bans on trade with Russia, maritime

insurance, and a big chunk of commodity trades – Europe banks are the biggest player in the maritime insurance and trade finance market.

Mr Market WILL challenge ECB and will move on to attack the weak links on Eurozone and thus its banks . Buckle Up & be Hedge !

5Source: Bloomberg

Italia: “La Bellazza Soffre”
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Zone Item 2021a 2022e 2023e

US Real GDP (YoY%) 5.6 2.7 2.0

Industrial Production (YoY%) 5.6 5.1 2.5

CPI (YoY%) 4.7 7.1 3.0

Unemployment (%) 5.4 3.6 3.5

Current Account (% of GDP) -3.4 -3.9 -3.6

Fiscal Bal. (Budget, % of GDP) -12.4 -4.9 -4.2

China Real GDP (YoY%) 8.0 4.7 5.2

Industrial Production (YoY%) 9.8 4.6 5.2

CPI (YoY%) 1.0 2.2 2.3

Unemployment (%) 3.9 4.0 3.9

Current Account (% of GDP) 1.9 1.5 1.1

Fiscal Bal. (Budget, % of GDP) -4.9 -4.7 -4.5

EU Real GDP (YoY%) 5.4 3.0 2.2

CPI (YoY%) 2.6 6.9 3.0

Unemployment (%) 7.1 6.3 6.1

Current Account (% of GDP) 2.4 1.4 1.7

Fiscal Bal. (Budget, % of GDP) -6.8 -4.1 -2.9

Guessing the duration and the extent of Russia’s move is

clearly an exercise in futility, but the resurgence of the

pandemic in 4Q21 (Omicron variant) and supply

constraints arising from the conflict (soft commodities

exports disrupted, energy and metals prices skyrocketing

and denting manufacturing production and pushing

inflation above expectations, with a negative impact on

consumer’s purchasing power), already prompted

downward GDP revisions.

Although the Fed released its macro forecasts in March,

the statement and Chair Powell’s comments about the war,

remained largely factual — not predictive. The Fed lifted

its 2022 forecast for core PCE to 4.1% from 2.7% in Dec,

and upped the 2023 and 2024 forecasts — it now doesn’t

expect inflation to fall back to 2.0% until at least 2025.

The forecast for 2022 economic growth was cut from

4.0% to 2.8%, reflecting deteriorating real purchasing

power made worse by surging commodities costs.

The ECB also revised its outlook (based on the

information available up to March 2nd only): real GDP

growth is projected to average 3.7% in 2022 (-0.5 pp vs.

Dec forecasts), 2.8% in 2023 and 1.6% in 2024. headline

inflation in the baseline is projected to remain at very high

levels in the coming months, before easing slowly towards

target. It is set to average 5.1% in 2022, 2.1% in 2023 and

1.9% in 2024.

7Source: Bloomberg (a = actual, e = consensus forecasts), as of 31/05/2022

Macro Outlook
May 2022
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Global equities experienced a bout of volatility in May but nonetheless

managed to limit their losses (S&P 500 unch., Nasdaq-100 -1.7%, Stoxx

Europe 600 -1.6%). Investors initially welcomed the Fed's 50bps rate hike

and its accompanying signals that 75bps moves were unlikely, but concerns

over the central bank's ability to tame inflation without triggering a growth

slowdown quickly resurfaced after (i) a relatively strong U.S. jobs report

(unemployment rate unch. at 3.6% in Apr and non-farm payrolls increasing

by 428k, well above consensus estimates of 391k), (ii) higher-than-expected

U.S. CPI prints (headline number up 8.3% YoY in Apr vs. 8.1% consensus,

the highest level in more than 40 years), (iii) disappointing earnings at large

U.S. retailers (Target, Walmart), with inflation hurting bottom-lines and

causing shoppers to rein in spending. We saw a strong reversal in sentiment

in the week ended May 27, with the S&P 500 achieving a 6.6% rally (the

strongest week since Nov '20), as PCE readings marked their first

synchronous deceleration in a year and a half (headline/core softening to

6.3%/4.9% resp. in Apr vs. 6.6%/5.2% in Mar). From a sectoral perspective,

Energy outperformed against a backdrop of higher commodity prices (S&P

500 Energy and Stoxx Europe 600 Oil & Gas +15.0%/+8.7% resp.), while

Financials benefited from the beginning of a tightening cycle on both sides

of the Atlantic (S&P 500 Financials and Stoxx Europe 600 Banks

+2.6%/+4.7% resp.). Consumer-exposed companies underperformed on

stagflation worries (S&P 500 and Stoxx Europe 600 Cons. Disc. -4.9%/-

2.4%, and Cons. Staples -4.7%/-4.4% resp.).

8

Equities
May 2022

Source: Bloomberg

As of 

31/05/2022

1-month 

perf.

Year-to-date

perf.

S&P 500 4 132.15 0.0% -13.3%

Nasdaq 100 12 642.10 -1.7% -22.5%

Euro STOXX 50 3 789.21 -0.4% -11.8%

STOXX Europe 600 443.35 -1.6% -9.1%

SMI 11 611.38 -4.3% -9.8%

DAXK 5 892.80 -0.2% -12.2%

CAC 40 6 468.80 -1.0% -9.6%

FTSE MIB 24 505.08 1.0% -10.4%

IBEX 35 8 851.50 3.1% 1.6%

Nikkei 225 27 279.80 1.6% -5.3%

MSCI EM 1 077.67 0.1% -12.5%

HSCEI 7 416.75 1.6% -10.0%

IBOVESPA 111 350.51 3.2% 6.2%
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Credit spreads stayed mostly unchanged in May (iTraxx

XOVER 5yr 437bps i.e. +10bps, CDX 5yr 461bps i.e. unch.).

Despite a worsening growth outlook due to both the ongoing

war in Ukraine and the resurgence of Covid-19 cases in China,

and a more aggressive tightening path in the U.S and Europe,

the 1-yr global speculative-default rate declined to 1.9% at

Apr-end (vs. 2.1% a month earlier). The default rate is

expected to climb steadily over the next year, to 2.9% in Mar

'23, but should remain below the long-term average of 4.1%.

The FOMC at the May 3-4 meeting raised the target range for

the Fed Funds rate by 50bps to 0.75%-1.00%, a move that was

both widely telegraphed and anticipated. Although Chair

Powell said officials are not ‘actively’ considering a rate hike

of 75bps, he reaffirmed the possibility to raise interest rates by

50bps at each of its next two meetings. The post-meeting

statement also stood out with the phrase that policymakers

remain highly attentive to inflation risks, a slightly hawkish

stance. Along with rate hikes, the FOMC announced the details

of its plan for balance sheet runoff. Starting in Jun, the Fed

will begin to allow balance sheet runoff at a maximum of

$47.5bn/month ($30bn for Treasuries and $17.5bn for

mortgage-backed securities) and three months later, will

increase that maximum to $95bn/month. Should the Fed stick

to its plan, the balance sheet will decline by ~$520bn this year

and will account for ~37% of nominal GDP (still significantly

higher than the 20% that prevailed before the pandemic).

9Source: Bloomberg, Dealogic, Moody‘s

As of 

31/05/2022

1-month 

perf.

Year-to-date

perf.

ESTR -0.59 unch. unch.

Euribor 3M -0.35 +8 bp +22 bp

Libor USD 3M 1.58 +25 bp +137 bp

Germany 2yr yield 0.50 +24 bp +112 bp

Germany 10yr yield 1.12 +18 bp +130 bp

US 2yr yield 2.56 -16 bp +182 bp

US 10yr yield 2.84 -9 bp +133 bp

France 10yr spread vs. Germany +52 bp -1 bp +14 bp

Portugal 10yr spread vs. Germany +114 bp +6 bp +50 bp

Spain 10yr spread vs. Germany +110 bp +7 bp +36 bp

Italy 10yr spread vs. Germany +200 bp +16 bp +65 bp

iTraxx Main 5yr +88 bp -3 bp +40 bp

iTraxx Crossover 5yr +437 bp +10 bp +196 bp

iTraxx Financials Senior 5yr +97 bp -5 bp +42 bp

CDX IG 5yr +80 bp -4 bp +30 bp

CDX HY 5yr +461 bp unch. +168 bp

May 2022

Rates & Credit
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WTI and Brent futures advanced further in May (+11.4% and +9.6% to

$114.7/bbl and $115.6/bbl resp., their highest since 2014) and

remained highly supported, as (i) EC President Von der Leyen

announced the EU would seek to ban all imports of Russian crude oil

within six months and ban petroleum product imports by the end of the

year, (ii) Beijing and Shanghai reopened after a drop in Covid-19

cases, (iii) OPEC+ members stuck once again to their cautious/gradual

monthly production hikes of 400kb/d only in early May. This came

ahead of the summer driving season in the U.S., with elevated signs of

market tightness (e.g., the API showed Gasoline inventories dropped

4.2mn barrels in the week ended May 20, to the lowest level for this

time of the year since 2013). The recent rally in energy prices and its

impact on overall inflation, however, combined with international

sanctions and the resurgence of Covid cases in China will inevitably

act as a demand-destructive force and depress the economic outlook.

The IEA has trimmed its forecasts accordingly (world oil demand

growth is forecast to slow to 1.9mb/d in 2Q22 from 4.4mb/d in 1Q22

and is now projected to ease to 490kb/d on average in 2H22). For

2022, demand is expected to rise by 1.8mb/d on average to 99.4mb/d.

Despite a weaker dollar (DXY -1.2%), gold prices fell again (spot -

3.1%), as the FOMC delivered an expected 50bps hike last month - the

largest incremental hike in 22 years, while it signaled that additional

50bps increases will be on the table for each of the next two meetings

in Jun and Jul. Declines in gold were, however, capped by a slide in

the benchmark 10-yr Treasury yields, which gradually receded to

2.84% (vs. 2.93% at Apr-end and a brief high of 3.20% in May).

10Source: Bloomberg

May 2022

Commodities

As of 

31/05/2022

1-month 

perf.

Year-to-date

perf.

Brent ($/bbl) 115.60 9.6% 53.5%

WTI ($/bbl) 114.67 11.4% 57.6%

Gold ($/toz) 1 848.40 -3.7% 0.7%

Silver ($/toz) 21.69 -6.1% -7.4%

Platinum ($/toz) 968.30 3.1% 0.2%

Palladium ($/toz) 2 006.30 -13.4% 4.5%

Copper ($/MT) 9 451.50 -3.3% -2.4%

Iron Ore Fines62% ($/MT) 133.12 -9.3% 14.7%

Corn (c/bu) 753.50 -7.4% 27.0%

Wheat (c/bu) 1 087.50 3.0% 42.2%

Soybean (c/bu) 1 683.25 -0.1% 24.2%

Coffee (c/lb) 231.25 4.1% 2.7%

Cocoa ($/mt) 2 496.00 -2.8% -2.6%
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While the dollar initially jumped to a 20-yr high, supported by a

50bps Fed rate hike and mounting fears around a hard landing in the

global economy, it eventually dipped in the red over the past few

days (DXY -1.2%, EURUSD +1.8%), as (i) U.S. retail sales

increased solidly in Apr (+0.9% MoM), underscoring Americans’

ability to keep ramping up spending even as inflation persists, (ii)

ECB President Lagarde said the Central Bank is likely to lift its

deposit rate out of negative territory by the end of Sep, suggesting

two increases of 25bps each at the Jul and Sep meetings, (iii)

minutes from the Fed's May meeting showed that most participants

judged that 50bps hikes would likely be appropriate at the Jun and

Jul policy meetings, thereby ruling off a more aggressive tightening,

(iv) the PCE index rose 0.2% in Apr, the smallest gain since Nov '20,

and a stark deceleration vs. the +0.9% recorded in Mar.

Within the EM FX complex, the Russian ruble outperformed again

and hit a two year-high (USDRUB -12.9% to 62.5), steered by tight

capital controls and a ban on buying cash dollars and euros, while

Russian, export-focused companies are forced to sell their FX

revenues to cover tax liabilities. The Mexican peso also appreciated

(USDMXN -3.8%), after encouraging macro releases (retail sales

+0.4% in Mar vs. Feb, and GDP +0.4% in Apr vs. Mar).

11Source: Bloomberg
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Currencies

As of 

31/05/2022

1-month 

perf.

Year-to-date

perf.

EUR/USD 1.07 1.8% -5.6%

USD/JPY 128.67 -0.8% 11.8%

EUR/GBP 0.85 1.6% 1.2%

USD/CHF 0.96 -1.3% 5.1%

EUR/CHF 1.03 0.3% -0.8%

GBP/USD 1.26 0.2% -6.9%

USD/CAD 1.26 -1.6% 0.1%

USD/CNY 6.67 1.0% 5.0%

USD/INR 77.64 1.6% 4.4%

USD/BRL 4.73 -4.8% -15.1%

USD/TRY 16.40 10.4% 23.3%

USD/ARS 120.19 4.2% 17.0%

USD/RUB 62.49 -12.9% -16.9%

DXY Index 101.75 -1.2% 6.4%
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A key focal point this month will be the different

monetary policy meetings on both sides of the

Atlantic (June 9th for the ECB, June 14-15th for the

FOMC, June 16th for the BoE). While no change

in policy is anticipated from the ECB Governing

council, the Federal Reserve is widely expected to

deliver another 50bps increase in the target range.

12

Zone Item Date Survey Prior

CH Caixin Manuf. PMI (May) Jun 1 48.8 46.0

US ISM Manuf. PMI (May) Jun 1 54.5 55.4

WW OPEC Meeting Jun 2 - -

US Crude oil inventories Jun 2 -0.74mn -1.02mn

US Nonfarm payrolls (May) Jun 3 325k 428k

GE Industr. prod. (MoM) (Apr) Jun 8 - -3.9%

CH Trade Balance (USD) (May) Jun 8 50.7bn 51.1bn

EC ECB monetary decisions Jun 9 - -

US CPI (YoY) (May) Jun 10 8.1% 8.3%

CH Industr. prod. (YoY) (May) Jun 15 - -2.9%

US Retail Sales (MoM) (May) Jun 15 0.9% 0.9%

US Fed monetary decisions Jun 15 - -

UK BoE monetary decisions Jun 16 - -

EC Eurozone PMIs (Jun) Jun 23 - -

Source: Bloomberg

May 2022

The Month Ahead: Economic Calendar
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Solid Balance Sheets in Europe & in the US

Actively Managed Certificates • Participation • Available in EUR, USD

Our proposal is to exploit the well-known Altman Z-Score framework in order to take refuge in the companies currently exhibiting

the most solid balance sheets in Europe and in the US. The latter will resist better in the current environment marked by the

pandemic, stress in the oil market and macro deceleration.

Global Jobs & Economic Recovery

Actively Managed Certificates • Participation • Available in USD

The Strategy objective is to benefit from global governmental policies helping people who have lost their job due to COVID-19 to

go back to work. US has launched the “Build Back Better” scheme and similar political agendas are prescribed in other part of the

world to accelerate job creation. The index invests mainly in Small and Mid-Cap companies which are the biggest employers on a

size-adjusted basis which is true globally. Allocation between different regions will be actively managed and run from a Top-

Down perspective while the Bottom-Up stock picking will be delegated to active fund managers. The strategy provides exposure

to a broad sector allocation. Passive vehicles may be used to add momentum on any major political moves to put people back to

work. The short leg of the index aims, first and mainly, to hedge beta exposure whenever the index sponsor deems necessary. On

opportunistic and specific cases, short positions may be used to add value. The net exposure will at all-time be net long.

Resocialising & Reopening beneficiaries

Actively Managed Certificates • Participation • Available in USD

Many sectors have been harmed by Covid-induced measures such as international travel bans and social distancing: Travel,

Leisure, Restaurants, Airlines, Aerospace among others. The extraordinary vaccination campaign on the one hand, and

unprecedented, synchronized fiscal & monetary stimuli on the other have been helping the most negatively affected companies to

be able to benefit from the ongoing global recovery.

Our proposal is, therefore, to build a comprehensive exposure to segments severely impacted by the pandemic but poised to reap

the benefits of a rebounding economy through an Actively Managed Certificate.

May 2022

Invest with our Thematics
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Apollo Equity Europe

Open end Certificate • Participation • Available in EUR

State interventionism in the economy has become central, especially as the world is preparing for an energy revolution, as the

United States and China have entered into a “Cold War” and a resurgence of societal tensions are felt in many countries. Most of

the great world powers are now committing to multi-year budgetary programs to meet the challenges they face. This is particularly

the case in Europe, through the Green Deal and the Recovery Fund that has just been launched. The old continent (under the

impetus of the Franco-German couple), which has experienced financial underperformance for 10 years, is in the process of

breaking out of its rigorous political line centered on cost competitiveness to avoid further financial downgrading.

This change of strategy in the current environment is reminiscent of the turn made by the United States in the early 1960s

following the election of JF. Kennedy. In a climate of cold war, the 35th American President launched his “new frontier”

budgetary program to revitalize his country’s economy. This initiative led to the Apollo mission and the first man on the moon.

May 2022

Invest with our Thematics

Macro Long-Biased Asia

Actively Managed Certificate • Participation • Available in USD

Our Macro Long-Biased Asia strategy is a selection of the best convictions identified by Macquarie's Research department. Using

a bottom up approach, a committee of experienced analysts individually review and analyze each Asian (ex Japan) stock with a

buy recommendation to select only the best opportunities on the market. Long/Short approach with the weighting of the short list

decided by the Bank’s Investment Committee.
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