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When the laws of physics get involved...
Key takeaways:
•

A particularly heterogeneous economic situation with significant sources of uncertainty

•

Central banks under pressure to control a nascent inflationary spiral

•

A defensive, yet selective and opportunistic investment approach is best in the current context.

War is raging in Ukraine, the Russian army is stalling and the Ukrainians are resisting. The extent of the sanctions
imposed by Western countries surprised Vladimir Putin, and raw material prices grew sharper. What was originally
meant to be a quick “special operation” is turning into a long-running conflict. after 2 years of global health crisis, this
war, of which we thought was from another time, will have a considerable geopolitical impact.
The excessive globalization of the world economy which was already dented by the Covid pandemic will struggle to
maintain its momentum. High geopolitical tensions, lack of strategic sovereignty (medicines, energy, semiconductors,
agricultural products, etc.) and the extreme fragility of a scattered and “just-in-time” production chain will lead to a
reallocation of resource and a structural increase in inflation.

A heterogeneous economic situation
The United States are undeniably overheating. However, there is increasing discrepancy in confidence levels between
large companies and SMEs. The latter follows a continuous downward trend over the last 3 years. There is also a large
gap among consumers between the assessment of their present and prospective situation.
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Evolution of the US economic cycle
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Historical data from 12/31/1980 to 02/28/2022. Sources: BLOOMBERG/Conference Board; Institute for Supply
Management / National Federation of Independent Business.

Europe could legitimately hope to get the upper hand over the health crisis in 2022 despite growing inflation. The region
will be particularly affected by the recent events which, on the one hand, are worsening tensions on commodities to
which Europe is very sensitive, and, on the other hand, increasing uncertainty which is already having a significant
impact on the confidence of economic agents.

Evolution of the activity in the Euro zone
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Historical data from 01/31/2005 to 02/28/2022. Sources: BLOOMBERG / IFO Institute; INSEE; Eurostat.

Finally, the situation in China is a cause for concern. The real estate and construction sector, representing about a
quarter of GDP, is in crisis. The authorities are struggling to contain the depressive effects that the bursting of the
speculative bubble is having on the rest of activity. With poor and weak protection against Covid, the sudden acceleration
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of infections is worrying. The « zero-Covid » strategy is no longer suitable and does not provide visibility on any shortterm improvement in activity. Easing measures should however prevent growth from landing too hard.

E=mc²
As in the 1970s, a commodity shock accelerates an underlying trend that was just waiting to arise. With an underlying
inflation index at 6.5% in March, price evolution in the United States has not experienced such a surge since the 1980s.
For 15 years central banks and governments have flooded the markets and the economy with liquidity. And it was when
the authorities succeeded to convince themselves of the harmlessness of these policies on inflation that 2 events turned
everything upside down. The response to the health crisis of unprecedented speed and scale (massive injection of
liquidity, stimulus or infrastructure plans) has revived the velocity of money. With massive recovery plans, large savings
and investment needs (fast forwarded digitalisation of the economy, climate change), the considerable amount of
dormant liquidity began to circulate even faster. With inflation following the same behavior as energy, the monster comes
out of its lair and the fight is just beginning.

Evolution of production prices over 1 year rolling
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The Federal Reserve admitted they underestimated the strength of the recovery and the structural nature of inflation.
The latter is now surging and will force the FED to go much further than what most investors are anticipating. Beyond
the rate hike that has only just begun, the reduction of the FED's balance sheet should go faster and be more active
than during the previous move in 2018. The resulting liquidity reduction will be an immense challenge for risky asset
(equities, corporate bonds) but also for the government bond markets.
In Europe, inflation remains for the moment mainly related to the evolution of commodity prices. Wage pressures remain
contained overall. But the second-round effects should not be long: wage increases cannot indefinitely lag inflation
without social revolt and political risk. The ECB should therefore follow the FED and reduce the easing measures in the
coming months despite the uncertainties around war in Ukraine.
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Markets lack direction
Initially under pressure by the risks of an uncontrolled escalation of the conflict, equity markets recovered very violently
in March supported by a strong momentum of the American economy and the investors’ strong defensive positioning.
Not only was the recovery technical, it also differed from one sector to the other and was combined with an violent rise
in interest rates. We must go back to 1984 to find a similarly sharp rise in US 2-year rates over a quarter. And remember
that at that time, US 2-year rates were at nearly 12%, i.e. 2-year government bonds were generating around 3% of yield
over a quarter (thus offsetting the impact of yield rise) versus almost 0% at the beginning of the year.

Evolution of US 2yr government bonds
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Undeniably, there are supportive factors… coupled with too much uncertainty to be ignored
Large companies in developed countries have rarely been in such a good financial situation: record margins and
healthy balance sheets. But the double inflationary shock (Covid & Ukraine) will affect their profitability. And as we
have seen, small and medium-sized companies are already affected by bottlenecks, hiring difficulties and rising
production costs.
The situation of households is also less favorable than a year ago. Protected by exceptional measures during the
health crisis, they were able to accumulate considerable savings allowing them (for the vast majority) to get through
the crisis without too much difficulty and to revive consumer spending. The situation has changed. The extra savings
have been consumed and the household debt level is back to levels like before the 2008 crisis. The rate rise,
particularly on mortgages, should have a significant effect on household consumption and investment when real
wages are falling.
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Financial situation - US households
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Historical data from 12/31/1980 to 03/31/2022. Sources: BLOOMBERG / Bureau of Economic Analysis; Federal
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Weaker Fundamentals
Fundamental momentum on main equity markets are not so favorable, as short term momentum (downward revisions
on earnings outlooks, less favorable macro-economic environment, out-of-control inflation, high valuation) and
geopolitical risks remain. The only technical support is provided by the relatively cautious tactical positioning by
aggressive investors.
The absence of a short-term recession risk in the United States should encourage the FED to continue tightening
financial conditions. The level of Equities and Fixed Income are an integral part of the equation, which means that a
significant short-term adjustment seems unavoidable. This adjustment should materialize gradually, with rebound
phases followed by a violent decline in equity markets, and structurally higher interest rates. Geopolitical tensions should
also generate new stress. A defensive, yet selective and opportunistic investment approach therefore seems appropriate
in a durably uncertain environment.
It will only be a second phase that in which will assess the impact of new monetary policies on economic activity. History
teaches us that once inflation has taken hold, there is hardly any other solution than significantly slowing down growth.
A necessary evil for central bankers to preserve the longer-term growth potential of their economies.

This article has been provided for information purposes only to professional and non-professional clients as defined in
the MiFID Directive. The provision of this material or reference to specific sectors or markets in his article does not
constitute investment advice or a recommendation or an offer to buy or sell any security. Investors should consider the
investment objectives, risks, and expenses of any investment carefully before investing. Views expressed in this article
as of the date indicated are subject to change and there can be no assurance that developments will transpire as may
be forecasted in this article.
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About Seeyond
Seeyond, an affiliate of Natixis Investment Managers, specializes in active quantitative portfolio management. By
adding active oversight to disciplined quantitative investment processes, Seeyond offers strategies that seek to
optimally reward risk in three core areas of expertise: equity strategies, multi-asset strategies, volatility & overlay
strategies. These strategies leverage Seeyond’s proprietary quantitative research.
Seeyond, a team of 26 recognized professionals with 20 years of industry experience on average, manages EUR 8.6
billion of assets1. Seeyond's solutions are marketed by the global Natixis Investment Managers’ distribution platform,
one of the largest asset managers in the world 2, and via the retail networks of Groupe BPCE, the second largest
banking group in France3.
> For further details:

www.seeyond-am.com

LinkedIn

1 Source: Seeyond, as of 31/12/2021
2 Cerullli Quantitative Update: Global Markets 2021 ranked Natixis Investment Managers as the 15th largest asset manager in the
world based on assets under management as of December 31, 2020.
3 Source : BPCE S.A. – 31/12/2020

DISCLAIMER
Seeyond
Registered Office: 43 Avenue Pierre Mendes France – 75013 Paris – France
Tel. +33 1 58 19 09 80
A limited company with capital of € 4 963 183
Registered by the AMF under # GP 17000034
Company Trade Registration (RCS) Number 525 192 720 Paris

This document is intended for professional and non-professional clients in accordance with MIFID. It may not be
used for any purpose other than that for which it was conceived and may not be copied, distributed or communicated
to third parties, in part or in whole, without the prior written authorization of Seeyond.
None of the information contained in this document should be interpreted as having any contractual value. This
document is produced purely for the purposes of providing indicative information. This document consists of a
presentation created and prepared by Seeyond based on sources it considers to be reliable. Seeyond reserves the
right to modify the information presented in this document at any time without notice, and in particular anything
relating to the description of the investment process, which under no circumstances constitutes a commitment from
Seeyond. Seeyond will not be held responsible for any decision taken or not taken on the basis of the information
contained in this document, nor in the use that a third party might make of the information. Figures mentioned refer
to previous years. Past performance does not guarantee future results. Any reference to a ranking, a rating or an
award provides no guarantee for future performance and is not constant over time. Reference to a ranking and/or
an award does not indicate the future performance of the UCITS/AIF or the fund manager.
In accordance with the treaties signed by the French government, the funds directly managed by Seeyond do not
invest in any company that manufactures, sells or stocks anti-personnel mines and cluster bombs.

For Professional and Non-Professional Clients in accordance with MIFID

C1 - P ublic Natixis

Additional Notes
This material has been provided for information purposes only to investment service providers or
other Professional Clients, Qualified or Institutional Investors and, when required by local regulation,
only at their written request. This material must not be used with Retail Investors.
To obtain a summary of investor rights in the official language of your jurisdiction, please consult the
legal documentation section of the website (im.natixis.com/intl/intl-fund-documents)
In the E.U: Provided by Natixis Investment Managers International or one of its branch offices listed
below. Natixis Investment Managers International is a portfolio management company authorized by
the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90009, and a public limited company (société anonyme) registered in the Paris Trade and Companies
Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris.
Italy: Natixis Investment Managers International Succursale Italiana, Registered office: Via San
Clemente 1, 20122 Milan, Italy. Netherlands: Natixis Investment Managers International, Nederlands
(Registration number 000050438298). Registered office: Stadsplateau 7, 3521AZ Utrecht, the
Netherlands. Sweden: Natixis Investment Managers International, Nordics Filial (Registration number
516412-8372- Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr,
Stockholm 111 35, Sweden. Or,
Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis
Investment Managers S.A. is a Luxembourg management company that is authorized by the
Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and
registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean
Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Germany: Natixis Investment Managers
S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office:
Senckenberganlage 21, 60325 Frankfurt am Main. Belgium: Natixis Investment Managers S.A.,
Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium. Spain: Natixis
Investment Managers, Sucursal en España, Serrano n°90, 6th Floor, 28006 Madrid, Spain.
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland
Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative office in Zurich,
Schweizergasse 6, 8001 Zürich.
In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and
regulated by the UK Financial Conduct Authority (register no. 190258) - registered office: Natixis
Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the
distribution of this material is intended to be made to persons as described as follows: in the United
Kingdom: this material is intended to be communicated to and/or directed at investment professionals
and professional investors only; in Ireland: this material is intended to be communicated to and/or
directed at professional investors only; in Guernsey: this material is intended to be communicated to
and/or directed at only financial services providers which hold a license from the Guernsey Financial
Services Commission; in Jersey: this material is intended to be communicated to and/or directed at
professional investors only; in the Isle of Man: this material is intended to be communicated to and/or
directed at only financial services providers which hold a license from the Isle of Man Financial
Services Authority or insurers authorised under section 8 of the Insurance Act 2008.
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle
East (DIFC Branch) which is regulated by the DFSA. Related financial products or services are only
available to persons who have sufficient financial experience and understanding to participate in
financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties as
defined by the DFSA. No other Person should act upon this material. Registered office: Unit L10-02,
Level 10 ,ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: DirectorGeneral of the Kanto Local Financial Bureau (kinsho) No.425. Content of Business: The Company
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conducts investment management business, investment advisory and agency business and Type II
Financial Instruments Business as a Financial Instruments Business Operator.
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co.,
Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory
Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi
Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789
2788.
In Singapore: Provided by Natixis Investment Managers Singapore Limited (company registration no.
199801044D) to distributors and qualified investors for information purpose only.
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional
investors for information purpose only.
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289)
(AFSL No. 246830) and is intended for the general information of financial advisers and wholesale
clients only .
In New Zealand: This document is intended for the general information of New Zealand wholesale
investors only and does not constitute financial advice. This is not a regulated offer for the purposes
of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors
who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis
Investment Managers Australia Pty Limited is not a registered financial service provider in New
Zealand.
In Colombia: Provided by Natixis Investment Managers International Oficina de Representación
(Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of
2010. Any products, services or investments referred to herein are rendered exclusively outside of
Colombia. This material does not constitute a public offering in Colombia and is addressed to less
than 100 specifically identified investors.
In Latin America: Provided by Natixis Investment Managers International.
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment
advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491,
Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private
placement pursuant to section 2 of Uruguayan law 18,627.
In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity,
securities intermediary, or an investment manager in terms of the Mexican Securities Market Law (Ley
del Mercado de Valores) and is not registered with the Comisión Nacional Bancaria y de Valores
(CNBV) or any other Mexican authority. Any products, services or investments referred to herein that
require authorization or license are rendered exclusively outside of Mexico. While shares of certain
ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not
represent a public offering of securities in Mexico, and therefore the accuracy of this information has
not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws
of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any
reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or
any of its investment management subsidiaries, which are also not authorized by or registered with
the CNBV or any other Mexican authority.
In Brazil: Provided to a specific identified investment professional for information purposes only by
Natixis Investment Managers International. This communication cannot be distributed other than to
the identified addressee. Further, this communication should not be construed as a public offer of any
securities or any related financial instruments. Natixis Investment Managers International is a portfolio
management company authorized by the Autorité des Marchés Financiers (French Financial Markets
Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in
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the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre
Mendès France, 75013 Paris.
The above referenced entities are business development units of Natixis Investment Managers, the
holding company of a diverse line-up of specialised investment management and distribution entities
worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any
regulated activities only in and from the jurisdictions in which they are licensed or authorized. Their
services and the products they manage are not available to all investors in all jurisdictions. It is the
responsibility of each investment service provider to ensure that the offering or sale of fund shares or
third party investment services to its clients complies with the relevant national law.
The provision of this material and/or reference to specific securities, sectors, or markets within this
material does not constitute investment advice, or a recommendation or an offer to buy or to sell any
security, or an offer of any regulated financial activity. Investors should consider the investment
objectives, risks and expenses of any investment carefully before investing. The analyses, opinions,
and certain of the investment themes and processes referenced herein represent the views of the
portfolio manager(s) as of the date indicated. These, as well as the portfolio holdings and
characteristics shown, are subject to change. There can be no assurance that developments will
transpire as may be forecasted in this material. The analyses and opinions expressed by external
third parties are independent and does not necessarily reflect those of Natixis Investment Managers.
Past performance information presented is not indicative of future performance.
Although Natixis Investment Managers believes the information provided in this material to be reliable,
including that from third party sources, it does not guarantee the accuracy, adequacy, or
completeness of such information. This material may not be distributed, published, or reproduced, in
whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.
Natixis Investment Managers may decide to terminate its marketing arrangements for this fund in
accordance with the relevant legislation.
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