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"WILL THE UNITED STATES BE SPARED FROM WAR?" 

 Conflict in Ukraine dampens global growth and adds to inflationary pressures 

 US companies and households are not immune 

 Equities and high yield bonds suffer in favour of defensive assets 

 As long as the capitulation phase has not taken place, watch out for bull traps 

 

 

 CHART OF THE WEEK: "The underperformance of equities is not over" 

 

FINANCIAL MARKETS ANALYSIS 

According to Jerome Powell, President of the Federal Reserve (Fed), the consequences of the war in 

Ukraine will be "very uncertain" for the US economy. He talks about potential additional pressure on 

prices and the possibility that this will weigh on economic activity. This narrative of uncertainty has the 

merit of honesty, as quantifying the impact of a war is very difficult. On the other hand, it gives an 

exaggerated impression of optimism, suggesting that the United States may be only slightly affected by 

the situation. Nevertheless, it is "certain" that the shock will be strongly negative. The war comes at a 
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time when the US is emerging from the Covid-19 pandemic, when supply shortages are already causing 

slower growth and inflationary pressures, and when the Biden administration has very little room to 

deliver a new fiscal package. 

 

As a result of the war, Ukraine will no longer be able to produce and export as many raw materials as 

before: cereals, animal proteins, etc. As for Russia, the application of Western sanctions will prevent it 

from selling its fossil fuels, fertilisers and other intermediate goods around the world. This situation will 

lead to an additional supply shortage and will favour a situation of stagflation, combining economic 

stagnation with high inflation.  

 

The United States may be far from the conflict zone, but in a globalised world, its economy will suffer 

almost as much as the countries of Western Europe or the Middle East. This stagflationary situation will 

hit households hard, especially the poorest ones: those who consume staple goods and services and 

whose marginal propensity to consume is high. US households had already been slowing down their 

purchases in recent months, as their wages were not rising as fast as prices (see Fig. 2). Now, their 

confidence is at an all-time low. The last time the index compiled by the University of Michigan was this 

low, during the second oil shock in 1979, the subprime crisis and the European debt crisis, private 

consumption contracted sharply (see Fig. 3). This component accounts for 70% of US Gross Domestic 

Product (GDP), which itself represents 24% of global economic activity. Investors make no mistake: if the 

American consumer coughs, the world economy catches a cold.  

 

Fig. 2 - Annual wage growth in the US Fig. 3 - Consumer confidence in the US 
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On the stock markets, between 24 February and 14 March, European markets corrected significantly more 

than Wall Street (see Fig. 4). However, US companies are internationally oriented. They will suffer almost 

as much as others from the global economic slowdown, inflationary pressure, and their lack of pricing 

power. Over the past week, the performance gap between the Euro Stoxx and the US S&P 500 has been 

narrowing. The widespread market rally, driven by short covering, is a major factor, but let's hope that 

investors also take into account the recessionary impact on US stocks.  

Source: Bloomberg, Atlantic Financial Group Source: Bloomberg, Atlantic Financial Group 
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Fig. 4 - Main equity indices in Europe and the United States 

   

 

On the bond markets, the performance of Treasuries will be linked to growth and inflation expectations 

but also, this time more than usual, to the next statements by the members of the Federal Reserve (Fed). 

If they consider easing US monetary policy, foregoing rate hikes and quantitative tightening as much as 

initially planned before the war, sovereign bonds will perform well. On the day when investors believe 

that the monetary policy mistake will be stopped, the yield curve may even attempt a promising 

steepening. It is still a bit early (see Fig. 5). 

 

Fig. 5 - US sovereign bonds Fig. 6 - US high yield bonds 
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The outlook for high yield corporate bonds is much less positive. Given the level of leading business 

indicators and the associated increasing risk of bankruptcies, credit spreads are set to widen further. They 

could reach 700 basis points, up from 430 today and 230 just nine months ago (see Fig. 6).  

 

In terms of asset allocation, economic slowdowns are associated with a marked outperformance of 

sovereign bonds relative to equities (see Chart of the Week). On the one hand, fixed income securities 

are benefiting from expectations of a more accommodative monetary policy. On the other hand, equity 

valuation multiples are falling as corporate earnings decline. 2022 will be no exception. In our scenario, 

unveiled last November, we anticipated a -22% bear market this year. This was based on a traditional 

hypothesis with no monetary policy mistake and no war in Europe. Depending on the impact that these 

two parameters will have on business, household and investor confidence, the bear market could easily 

reach -35%, taking the S&P 500 index to USD 3,200 by the end of the summer.  

 

Fig. 7 - Private investors' equity allocation Fig. 8 - Private investors' bond allocation 

  

 

This bear market could evolve in a very classic way for a late economic cycle, like the one recorded after 

the internet bubble. It should last for several quarters and come in successive waves. Each wave will 

serve as a bull trap until the less experienced investors capitulate. Private investors, who historically have 

never held so many equities and so few bonds in their portfolios (see Figs. 7 & 8), will take time to return 

to a balanced allocation. This wait-and-see behaviour is the result of their recent Fears Of Missing Out 

(FOMO) on the bull market and their belief that There Is No Alternative (TINA) to stocks. 

 

Conclusion: 

Our analysis leads to the conclusion that the stock market trough has not yet been reached, as it is not only 

related to the war in Ukraine. The bear market is the consequence of a cyclical slowdown, high inflation, 

monetary policy mistake and high valuations. Nevertheless, there are many ways to take advantage of it, 

whether it is through reallocation of assets in portfolios, positioning towards defensive sectors or value 

stocks, or through investment structures that take advantage of this peak in volatility, for example.  

Source: BofA, Atlantic Financial Group Source: BofA, Atlantic Financial Group 
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RETURN ON FINANCIAL ASSETS 

 

 

Markets Performances

(local currencies)

Last 

Price

Momentum 

Indicator (RSI)
1-Week (%) 1-Month (%)

2022

Year-to-Date (%)
2021 (%) 2020 (%)

Equities
World (MSCI) 701.5         55.50 5.8% -0.1% -6.7% 19.0% 16.9%
USA (S&P 500) 4 463          57.24 6.2% 2.8% -6.1% 28.7% 18.4%
USA (Dow Jones) 34 755       58.66 5.5% 2.2% -3.9% 20.9% 9.7%
USA (Nasdaq) 13 894       55.57 8.2% 2.6% -11.0% 22.2% 45.1%
Euro Area (DJ EuroStoxx) 434.4         52.77 6.1% -3.8% -9.1% 23.5% 0.8%
UK (FTSE 100) 7 405          54.16 3.6% -0.7% 1.3% 18.4% -11.4%
Switzerland (SMI) 12 185       59.11 6.5% 2.6% -4.3% 23.7% 4.3%
Japan (Nikkei) 26 827       55.31 6.6% -1.0% -6.8% 6.7% 18.3%

Emerging (MSCI) 1 123          45.89 3.5% -8.6% -8.6% -2.3% 18.8%
Brasil (IBOVESPA) 115 311     59.05 3.2% 2.2% 10.0% -11.9% 2.9%
Russia (MOEX) 2 470          31.35 -27.2% -24.2% -34.4% 21.9% 14.8%
India (SENSEX) 57 395       57.09 4.3% 0.0% -0.5% 23.2% 17.2%
China (CSI) 4 259          41.68 -0.9% -8.3% -13.7% -3.5% 29.9%

Communication Serv. (MSCI World) 97.59         51.86 5.8% -1.0% -11.4% 10.9% 24.2%
Consumer Discret. (MSCI World) 356.9         53.52 8.8% -3.4% -12.9% 9.2% 37.0%
Consumer Staples (MSCI World) 274.4         49.57 4.2% -3.6% -5.6% 11.7% 8.8%
Energy (MSCI World) 216.8         49.58 -1.9% -0.2% 15.8% 37.5% -27.7%
Financials (MSCI World) 149.1         54.71 6.2% -3.0% -0.5% 25.1% -3.1%
Health Care (MSCI World) 351.6         64.35 6.1% 5.8% -4.3% 18.0% 15.4%
Industrials (MSCI World) 311.8         59.11 5.2% 2.1% -5.8% 16.6% 11.8%
Info. Tech. (MSCI World) 503.4         54.31 7.7% 0.7% -12.2% 27.6% 46.2%
Materials (MSCI World) 361.3         55.35 3.1% 0.8% 0.0% 15.4% 21.6%
Real Estate (MSCI World) 217.4         56.45 3.4% 1.7% -6.9% 23.6% -5.7%
Utilities (MSCI World) 157.0         55.72 1.0% 2.6% -3.0% 11.1% 4.8%

Bonds (FTSE)
USA (7-10 Yr) 2.18% 39.57 -1.2% -1.3% -4.6% -2.4% 9.3%
Euro Area (7-10 Yr) 0.83% 39.72 -0.3% -0.8% -4.5% -2.9% 4.5%
Germany (7-10 Yr) 0.40% 38.73 -0.7% -1.1% -3.7% -2.7% 3.0%
UK (7-10 Yr) 1.50% 48.19 0.4% -0.4% -3.5% -4.9% 5.4%
Switzerland (7-10 Yr) 0.40% 38.37 -0.1% -1.2% -4.2% -2.3% 0.4%
Japan (5-10 Yr) 0.21% 41.56 -0.2% 0.1% -0.9% 0.0% -0.1%
Emerging (5-10 Yr) 6.05% 38.10 1.6% -5.7% -10.1% -2.3% 5.2%

USA (IG Corp.) 3.50% 41.98 1.8% -1.8% -7.4% -1.0% 9.9%
Euro Area (IG Corp.) 1.46% 36.90 0.4% -1.4% -4.7% -1.0% 2.8%
Emerging (IG Corp.) 6.36% 26.44 1.3% -7.3% -10.9% -3.0% 8.1%

USA (HY Corp.) 6.13% 42.68 1.4% -0.8% -5.1% 5.3% 7.1%
Euro Area (HY Corp.) 5.28% 44.17 0.8% -1.1% -4.7% 3.4% 2.3%
Emerging (HY Corp.) 8.97% 41.97 1.8% -5.1% -7.9% -3.2% 4.3%

World (Convertibles) 404.8         52.59 3.2% -0.6% -7.6% 2.4% 38.8%
USA (Convertibles) 546.3         54.20 4.0% 1.0% -7.9% 3.1% 54.5%
Euro Area (Convertibles) 3 802          50.72 1.8% -1.3% -7.4% -0.3% 6.1%
Switzerland (Convertibles) 180.1         33.44 0.1% -1.3% -3.1% -0.5% 0.5%
Japan (Convertibles) 197.6         55.52 1.2% -0.2% -1.6% 3.3% 2.8%

Hedge Funds (Crédit Suisse)
Hedge Funds Indus. 726.7         67.40 n.a. 0.4% n.a. 8.2% 6.4%
Distressed 966.8         71.88 n.a. 0.3% n.a. 12.5% 3.8%
Event Driven 812.3         65.99 n.a. -0.4% n.a. 12.9% 7.0%
Fixed Income 393.5         71.26 n.a. -0.6% n.a. 5.2% 3.6%
Global Macro 1 205.0      76.77 n.a. 3.3% n.a. 9.6% 6.5%
Long/Short 927.5         55.76 n.a. -1.4% n.a. 8.3% 7.9%
CTA's 341.6         68.22 n.a. 2.1% n.a. 8.2% 1.9%
Market Neutral 290.1         65.32 n.a. 0.5% n.a. 6.2% 1.7%
Multi-Strategy 696.9         71.98 n.a. 2.0% n.a. 7.0% 5.6%

Volatility
VIX 25.28         40.47 -22.4% -14.0% 38.6% -24.3% 65.1%
VSTOXX 29.90         42.23 -27.7% -4.4% 55.2% -17.6% 67.5%

Commodities
Commodities (CRB) 625.8         n.a. -0.4% 3.9% 8.2% 30.3% 10.5%
Gold (Troy Ounce) 1 924          50.09 -1.4% 0.9% 5.2% -3.6% 25.1%
Oil (WTI, Barrel) 104.70       54.07 1.6% 15.0% 36.0% 58.7% -20.5%
Oil (Brent, Barrel) 115.04       56.66 -4.0% 16.8% 44.5% 51.4% -23.0%

Currencies (vs USD)
USD (Dollar Index) 98.315       56.27 -0.7% 2.4% 2.8% 6.4% -6.7%
EUR 1.1051       45.75 1.0% -2.3% -2.8% -7.5% 9.7%
JPY 119.21       22.89 -0.9% -3.7% -3.5% -10.2% 5.1%
GBP 1.3159       41.30 1.2% -3.3% -2.8% -1.0% 3.1%
AUD 0.7389       59.91 2.8% 2.8% 1.7% -5.6% 9.6%
CAD 1.2609       58.17 1.7% 1.1% 0.2% 0.7% 2.1%
CHF 0.9341       43.32 0.5% -1.9% -2.3% -3.0% 9.4%
CNY 6.3643       39.67 0.0% -0.5% -0.1% 2.7% 6.7%
MXN 20.403       58.36 2.5% -0.5% 0.6% -3.0% -5.0%
EM (Emerging Index) 1 724.4      49.72 0.8% -1.5% -0.6% 0.9% 3.3%

Source: Bloomberg, Atlantic Financial Group Total Return by asset class (Negative \ Positive Performance)
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DISCLAIMER 

This document is issued by Atlantic Financial Group (hereinafter “Atlantic”). It is not intended for distribution, publication, or use in any jurisdiction where 

such distribution, publication, or use would be unlawful, nor is it aimed at any person or entity to whom it would be unlawful to address such a document. 

This document is provided for information purposes only. It does not constitute an offer or a recommendation to subscribe to, purchase, sell or hold any 

security or financial instrument. It contains the opinions of Atlantic, as at the date of issue. These opinions and the information herein contained do not take 

into account an individual’s specific circumstances, objectives, or needs. No representation is made that any investment or strategy is suitable or appropriate 

to individual circumstances or that any investment or strategy constitutes a personal recommendation to any investor. Each investor must make his/her own 

independent decisions regarding any securities or financial instruments mentioned herein. Tax treatment depends on the individual circumstances of each 

client and may be subject to change in the future. Atlantic does not provide tax advice. Therefore, you must verify the above and all other information provided 

in the document or otherwise review it with your external tax advisors. 

Investment are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her investment advisor and, where necessary, 

obtain independent professional advice in respect of risks, as well as any legal, regulatory, credit, tax, and accounting consequences. The information and 

analysis contained herein are based on sources considered to be reliable. However, Atlantic does not guarantee the timeliness, accuracy, or completeness of 

the information contained in this document, nor does it accept any liability for any loss or damage resulting from its use. All information and opinions as well 

as the prices, market valuations and calculations indicated herein may change without notice. Past performance is no guarantee of current or future returns, 

and the investor may receive back less than he invested. The investments mentioned in this document may carry risks that are difficult to quantify and integrate 

into an investment assessment. In general, products such as equities, bonds, securities lending, forex, or money market instruments bear risks, which are 

higher in the case of derivative, structured, and private equity products; these are aimed solely at investors who are able to understand their nature and 

characteristics and to and bear their associated risks. On request, Atlantic will be pleased to provide investors with more detailed information concerning risks 

associated with given instruments. 

The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates. These rates may fluctuate and 

adversely affect the value of the investment when it is realized and converted back into the investor’s base currency. The liquidity of an investment is subject 

to supply and demand. Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting 

in price volatility and making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such analysts attest 

that all of the opinions expressed accurately reflect their personal views about any given instruments. In order to ensure their independence, financial analysts 

are expressly prohibited from owning any securities that belong to the research universe they cover. Atlantic may hold positions in securities as referred to in 

this document for and on behalf of its clients and/or such securities may be included in the portfolios of investment funds as managed by Atlantic. 


