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The Olympic Games began in early February in China, and the
wisdom of the diplomatic boycott is once again being debated.
And yet, hasn’t the host city been known since 2015? And isn’t this
the second time in less than 15 years that Beijing has hosted the
Olympics? Another topic of heated debate is the environmental
cost of these games – just as was the case at the Sochi games in
2014. Respect for human rights, climate change, and so on… you
can bet that we’ll be having the same debate all over again later
this year during the men’s football World Cup in Qatar.
In January, the markets were driven by the same issues as in
previous months, but this time uncertainties prevailed, with, as an
added bonus, an exacerbation of geopolitical tensions between
Russia and Ukraine, persistent inflation, excessive valuations in a
low interest rate environment, profit-taking, and so forth. Growth
indicators are robust, but this time the markets are getting out of
the game before central banks, led by the Fed and the ECB, blow
the final whistle with interest rate hikes. After months of recordsetting performances, equity markets ended the month down
sharply, with the S&P 500 even recording its third-worst January
performance of the past 30 years. Government bond yields,
meanwhile, soared, with the 10-year Bund yield even moving into
positive territory.
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THE ACCELERATION
OF INFLATION
is a global phenomenon

Oh, and we almost forgot about Covid-19! But which Covid?
Against this backdrop, we have slightly adjusted our scenarios.
We have made no change to our central scenario, which assumes
a gradual normalisation in monetary policy, but did raise its
probability from 60% to 80%. Under this scenario, growth remains
brisk and inflation remains high, as does volatility. Our sole
alternative scenario (20%) assumes a rushed monetary tightening
and a more marked increase in long bond yields and a decline in
equity markets.
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This document is provided for informational purposes and meant exclusively for journalists and press
and media professionals. Information is provided for the sole purpose of providing journalists and press
and media professionals with a broad overview, regardless of the use they make thereof, which is under
their exclusive editorial responsibility and for which CPR Asset Management declines all liability. This
document is not to be construed as an advertisement or an offer to buy or sell and does not incur the
liability of CPR Asset Management. Past performances are not constant over time and are therefore not
a reliable indicator of future performances.
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KEY INDICATORS

US FIXED INCOME

THE COMING IMPACT OF MONETARY POLICY
NORMALISATION ON THE CREDIT MARKETS

THE FED HAS RESET ITS COURSE
The US Federal Reserve made no change to its policy
at its January meeting but did flag its intention to
raise its rates in March, as a prelude to normalising its
balance sheet. Moreover, it is expected to tighten far
more rapidly than expected, given the health of the
economy but also as inflation continues to accelerate,
hitting 7% year-on-year. The 10-year US yield rose
considerably over the month, from 27bp to 1.78%.

As 2022 begins, companies’ fundamentals are still solid,
as they have reduced their debt burdens significantly
and moved their financial leverage back to pre-Covid
levels. This can be seen in the steep drop in the default
rate to below 2%. That being said, a normalisation of
monetary policy and its repercussions throughout the
yield curve, even if orderly, will both have an impact
on credit market performances, particularly in its
interest rate component. Even so, the attractive carry
opportunities of corporate bonds vs. government
bonds should offset a moderate widening in spreads.
This impact will be bigger in Europe than in the US,
where spreads are already close to their lows, as well
as in high-beta bonds, particularly high-yield bonds,
but this will require painstaking bond-picking, given the
high idiosyncratic risk.
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Moreover, a rising interest rate environment helps banks,
which are likely to hold up better than other sectors,
especially as they are not affected by supply- chain and
margin issues. More in detail, hybrid corporate bonds
issued by cyclical companies and subordinated financial
bonds will probably be the winners, as they are more
sensitive to growth and less so to interest rate volatility.
And, lastly, the short section of the curve, which is less
sensitive to interest rate volatility, should offer better
opportunities than long-term bonds.

THE ECB WILL DO WHAT IS NECESSARY
Inflation set a new record in September at 5% year-onyear, but the ECB reiterated its view that the factors
driving inflation would subside over the course of
the year and that it would fall back to around its 2%
target. On the month, the 10-year Bund yield rose by
15bp to -0.01%. The 10-year Italian yield rose by just
11bp to +1.28%, despite political uncertainties, and
the 10-year Spanish yield rose by 16bp to + 0.72%.

Outperformance of financials vs. non-financials in a
rising interest rate environment

EURO
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Five-year German yields
Euro Financials index / Euro Non-financials index (ICE BoA) (E.D.)
Source: Bloomberg
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KEEP AN EYE ON…

US EQUITIES

A FED-DRIVEN CORRECTION

THE IMPACT OF FOURTH-QUARTER 2021 EARNINGS
RELEASES

Fourth-quarter GDP came in far above forecasts, driven
by restocking and continued robust household demand.
Even so, Omicron’s impact is beginning to show up with
the slowdown in the ISM services index, and a decline
in household spending and retail sales in December. Job
creations were far lower than expected. The S&P 500
suffered a -3.83% correction after having fallen by as
much as -10% in intraday trading.

In a rising interest rate and inflationary environment,
equity market valuations are one of the key issues in
their ability to capture investor inflows. The fact that all
regions began 2022 with valuations close to, or higher
than, their late-2019, pre-crisis levels has placed 2022
earnings in the spotlight.
Fourth-quarter US releases are off to a good start, with
strong growth expected between Q4 2020 and Q4 2021
(+21%). So far, most companies have achieved this or
even surpassed it by an average of 1% regarding earnings.
On the other hand, 2022 forecasts have not been raised,
with an upgrade ratio of just 0.4 (i.e., four upgrades out
of 10 contributors, a low since February 2020). Moreover,
companies’ margins are being squeezed by a demanding
basis of comparison but even more so by headwinds that
are beginning to undermine the post-Covid recovery,
including wage hikes, higher production prices, and a
dollar impact, which is starting to contribute negatively
after five quarters of positive contributions.
Amidst historically high valuations, companies’ ability
to maintain their earnings momentum is crucial, and if
they can meet growth forecasts of about 5 to 7% in 2022,
that would be an important source of support for equity
market performances.
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EUROPEAN EQUITIES

THE ECONOMY IS HOLDING UP DESPITE OMICRON
Despite the increase in new cases, due to Omicron,
business survey numbers held up well on the whole
and suggest that activity is remaining robust. Fourthquarter euro zone GDP rose by 0.3%, and by +5.2%
in 2021, vs. a -6.5% contraction in 2020. The supplyside situation suffered no major setbacks, but labour
shortages are beginning to show up in many sectors,
as the unemployment rate hits an all-time low. The
EuroStoxx 50 fell by -2.78% on the period.
EUROPEAN
EQUITIES

Labour is much more influential than other
variable costs
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ASIAN EQUITIES

Correlation between the 12-month increase in the S&P EPS and
the misery indicator of companies, based on selected variable costs

A NEW MONETARY EASING IN CHINA
Real Chinese GDP growth came to +4% in the fourth
quarter and to 8.1% in 2021. Signs of downturn have
appeared, such as housing sector problems and higher
unemployment. Consumer confidence is down, which
is why the central bank once again lowered its 7-day
reverse repo rates and is facilitating 1-year loans. In
Japan, activity remained robust in manufacturing but
moved below 50 in services, driven by the Omicron
impact. On the period, the Topix ended down -3.71%
and the MSCI AC Asia-Pacific ex Japan by -2.61%.

AVERAGE HOURLY
WAGE

PRODUCER PRICE
INDEX

COMMODITIES

ASIAN
EQUITIES

Sources: Bofa US Equity & Quant Strategy, Conference Board BLS, Bloomberg
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WHITE PAPER

Thematic investment,

towards a portfolio-core allocation

Bastien Drut,
Chief Thematic Macro Strategist - CPR AM

For more than 10 years now, CPR AM has positioned
itself as a major player in thematic investment. We were
pioneers in this field, particularly with the 2009 launch
of our Silver Age strategy focusing on the ageing of the
population. Since then, we have constantly innovated to
offer our clients those thematic solutions that are best
placed to benefit from long-term growth driven by the
megatrends and sustainable challenges of our century.
We now offer about 15 thematic strategies totalling more
than 20 billion in assets under management. For a long
being considered as niche investments, thematic equities
have increasingly become core portfolio investments. As a
result, our AuM has quadrupled in four years.

Noémie Hadjadj-Gomes,
Head of Research - CPR AM

Jérémy Bannier,
Financial Engineer - CPR AM

a thematic premium where it exists and in analysing the
risk factors underlying various universes. We conducted
our research in three thematic universes that were
selected as they have the longest track-records – Global
Silver Age, Global Disruptive Opportunities, and Food
For Generations – and in an equally balanced allocation
between these three universes.

Based on our spirit of innovation, the extent of our range
and our combined expertise in both thematic equities and
asset allocation, we conducted a one-year study with the
goal of offering a methodology in thematic allocation.

The results were rather conclusive and allowed us to
both isolate a positive thematic premium, alternating
between lacklustre phases and expansionist phases,
and to identify very different systematic exposure
contributions, attesting to the diversity of the universes
tested. Meanwhile, an equally balanced portfolio
consisting of three universes shows how diversification
mitigates systematic risks, while each universe’s
premiums accumulate.

Our research was presented in a white paper published
late last year. Here is a brief overview.
PRELIMINARY
ANALYSIS:
HIGHLIGHTING
A
THEMATIC PREMIUM AND DIVERSIFICATION OF
SYSTEMATIC RISKS
The premium, or thematic alpha is defined as
performance that cannot be explained by factors such
as markets, sectors, styles, countries or currencies.
Our research consisted in breaking down risk and
performance of thematic universes in order to extract

The results thus obtained from equal weightings
highlight the relevance of a more elaborated allocation
based on our experts’ input.
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SCORING
THE
GROWTH
POTENTIAL
OF
MEGATRENDS
Thematic investment seeks to capture the long-term
growth potential inherent in megatrends. It would
therefore not make sense to limit ourselves to backtesting to construct an allocation. That’s why at CPR
AM, we have sought to build a forward-looking score of
our thematic universe based on megatrends and their
influence on each of the universes.

CONSTRUCTING THE STRATEGIC ALLOCATION:
MAXIMISING THE LONG-TERM GROWTH POTENTIAL
OF THEMATIC UNIVERSES
All of our thematic universes, taken independently, make
sense. The objective in an allocation here is therefore to
determine the most suitable weighting of each thematic
using megatrend-based scoring. The strategic allocation
must reflect the thematic universes that are best
positioned three to five years out.

It is therefore essential to be familiar with these
megatrends and with how thematic universes are exposed
to them to be able to have a prospective view point on
our thematic universes. We based ourselves on five
megatrends used by the United Nations – demographic
trends (increase and ageing of the population, etc.),
increased inequalities, climate change, urbanisation
and the emergence of digital technologies. To classify
megatrends in terms of long-term opportunities, we
have set out a framework in which to analyse these
megatrends around three fundamental criteria:

In building up this strategic allocation, a risk framework
must be defined to prevent the allocation from being
overly concentrated on the most promising thematic,
for example. In addition, the strategic allocation must
be relatively stable, and ,as it is based on themes and
not investible bricks, we do not want to use risk metrics
that are too thin or too volatile. The risk framework is
therefore provided by sector deviation vs. a global
market index (MSCI ACWI).
In analysing the sector breakdown of all our thematic
universes vs. the MSCI ACWI index, our range looks
relatively well diversified by sector; most of the universes
have biases that are structural, which is attractive for the
stability of the allocation. Even so, we are aware that
financials and energy are underweighted in our range on
the whole; the Hydrogen universe, which we launched in
November 2021 and is not included in our study, could
raise our energy exposure. Keep in mind also that plans
call for enriching the thematics universe with other
Amundi group thematic strategies, in order to maximise
potential diversification.
Our thematic bricks offer a risk framework that is useful
in preventing excessive sector biases and for leaving the
managers with enough leeway to implement tactical
bets as market opportunities arise.

• Maturity in the cycle of development: emergence,
growth, maturity or normalisation. For example,
urbanisation has been an ongoing process since the
Second World War, whereas the fight against climate
change has only just begun.
• Weightings/economic materiality: public and
private investments in each challenge, lifestyle
changes, and to what degree policy-makers and
public opinion have adopted the issue. Investments
in the energy and infrastructure sectors will rise
sharply, judging by individual countries’ “net zero”
objectives.
• Investment capacities: adoption at the level
of investment management and whether there
exist adequate investment vehicles. The thematic
investment universe must be sufficiently deep,
diversified and pure-player-oriented to exploit
megatrends.

BUILDING THE TACTICAL ALLOCATION: ADAPTING
THE STRATEGIC ALLOCATION TO THE MARKET
ENVIRONMENT

Neither the megatrends themselves, nor their adoption
by policy-makers and economic agents are positioned at
the same stage in their cycle of development. As thematic
universes are often at the crossroads of several, mutually
interacting megatrends, this offers real new sources of
growth.

To obtain an investible portfolio, the strategic allocation
must be supplemented by taking into account the
volatility of risk factors and the active management
of each vehicle, in order to adjust to the market
environment. This vision here is geared more to the
short term.
5
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CURRENT AND FUTURE CONCRETE APPLICATIONS

The diversity of the thematic bricks available offers
the possibility of various risk profiles through various
systematic exposures, while retaining the same tracking
error.
Our simulations show that a purely quantitative risk
approach – while necessary for constructing a robust
portfolio – is not sufficient and that the manager’s
qualitative contribution is essential in setting up the
most suitable allocations possible. This requires a
detailed analysis of each fund’s risk profile, volatilities,
correlations, sector breakdown, factor exposures and
views of the market regime and various risk factors.
This, of course, doesn’t mean having tactical views of the
themes, but, rather, to actively manage deviation vs. the
strategic allocation by hedging certain risks (in sectors,
styles, etc) or in increasing exposure to them on the basis
of the manager’s tactical views of the markets.

Our research has already allowed us to strengthen
the investment processes of two open-ended funds
having already existing thematic allocations. These are
Megatrends, a 100% international equity fund; and Smart
Trends, a multi-asset class fund with equity exposure of
about 35%.
This new expertise allows us to widen our offer of
solutions for our clients. In product terms, our model
can thus adjust to the specific features of each set of
specifications for dedicated formats, for example by
adjusting hedging of certain risks, adding a hedge of
some risks, incorporating external thematic vehicles, etc.
In terms of services, this allows us to support clients by
stepping up our advisory role.

Summary of our thematic allocation approach
Prerequisite: is there such a thing as
a thematic premium?



YES

Forward-looking analysis of megatrends
Evaluating the growth potential of the thematic universes



Construction of the strategic allocation
Maximising the growth potential of the thematic universes



Construction of the tactical allocation
Adjusting the strategic allocation to the market environment

To find out more, download the
WHITE PAPER




Horizon

3-5 years
Annual review

3-5 years
Annual review

3 months
Monthly review

All comments and analyses reflect CPR AM’s view of market conditions and its evolution, according to information known at the time. As a result of the simplified nature of the information contained in this document, that
information is necessarily partial and incomplete and shall not be considered as having any contractual value.
This document has not been drafted in compliance with the regulatory requirements aiming at promoting the independence of financial analysis or investment research. CPR AM is therefore not bound by the prohibition
to conclude transactions of the financial instruments mentioned in this document. Any projections, valuations and statistical analyses herein are provided to assist the recipient in the evaluation of the matters described
herein. Such projections, valuations and analyses may be based on subjective assessments and assumptions and may use one among alternative methodologies that produce different results. Accordingly, such projections,
valuations and statistical analyses should not be viewed as facts and should not be relied upon as an accurate prediction of future events.
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THE ACCELERATION OF INFLATION is a global phenomenon

In many countries, inflation has accelerated strongly
and is at its highest level for several decades. The
causes of the acceleration of inflation are multiple:
rising energy and food prices, tensions in the real
estate market in some countries, tensions in supply
chains, etc. We analyze in this paper the common
factors behind this acceleration and the singularities of
each zone.

Juliette Cohen
Strategist - CPR AM

Bastien Drut,
Chief Thematic Macro Strategist - CPR AM

to a switch to natural gas. This also contributed to the
sharp rise in electricity prices in these areas, a rise that
was partially or fully passed on in the selling prices by
companies. This has also contributed to a sharp rise in
the price of metals, whose production plants are very
energy-intensive.

ENERGY AND FOOD ARE PUSHING UP INFLATION
EVERYWHERE
Everywhere, inflation is pushed up by the price of
raw materials, and in particular that of oil. At the end
of January, the barrel of Brent had come back to $90,
versus $50 at the beginning of 2021. This is the result of
a marked increase in consumption and of a strict control
of the production by OPEC+ countries. Commercial
inventories of crude oil in OECD countries have thus
fallen to the lowest level since the end of 2014.

Natural gas TTF Netherlands:
oil barrel equivalent price ($)

As far as natural gas is concerned, prices in Europe and
Asia, two areas that are major importers of natural
gas, have risen sharply. There are several reasons for
this, but the two main ones are the very sharp drop
in Russian gas deliveries to Europe and the temporary
reduction in electricity production from coal-fired
power plants (closures), wind sources (less wind) and
nuclear (reactors temporarily shut down), which led
7
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Food inflation also accelerated sharply in 2021. If we
take the FAO index of global food prices, it rose by an
average of 28.1% in 2021 compared to 2020 with an
increase in the index in all sub-sectors (cereals, oils,
meat, dairy products, sugar, etc.). This sharp increase
is the result of both an increase in demand, a more
limited supply for certain foods due to disappointing
harvests and high freight costs over the period.

US: contributions to yoy core CPI

Global food prices (FAO)
During 2022, inflation should decelerate significantly,
due to unfavorable “energy” base effects and because
car prices should eventually normalize. However, the
uncertainty is very high because it is very difficult to
have a precise idea of the timing of the normalization of
the supply chains of semiconductors and cars. Another
factor of uncertainty, as in the other zones, lies in the
evolution of food prices: a notable difference with the
other zones on this point relates to the fact that the
prices in restaurants are up sharply because of the
sharp increase in wages in the sector.

IN THE UNITED STATES, A SURGE IN INFLATION
CAUSED BY A COMBINATION OF FACTORS

IN THE EURO ZONE, THE GAS CRISIS AND BASE
EFFECTS ADD TO THE TRENDS AT WORK IN THE REST
OF THE WORLD

In December, inflation reached 7% year-on-year, the
highest figure since 1982 and well above the Fed's 2%
target. The rise in energy prices explains a large part of
the rise in inflation in 2021, but it should be noted that
their contribution will be much weaker in 2022, due
to much more unfavorable base effects. Core inflation
(i.e. inflation excluding energy and food) was up 5.4%
in December.
Even though the price of multiple goods and services
increased during the covid crisis, due to supply
problems or increased labor costs, two factors
explain most of the rise in core inflation:

In December, inflation stood at 5.0% year-on-year at
its highest level since the creation of the euro zone. It
is interesting to observe that this increase was general
in the euro zone and that certain Eastern countries are
experiencing annual inflation rates close to or above
10%. In addition, Germany (5.7%) and Spain (6.6%)
stand out with higher inflation than the average for
the area.

• The very sharp rise in the price of new and used
cars, due to the sharp drop in car production, itself
caused by a shortage of semiconductors. Between
the end of 2019 and the end of 2021, the Manheim
used vehicle price index increased by 67%!
• The very strong increase in rents observed by
private institutions (double-digit increases yearon-year) is starting to be taken into account by the
BLS in the calculation of the CPI: a phenomenon
that could last for some time.

Europe facing a “gas crisis”
The acceleration in inflation is largely due to the sharp
rise in energy and food prices over the course of 2021.
However, the euro zone faced a jump in electricity and
gas prices on the wholesale markets in the second half
of 2021, which was not perceptible in the rest of the
world with the same vigor. This resulted in an increase
in the electricity component of the CPI by 23% over
2021 and that of gas by 28.5%.
8
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Core inflation also accelerated sharply, reaching 2.6%
in December, a level it had not reached since 1996. As
in the rest of the world, the acceleration in the prices of
goods and services is firstly due to imbalance between
supply and demand and bottlenecks. The increase in
industrial producer prices of +23.7% over one year at
the end of November and of +9.8% excluding energy
partly illustrates the tensions at work in supplies.

normalization of supply chains and finally a slowdown
in energy prices. However, there is an unknown factor
in the evolution of the gas-electricity components
(2% and 3% of the index) which pass on price changes
on the wholesale electricity and gas markets with a
delay influenced also by government decisions on
regulated tariffs. Indeed, several euro area countries
have taken temporary fiscal measures to cushion the
effects of rising energy prices for consumers. These
can have a direct impact on consumer prices when
there are tax cuts or price caps, but others have no
impact on inflation when it comes to energy checks for
low-income households, for example. This increases
uncertainty about the pace and timing of inflation
deceleration.

Euro Area: inflation (yoy)

INFLATION IS ACCELERATING EVERYWHERE IN THE
REST OF THE WORLD, BUT THE PACE VARIES FROM
ONE AREA TO ANOTHER

CPI
Industrial goods

The trends revealed in developed countries exist
in the rest of the world and are even exacerbated in
some emerging zones. If we look at emerging countries
as a whole, we see a clear acceleration in inflation
almost everywhere since the second half of 2020. The
acceleration is particularly pronounced in Latin America
and Eastern Europe, with in most countries an inflation
rate far exceeding the central banks’ target, requiring
a sometimes very violent reaction from the latter. The
importance of the weight of food in the price indices
of emerging countries explains a significant part of
the acceleration in inflation rates. But we can also
note, particularly in Latin America, that the scale of
income support measures caused a sharp acceleration
in demand even though supply was still constrained.
The example of Chile is particularly a good example.
In Brazil too, it is interesting to note that inflation is
now not only very high but also very scattered with an
overall index that should remain above 9% throughout
the first half of 2022. The existence of automatic
mechanisms for the retrospective adjustment of wages
and other benefits to the cost of living represents a
threat to price stability. The sharp depreciation of Latin
American currencies during 2021 has exacerbated price
pressures with the sharp rise in import prices in these
countries.

Services
Food

Base effects specific to the euro zone have to be
mentioned
At the beginning of 2021, Eurostat strongly modified
the weightings of the inflation components of the zone,
thus reflecting the changes in household consumption
between 2019 and 2020. This had a positive effect
on inflation by increasing the weight of the food, for
example, and by lowering that of certain services such
as “travel packages”, the prices of which increased
little in 2021 given the health measures still in force.
In Germany, the government has decided to lower
VAT in the second half of 2020 to boost household
consumption, from 19% to 16% for the standard rate
and from 7% to 5% for the reduced rate. This had a
positive effect on Eurozone inflation in the 2nd half of
2021. The ECB estimates these two cumulative effects
at nearly 0.5% in the inflation data for the second half
of 2021. Inflation should reach a peak at the start
of 2022, and then it should decelerate from the 2nd
quarter under the influence of several factors. First,
the end of the base effects mentioned above, then the
9
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rates remained generally more limited. Finally, in a
number of countries, energy prices remain partly
administered, which for the time being transfers the
cost of the increase in energy to the State.

Inflation in Emerging countries

Inflation in Asia (year on year)

Brazil
Czechia
Poland
Turkey (Rh. Scale)

Chile
Hungary
Russia

China
Indonesia
Malaysia
Philippines

In Eastern Europe, a little less sensitive to the
exchange rate factor apart from Russia, inflation
was initially driven by food and energy prices during
2021, but core inflation has been accelerating very
markedly over the past few months. The strongest
rise was in durable goods, whose prices are largely
driven by global factors, and which are proving
persistent. The rise in the prices of services was later
and more gradual, but it should last throughout 2022.
The peak of inflation is probably close but overall
inflation should remain above the banks' objectives
power stations throughout 2022.
Turkey is a special case. Inflation there doubled to
36% year-on-year in December. This has its roots
in a combination of unorthodox monetary and more
generally macroeconomic policies, the currency
crash and the consequent spike in import prices
against a backdrop of sharply rising domestic inflation
expectations.
On the other hand, in Asia, inflation is certainly
accelerating overall, but the movement has so far
remained much more modest, for several reasons.
First of all, domestic demand was less buoyant,
budgetary support having been less significant at
the height of the crisis on the one hand, but also due
to stronger activity restriction measures (with the
implementation of the so-called “zero-Covid” policy).
Then, we can see that contrary to what we observe
almost everywhere in the world, food prices have
remained lower. In this zone, movements in exchange

Korea
India
Thailand
Japan

The case of China calls out. Indeed, Chinese inflation
remains very low, at +1.5% in December over one
year. If specific factors explain a large part of the
weakness of Chinese inflation, in particular on energy
or food prices (with the consequences of the pig crisis),
it is remarkable to see the core inflation capped at 1.2%
in December. This undoubtedly reflects weak demand
limiting the pricing power of companies.
Japan also remains in a particular configuration.
Inflation is still well below the central bank's target
of 0.8% year-on-year in December. While energy and
food prices are pushing inflation up, specific factors
(mobile plans, hotels, insurance premiums) have so
far offset this development. Domestic demand should
continue to accelerate in the coming months, which
will continue to drive up the prices of industrial goods
and those of services with the end of the restrictions.
However, inflation will remain below 2% in 2022.
Inflation will remain a central subject in 2022 because
its evolution will determine the pace of normalization
of monetary policies. Although a deceleration is
expected in the coming months almost everywhere
in the world, uncertainties remain high with regard
to the timetable for improving supply chains and
the dynamics of food prices, not to mention the
risk of second round coming from an acceleration of
wages…

All comments and analyses reflect CPR AM’s view of market conditions and its evolution, according to information known at the time. As a result of the simplified nature of the information contained in this document, that
information is necessarily partial and incomplete and shall not be considered as having any contractual value.
This document has not been drafted in compliance with the regulatory requirements aiming at promoting the independence of financial analysis or investment research. CPR AM is therefore not bound by the prohibition
to conclude transactions of the financial instruments mentioned in this document. Any projections, valuations and statistical analyses herein are provided to assist the recipient in the evaluation of the matters described
herein. Such projections, valuations and analyses may be based on subjective assessments and assumptions and may use one among alternative methodologies that produce different results. Accordingly, such projections,
valuations and statistical analyses should not be viewed as facts and should not be relied upon as an accurate prediction of future events.
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REMINDER TO 17 DECEMBER 2021

1 ›

60%

2 ›

25%

3 › 15%

CENTRAL
GRADUAL NORMALISATION OF
MONETARY POLICY

Covid becomes endemic. It contributes to exacerbating disruptions
in supply chains and, hence pricing tensions.

Key rate

Growth remains sustained, with order book at their highest. Savings
are abundant, but the peak is behind us.
Inflation is still high, but the peak is near.
China’s political crackdown continues to be regulation-based. But
the slowdown is a concern and moderate stimulus policies are
implemented.
The Fed continues to reduce its support gradually, raising interest
rates and shrinking its balance sheet by not reinvesting proceeds
from maturing bonds. The ECB begins to state its intentions for
2023.

Bond yields

Equities

United States

0.50%

1.95%

2.50%

Japan

-0.10%

0.20%

5.00%

Euro zone

-0.50%

0.00%

5.00%

Emerging markets Equity

Currency

Latin America

5.00%

EUR-USD

Asia

5.00%

1.11

Volatility remains high, due partly to geopolitical tensions.

20%
PROBA.

ALTERNATIVE
A RUSHED MONETARY TIGHTENING

Demand continues to outstrip by far supply, which is constrained.

Key rate

Inflation is very high, driven by commodity prices, while shortages
and inflation expectations spike.

Bond yields

Equities

United States

0.75%

2.50%

-12.50%

The Fed acknowledges the existence of a wage/price spiral and,
in an emergency measure, accelerates its pace of key rates and
announces asset sales. The ECB goes back on its announcement
of a status quo for 2022…

Japan

-0.10%

0.30%

-7.50%

-0.50%

0.20%

-7.50%

The rise in long-term interest rates is harsher.

Emerging markets Equity

Currency

Fears increase of an erosion in company margins.

Latin America

EUR-USD

Euro zone

Equity markets fall on fears that the Fed is behind the curve.

Asia
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-7.50%
-10.00%
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PERFORMANCE AS OF 26.01.2022

SCENARIO FORECASTS in %

PAST PERFORMANCE IS NO GUIDE TO FUTURE RETURNS.

CENTRAL
80% proba.

ALTERNATIVE
20% proba.

Since
12.31.21

Over
1 year

Over
5 years

Level from
26.01.22

United States

0.02%
-3.00%
-1.72%
-0.79%
-8.73%

0.25%
-4.28%
2.56%
-7.27%
13.00%

6.32%
19.66%
30.26%
5.76%
89.40%

0.25%
1.85%
283
1.13
4,350

Key rate
10-year interest rate
High Yield US
Euro/dollar
S&P 500

0.50%
1.95%
275
1.11
2.50%

0.75%
2.50%
325
1.10
-12.50%

Europe

-0.04%
-0.68%
-0.65%
-3.11%

-0.51%
-3.77%
2.22%
15.91%

-2.24%
10.12%
19.25%
25.47%

-0.50%
-0.11%
333
4,165

Key rate
10-year interest rate
High Yield Europe DJ
EuroStoxx 50

-0.50%
0.00%
325
5.00%

-0.50%
0.20%
360
-7.50%

Japan

-6.18%

-5.38%

39.22%

27,011

Nikkei 225

5.00%

-7.50%

CHANGES IN ALLOCATIONS OF CPR INVEST - REACTIVE

The more hawkish tone that emerged in the minutes of
the Fed’s December monetary policy meeting triggered
some panic on the equity markets, which showed up in a
surge of volatility. Government bonds yields rebounded,
reflecting this change in tone, and the 10-year Bund yield
even made a foray back into positive territory for the first
time since Spring 2019. With concerns over central bank
tightening and growing geopolitical tensions between
Ukraine and Russia, the S&P 500 turned in its third-worst
January performance of the past 30 years (-5.3% in local
currency). The MSCI World ended the month down by
-3.92% in euros. Latin America alone was spared, gaining
8.9%. By sector, the sudden correction hit most sectors,
with the notable exception of financials and energy, which
actually rose. Commodities achieved solid performances,
driven by Brent’s 17%-plus gain on the month. The credit
markets also came in for some profit-taking in this riskaverse environment. The US dollar rallied against other
major currencies. In our range’s funds we began the year
with a constructive stance on equities while setting up
some options hedges to protect the portfolios against
a market downturn. These positions had the effect of

reducing fund exposure during the market swoon. In
bonds, we kept our sensitivity negative on government
bond yields, particularly in US bonds. We also introduced
some curve-flattening positions, moving away from the
short sections (5 years) and towards longer sections (10
years). And, lastly, we took some profits on our more
aggressive credit positions (in high yield), as well as on
inflation, which is expected to peak soon. Our US dollar
exposure remains unchanged.

Fund’s equity exposure
Equity exposure of the model

All comments and analyses reflect CPR AM’s view of market conditions and its evolution, according to
information known at the time. As a result of the simplified nature of the information contained in this
document, that information is necessarily partial and incomplete and shall not be considered as having any
contractual value.
This document has not been drafted in compliance with the regulatory requirements aiming at promoting
the independence of financial analysis or investment research. CPR AM is therefore not bound by the
prohibition to conclude transactions of the financial instruments mentioned in this document. Any
projections, valuations and statistical analyses herein are provided to assist the recipient in the evaluation
of the matters described herein. Such projections, valuations and analyses may be based on subjective
assessments and assumptions and may use one among alternative methodologies that produce different
results. Accordingly, such projections, valuations and statistical analyses should not be viewed as facts and
should not be relied upon as an accurate prediction of future events.
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