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Fed to push towards policy normalisation despite Omicron
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The current surge in Omicron cases across the globe seems to put not only health care
services under further pressure but also many businesses as large numbers of employees
report sick. The negative economic impact from this wave, however, should be more limited than that of previous waves as corporates and households increasingly adapt better
to the new realities of the ongoing pandemic. Therefore, we don’t believe that Omicron will
lead to a delay of monetary policy normalization in the US or other countries. As the
minutes of its December meeting show, the Fed seems determined to push ahead towards
neutralising their policy stance as inflationary pressures continue to be a worry.
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Fixed Income: Under its new average inflation targeting framework, the Fed will start to
tighten policy at a more advanced stage of the cycle, that is, when momentum in the manufacturing sec-tor is already moderating. Historical relationships between changes in the
ISM and 10y Treasury yields suggest that even during rate hike cycles, long -term yields
increasingly struggle to rise when manufacturing momentum starts to turn negative.
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in 2021 and add to headwinds from rising rates.
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Global macro
Omicron unlikely to stop the Fed from normalising policy
Raphael Olszyna-Marzys
International Economist
raphael.olszyna-marzys@jsafrasarasin.com
+41 58 317 32 69

Despite dramatically surging Omicron cases across the globe, case fatality rates remain
below previous waves. The negative economic impact from this wave should also be
more limited as societies adapt better from one wave to another. As a result, central
banks, and in particular the Fed, will most probably push ahead towards neutralising
their policy stance.

Omicron cases are surging across the world

Omicron cases are surging across the world, with infection rates reaching one record high
after another, putting not only further stress on the health care system but also on many
other businesses as many employees report sick. Nonetheless, there have also been encouraging news: New cases in South Africa, where the variant was first identified, have
fallen almost as rapidly as they have shot up (Exhibit 1). And the new st rain seems to less
often require patients to be treated in hospitals’ intensive care units. While hospitalisations are likely to increase further, as of now, the number of people being treated in hospitals is about half of those during the last winter peak, despite three times as many daily
infections as there were back then (Exhibit 2).

The economic impact from this COVID wave is
likely to be less severe than the previous ones

So what does it mean for the macro outlook? This new wave will almost certainly have a
negative impact on economic activity, but it will probably be less severe than under the
previous waves. Google mobility data shows that people have reverted back to working
from home, but footfall to shops and leisure activities have fallen by less. And there are
tentative signs that more people in recent days feel safe enough to re-engage in social
activities (Exhibit 3). Still, quarantine requirements imply that some sectors will be disrupted, particularly those where remote working is difficult – such as travel. The impact
from quarantines are likely to be much worse in China, where the government is still pursuing a zero-COVID strategy. Renewed disruptions to global supply chains in this first quarter, and the associated impact on prices of traded goods, are therefore highly likely.

Given the inflation backdrop, central banks
and in particular the Fed will aim to remove
monetary accommodation

If this new COVID-19 wave ends up being less disruptive than the previous ones, as we
expect, the normalisation of monetary policy is unlikely to be delayed. As the Fed’s latest
minutes show, inflation has become the main concern of central bankers and they are
eager to get policy to a neutral stance as rapidly as markets will allow them.

Exhibit 1: Rapidly falling cases in South Africa

Exhibit 2: NHS ICUs have been spared, so far

Source: Macrobond, Bank J. Safra Sarasin, 06.01.2022
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Source: Macrobond, Bank J. Safra Sarasin, 06.01.2022

Exhibit 3: Remote working but still going out

Source: Macrobond, Bank J. Safra Sarasin, 06.01.2022
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US fixed income
The ISM manufacturing index and US 10y yields
Alex Rohner
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Under its new average inflation targeting framework, the Fed will start to tighten policy
at a more advanced stage of the cycle. Historical relationships between changes in the
ISM and 10y Treasury yields suggest that even during rate hike cycles long -term yields
increasingly struggle to rise when manufacturing momentum starts to turn negative.
While the next few months will likely see somewhat higher bond yields as the Fed accelerates its policy tightening, a subsequent more meaningful drop of 6-month changes
into negative territory would raise the attractiveness of long-term Treasuries.

There is a clear pattern between macro momentum and 10y bond yields

Under its average inflation targeting framework, the Fed will start to hike rates at a more
advanced stage of the cycle

When commenting on the likely trajectory for US bond yields, we have frequently noted
that the US is past peak growth and that economic momentum will likely moderate over
coming quarters. This is important since financial markets are usually focused on what is
happening at the margin rather than looking at (strong) absolute numbers. It turns out that
the first derivative of the ISM manufacturing index (measured here with 6-month changes)
has a strong correlation with 6-month changes in US Treasury yields. This is intuitive since
economic cycles tend to first moderate and then weaken after hitting a peak, and 10y
bond yields - through expected Fed policy - are also closely related to the cycle (Exhibit 1).
The above correlation is highly significant since the current interest rate cycle differs from
previous ones, mainly due to the fact that the Fed will start to hike rates at a more advanced stage of the cycle, that is, when chances are rising that the momentum in the
manufacturing sector will weaken (expressed by decreasing 6 month changes in the ISM).
A look at the historical relationship during times when the Fed did tighten policy reveals
that 10y Treasury yields increasingly struggle to rise once manufacturing momentum
starts to turn negative. The rise in short-term rates is still enough to push up long-term
rates somewhat when momentum is close to zero, but once 6-month changes turn more
meaningfully negative, 10y yields even start to fall (Exhibit 2).

Exhibit 1: Long-standing correlation between manufacturing and yields
15.0
10.0
5.0

6m change 10y UST
1.5

1.5

1.0

0.5

0.0

-0.5

-5.0

0.5
0.0
-0.5
-1.0

-10.0
-15.0
2007

Exhibit 2: A neat pattern during times of Fed policy tightening
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Wait for macro momentum to turn more
meaningfully negative
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Recent work we have done on the potential ISM trajectory over the next three to six months
suggests continued elevated levels, implying a close to zero momentum over that period.
As the Fed is now accelerating policy tightening, there is probably some more upside for
long-term Treasury yields over the next few months. However, a subsequent more meaningful drop of 6-month changes into negative territory would indicate an increasing attractiveness of long-term Treasuries.
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US equities
Q4 earnings preview
Wolf von Rotberg
Equity Strategist
wolf.vonrotberg@jsafrasarasin.com
+41 58 317 30 20

The Q4 earnings season will kick off next week with US financial heavyweights in focus.
Consensus expectations for S&P 500 EPS growth are quite moderate (17% yoy, -5% qoq)
and should be beaten comfortably, although margins are likely to remain below Q3’s
record levels. Strong results are expected for energy, given that oil prices have recovered
in the fourth quarter. Tech will likely receive a lot of attention, as disappointing results
could lead the market to question the strong expansion of valuations in 2021 and add
to headwinds from rising rates. Major tech names will be reporting after 24 January.

Q4 reporting will kick off next week, with the
majority of reports over the coming 3 weeks

The Q4 earnings season in the US will kick off next week, with the majority of companies
reporting by the end of the month (Exhibit 1). Consensus expects another quarter of double-digit EPS growth when compared to the fourth quarter of 2020. Considering the rise
in earnings throughout 2021, however, the projected 17% expansion does not appear
overly ambitious. On a quarter-over-quarter basis, earnings are even expected to decline
by 5% (Exhibit 2).

Exhibit 1: US Q4 reporting is starting next week

Exhibit 2: Consensus expectations are moderate
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Q4 earnings should comfortably beat consensus expectations

This compares to third quarter earnings which were also projected to drop (qoq) at the
beginning of the season, only to come in about 10% above consensus expectations and
grow by 2% qoq. Can the same earnings surprise be expected for the fourth quarter? We
think yes, or at least a positive EPS growth number appears likely. Reported earnings h ave
comfortably exceeded consensus expectations in 2021. Gross beats followed the sharp
acceleration in the macro data, with both peaking in Q2 2021. Although macro momentum
has slowed considerably into the fourth quarter, it has still been positive throug hout Q4,
implying a gross beat rate well above 50% (Exhibit 3), probably above 60% and closer to
70%. As a result, earnings should have risen further in Q4.

Net income margins are set to be solid again
after record Q3 levels

More impressive than beat rates in 2021, has been the surge in margins. Net income
margins (ex-financials) in the US reached an all-time high of 13% in the third quarter,
countering fears that rising input costs would weigh on profits. Another reading of this
data would suggest that much of the inflationary pressure the US economy is currently
experiencing is also demand- rather than only supply-driven. If supply bottlenecks were
the sole issue, margins would most likely have taken a hit. It is also the case that margins
tend to move in line with the prices paid component of the ISM (non-manufacturing). Given
that this should be a reflection of input prices, it may first come as a surprise to observe
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such a strong, positive correlation. Yet again, input prices appear to be much more a fu nction of demand than anything else, thus the positive correlation. Consequently, the drop
in the ISM’s Q4 prices paid component indicates that margins should be somewhat below
Q3’s record margin levels, but remain well above long-term averages (Exhibit 5).

Exhibit 4: Margins are set to remain elevated
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Tech will be in focus given stretched valuations
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The only sector which is expected to see a margin expansion is energy. Given the close
correlation with oil prices and the fact that these have risen by 7% in Q4, higher margins
would not come as a surprise. Tech faces the biggest downside risk, in our view, as expectations for earnings remain quite elevated, reflected by the sharp decoupling between relative earnings and relative performance in 2021. Disappointing results could put the sector’s high valuations into question and add to the current headwinds from rising real rates.

Exhibit 5: Consensus projects margin expansion for energy

Exhibit 6: Tech is priced for an optimistic earnings scenario
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Economic Calendar
Week of 10/01 – 14/01/2022
Country

Time

Item

Consensus
Forecast Prev.

Date

Unit

Monday, 10.01.2022
EU
10:30 Sentix Investor Confidence

Jan

Index

--

13.5

Tuesday, 11.01.2022
US
12:00 NFIB Small Business Optimism

Dec

Index

98.8

98.4

Jano07 wow
Dec
mom
Dec
yoy

-0.50%
5.40%

-5.60%
0.50%
4.90%

Thursday, 13.01.2022
US
14:30 Initial Jobless Claims
14:30 PPI Ex Food and Energy MoM
14:30 PPI Ex Food and Energy YoY

Jan08 1'000
Dec
mom
Dec
yoy

-0.40%
8.00%

207k
0.70%
7.70%

Friday, 14.01.2022
US
14:30 Retail Sales Control Group
15:15 Capacity Utilisation
16:00 U. of Mich. 5-10 Yr Inflation

Dec
Dec
Jan

Wednesday, 12.01.2022
US
13:00 MBA Mortgage Applications
14:30 CPI Ex Food and Energy MoM
14:30 CPI Ex Food and Energy YoY
20:00 US Federal Reserve Beige Book

mom
%
%

-- -0.10%
77.00% 76.80%
-- 2.90%

Source: Bloomberg, J. Safra Sarasin as of 06.01.2022
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Market Performance
Global Markets in Local Currencies
Government Bonds
Swiss Eidgenosse 10 year (%)
German Bund 10 year (%)
UK Gilt 10 year (%)
US Treasury 10 year (%)
French OAT - Bund, spread (bp)
Italian BTP - Bund, spread (bp)
Stock Markets

Current value

Δ 1W

Δ YTD

TR YTD in %

-0.02
-0.06
1.16
1.73
33
135

12
12
19
22
-4
0

53
51
94
81
10
24

-0.9
-0.6
-1.4
-1.8

Level

P/E ratio

1W TR in %

TR YTD in %

12’792
16’052
872
8’790
4’325
2’104
4’696
15’765
1’217

18.3
14.4
11.4
13.3
15.5
12.3
21.4
28.1
11.7

-1.0
1.3
1.4
1.4
0.5
0.9
-1.7
-4.0
-0.5

-0.6
1.1
1.4
0.9
0.7
1.1
-1.4
-3.4
-1.2

Forex - Crossrates

Level

3M implied
volatility

1W in %

YTD in %

USD-CHF
EUR-CHF
GBP-CHF
EUR-USD
GBP-USD
USD-JPY
EUR-GBP
EUR-SEK
EUR-NOK

0.92
1.04
1.25
1.13
1.35
115.9
0.83
10.33
10.04

6.0
4.4
6.1
5.6
6.3
6.1
5.3
5.7
8.8

0.9
0.3
1.1
-0.6
0.0
0.7
-0.8
0.3
0.2

4.5
-4.0
3.8
-8.1
-0.6
12.3
-7.5
2.4
-4.4

Commodities

Level

3M realised
volatility

1W in %

YTD in %

Bloomberg Commodity Index
Brent crude oil - USD / barrel
Gold bullion - USD / Troy ounce

101
82
1’788

16.5
33.0
10.0

0.8
4.8
-1.4

30.2
61.9
-5.6

SMI - Switzerland
DAX - Germany
MSCI Italy
IBEX - Spain
DJ Euro Stoxx 50 - Eurozone
MSCI UK
S&P 500 - USA
Nasdaq 100 - USA
MSCI Emerging Markets

Source: J. Safra Sarasin, Bloomberg as of 06.01.2022
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Important legal Information
This document has been prepared by Bank J. Safra Sarasin Ltd (“Bank”) for information purposes only. It is not the result of financial research
conducted. Therefore, the “Directives on the Independence of Financial Research” of the Swiss Bankers Association do not apply to this document.
This document is based on publicly available information and data (“the Information”) believed to be correct, accurate and complete. The Bank
has not verified and is unable to guarantee the accuracy and completeness of the Information contained herein. Possible errors or incompleteness of the Information do not constitute legal grounds (contractual or tacit) for liability, either with regard to direct, indirect or consequential
damages. In particular, neither the Bank nor its shareholders and employees shall be liable for the views contained in this document. Third
party data providers make no warranties or representations of any kind relating to the accuracy, completeness or timeliness of the data provided and shall have no liability for any damages of any kind relating to such data.
This document does not constitute a request or offer, solicitation or recommendation to buy or sell investment instruments or services. It should
not be considered as a substitute for individual advice and risk disclosure by a qualified financial, legal or tax advisor. You are reminded to read
all relevant documentation before making any investment, including risk warnings, and to seek any specialist financial or tax advice that you
need. You are not permitted to pass this document on to others, apart from your professional advisers. If you have received it in error please
return or destroy it.
Past performance is no indication of current or future performance. Investments in foreign currencies are subject to exchange rate fluctuations.
Exchange rate risk will apply if the investor’s reference currency is not the same as the investment currency. Information containing forecasts
are intended for information purpose only and are neither projections nor guarantees for future results and could differ significantly for various
reasons from actual performance. The views and opinions contained in this document, along with the quoted figures, data and forecasts, may
be subject to change without notice. There is no obligation on the part of Bank or any other person to update the content of this document. The
Bank does not accept any liability whatsoever for losses arising from the use of the Information (or parts thereof) contained in this document.
Neither this document nor any copy thereof may be sent to or taken into the United States or distributed in the United States or to a US person.
This information is not directed to any person in any jurisdiction where (by reason of that person’s nationality, residence or otherwise) such
distribution is prohibited and may only be distributed in countries where its distribution is legally permitted.
Bloomberg
“Bloomberg®” and the referenced Bloomberg Index/Indices are service marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg
Index Services Limited (“BISL”), the administrator of the index (collectively, “Bloomberg”) and have been licensed for use for certain purposes
by Bank J. Safra Sarasin Ltd. Bloomberg is not affiliated with Bank J. Safra Sarasin Ltd, and Bloomberg does not approve, endorse, review, or
recommend the financial instrument(s) mentioned in this publication. Bloomberg does not guarantee the timeliness, accurateness, or completeness of any data or information relating to the financial instrument(s) mentioned in this publication.
ICE Data Indices
Source ICE Data Indices, LLC (“ICE DATA”), is used with permission. ICE Data, its affiliates and their respective third party suppliers disclaim
any and all warranties and representations, express and/or implied, including any warranties of merchantability or fitness for a particular purpose or use, including the indices, index data and any data included in, related to, or derived therefrom. Neither ICE Data, its affiliates or their
respective third party providers shall not be subject to any damages or liability with respect to the adequacy, accuracy, timeliness or completeness of the indices or the index data or any component thereof, and the indices and index data and all components thereof are provided on an
“as is” basis and your use is at your own risk. ICE Data, its affiliates and their respective third party suppliers do not sponsor, endorse, or
recommend Bank J. Safra Sarasin Ltd, or any of its products or services.
J.P. Morgan
Information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness or accuracy. The Index
is used with permission. The Index may not be copied, used, or distributed without J.P. Morgan’s prior written approval. Copyright 2020, J.P.
Morgan Chase & Co. All rights reserved.
MSCI Indices
Source: MSCI. The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not
be used as a basis for or a component of any financial instruments or products or indices. None of the MSCI information is intended to constitute
investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such.
Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The
MSCI information is provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information.
MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively,
the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, time-
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liness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without
limitation, lost profits) or any other damages. (www.msci.com)
SMI
SIX Swiss Exchange AG (“SIX Swiss Exchange”) is the source of SMI Indices® and the data comprised therein. SIX Swiss Exchange has not
been involved in any way in the creation of any reported information and does not give any warranty and excludes any liability whatsoever
(whether in negligence or otherwise) – including without limitation for the accuracy, adequateness, correctness, completeness, timeliness, and
fitness for any purpose – with respect to any reported information or in relation to any errors, omissions or interruptions in the SMI Indices® or
its data. Any dissemination or further distribution of any such information pertaining to SIX Swiss Exchange is prohibited.
Distribution Information
Unless stated otherwise this document is distributed by Bank J. Safra Sarasin Ltd (Switzerland).
The Bahamas: This publication is circulated to private clients of Bank J. Safra Sarasin (Bahamas) Ltd, and is not intended for circulation to
nationals or citizens of The Bahamas or a person deemed ‘resident’ in The Bahamas for the purposes of exchange control by the Central Bank
of The Bahamas.
Dubai International Financial Centre (DIFC): This material is intended to be distributed by Bank J. Safra Sarasin Asset Management (Middle
East) Ltd [“BJSSAM”] in DIFC to professional clients as defined by the Dubai Financial Services Authority (DFSA). BJSSAM is duly authorised
and regulated by DFSA. If you do not understand the contents of this document, you should consult an authorised financial adviser. This material
may also include Funds which are not subject to any form of regulation or approval by the Dubai Financial Services Authority (“DFSA”). The
DFSA has no responsibility for reviewing or verifying any Issuing Document or other documents in connection with these Funds. Accordingly,
the DFSA has not approved the Issuing Document or any other associated documents nor taken any steps to verify the information set out in
the Issuing Document, and has no responsibility for it. The Units to which the Issuing Document relates may be illiquid and/or subject to restrictions on their resale. Prospective purchasers should conduct their own due diligence on the Units.
Germany: This marketing publication/information is being distributed in Germany by J. Safra Sarasin (Deutschland) GmbH, Kirchnerstraße 68, 60311 Frankfurt am Main, for information purposes only and does not lodge claim to completeness of product characteristics. Insofar as
information on investment funds is contained in this publication, any product documents are available on request free of charge from J. Safra
Sarasin (Deutschland) GmbH, Kirchnerstraße 6-8, 60311 Frankfurt am Main in English and German language. To the extent that indicative
investment options or portfolio structures are included, the following applies: The indicative investment options or portfolio structures presented in these documents and the underlying model calculations are based on the information and data provided to us in the context of the
asset advisory discussion, and we have not checked them for accuracy or completeness. The indicative investment option/portfolio structure
described here is thus intended as a guide and does not make any claim to comprehensive suitability but aims to inform you about the general
possibilities that an investment entails. In order to provide you with a final investment recommendation that is tailored to your specific situation,
we need further information, in particular on your investment goals, risk tolerance, experience and knowledge of financial services and products
and your financial situation. This publication is intended to be distributed by J. Safra Sarasin (Deutschland) GmbH, Kirchnerstraße 6-8, 60311
Frankfurt am Main to clients domiciled or having their registered office in Germany and is directed exclusively at institutional clients who intend
to conclude investment business exclusively as entrepreneurs for commercial purposes. This clientele is limited to credit and financial services
institutions, capital management companies and insurance companies, provided that they have the necessary permission for the business
operation and are subject to supervision, as well as medium and large corporations within the meaning of the German Commercial Code (section 267 (2) and (3) HGB).
Gibraltar: This marketing document is distributed from Gibraltar by Bank J. Safra Sarasin (Gibraltar) Ltd, First Floor Neptune House, Marina Bay,
Gibraltar to its clients and prospects. Bank J. Safra Sarasin (Gibraltar) Ltd whose Registered Office is 57/63 Line Wall Road, Gibraltar offers
wealth and investment management products and services to its clients and prospects. Incorporated in Gibraltar with registration number
82334. Bank J. Safra Sarasin (Gibraltar) Ltd is authorised and regulated by the Gibraltar Financial Services Commission. Telephone calls may
be recorded. Your personal data will be handled in accordance with our Data and Privacy Statement. Where this publication is provided to you
by Bank J. Safra Sarasin (Gibraltar) Limited: This document is approved as a marketing communication for the purposes of the Financial Services Act 2019. Nothing in this document is intended to exclude or restrict any liability that we owe to you under the regulatory system that
applies to us, and in the event of conflict, any contrary indication is overridden. You are reminded to read all relevant documentation before
making any investment, including risk warnings, and to seek any specialist financial or tax advice that you need. You are not permitted to pass
this document on to others, apart from your professional advisers. If you have received it in error please return or destroy it.
Hong Kong: This document is disseminated by Bank J. Safra Sarasin Ltd, Hong Kong Branch in Hong Kong. Bank J. Safra Sarasin Ltd, Hong
Kong Branch is a licensed bank under the Hong Kong Banking Ordinance (Cap. 155 of the laws of Hong Kong) and a registered institution under
the Securities and Futures Ordinance (cap. 571 of the laws of Hong Kong).

9 | Cross-Asset Weekly

Cross-Asset Weekly
07 January 2022
Luxemburg: This publication is distributed in Luxembourg by Banque J. Safra Sarasin (Luxembourg) SA (the “Luxembourg Bank”), having its
registered office at 17-21, Boulevard Joseph II, L-1840 Luxembourg, and being subject to the supervision of the Commission de Surveillance
du Secteur financier – CSSF. The Luxembourg Bank merely agrees to make this document available to its clients in Luxembourg and is not the
author of this document. This document shall not be construed as a personal recommendation as regards the financial instruments or products
or the investment strategies mentioned therein, nor shall it be construed as and does not constitute an invitation to enter into a portfolio
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