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   Topic of the week: The underlying factors behind the fall in 
European stock markets 

 The decline in European markets of around 3% in 2022 reflects an 
increase in risk aversion, given the announced monetary tightening 
and geopolitical uncertainties ; 

 High volatility hides a multitude of underlying trends and significant 
stylistic and sector rotations ; 

 The distribution policy, coupled with the “value” bias, are winning 
criteria. Uncertainty about margins weighs on the quality factor. The 
difficulties related to Brexit are also resurfacing on the British market. 

 
   Market review: The Ukraine crisis hit markets further 

   Chart of the week   

The yuan’s share in SWIFT transactions now 
exceeds that of the yen. 

The strong increase at the beginning of the year 
is related to the Regional Comprehensive 
Economic Partnership , which came into effect 
on January 1, 2022. It is the largest free trade 
agreement in the world, bringing together 15 
Asian countries, or 1/3 of the world’s GDP and 
population. 

China should take full advantage of this 
agreement by accelerating its trade with member 
countries. 

   Figure of the week

 Ukraine replaces monetary tightening as main source of volatility ; 

 Pullback in Bund yields, yield curve re-steepens sharply ; 

 Fund outflows continues across credit, high yield ; 

 Some signs of stability in sovereign spreads. 

25 
Source : Ostrum AM 

Ukraine and Russia taken together account for nearly 
25% of world grain exports, making them the world's 
largest exporters. A conflict in Ukraine would generate 
a rise in food prices which are already at high levels.  
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  Topic of the week 

 
The underlying 
factors behind the 
fall in stock markets 
 
The equity markets have fallen since the start 
of the year after a very strong run in 2021. The 
4Q 2021 earnings season is not the chief 
reason for the valuation adjustment. 
Monetary tightening recently announced by 
the ECB, pressure on profit margins, the 
return of Brexit uncertainties and the 
geopolitical situation are the sources of 
multiple investment trends impacting the 
broad European equity market. 
 

Aversion to both macro 
and geopolitical risks 
 
The year 2021 ended with a high performance for European 
stock markets. The Stoxx Europe 600 index returned 24.9%, 
including dividends, last year. Economic growth fueled by 
the deployment of fiscal stimulus plans and expansionary 
monetary policy have continuously supported valuation 
multiples. 
 
Market dynamics changed at the start of 2022 is reshuffling 
the cards. The hawkish pivot of Central banks in most 
Western economies exposed some fragilities in the equity 
market. The international political situation, with the 
heightened risk of war in Ukraine, has revived volatility on 
the financial markets. In addition, the energy price shock, 
linked to the ongoing tensions with Russia, amplifies the 
existing pressures on production costs and the global supply 
chain. Indeed, the increase in raw material prices, hiring 
difficulties or higher shipping costs are major obstacles to 
profit growth. The ability to maintain pricing power varies 
across sectors driving significant allocation shifts between 
equity factors. 
 
All of the above contribute to a significant increase in risk 
premiums. On the Stoxx Europe 600, based on various 
estimates, the risk premium was anywhere between 8.03% 
and 11.31% at the end of January. Compared to the 2021 
average, the risk premium is up sharply by 72 bp to 159 bp 
depending on the methodology used. 
 

 
 
The rise in risk premia is also reflected in equity derivatives 
markets by a greater asymmetry in implied volatility. The left 
skew of the distribution is characteristic of “normal” investor 
risk aversion. In 2022, the demand for hedging increased the 
volatility conditional on the fall in prices (which determines 
the price of this insurance). The asymmetry has increased 
well beyond the historical distribution over the last five years, 
which includes the pandemic shock. The extensive use of 
option hedging also avoided capital outflows from equity 
funds. Indeed, the high volatility in January did not lead to 
panic selling. On the contrary, flows to equity funds have 
indeed picked up. 
 

 
 

Monetary tightening and 
shareholder return policy 
 
On February 3, 2022, the ECB surprised investors by 
adopting a hawkish rhetoric following on from the Fed and 
other monetary authorities in developed countries. Inflation 
above 5% in January indeed justifies a gradual reduction in 
the current monetary stimulus. A rise in interest rates this 
year is no longer seems impossible. Money markets 
(represented by 3-month Euribor futures contracts) quickly 
priced in a scenario of two rate hikes, i.e. 50bp in total. 
Raising the deposit rate likely requires putting an end to 
asset purchase programs beforehand.  
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The excess liquidity associated with quantitative easing has 
played a big role in the expansion of multiples in the 
economic catch-up phase. Rising interest rates are, all other 
things being equal, a negative for equity valuations. The 
discount factor of future earnings or dividends increases, so 
that a decline in prices is necessary to keep the risk premium 
unchanged. It should be noted that the end of the CSPP will 
represent a direct increase in the cost of capital for European 
companies, which should raise equity risk premiums. 
 
Growth stocks, which valuation depend heavily on long-term 
earnings expectations, are more exposed to an increase in 
interest rates, especially as the term structure has 
steepened recently. The underperformance of growth stocks 
vis-à-vis the value group (usually defined as stocks trading 
at a discount to net assets) stems from this increase in long-
term rates in particular. Value stocks, almost by definition, 
represent low-duration assets (in the Macaulay sense). 
There is therefore a direct analogy with the bond world. This 
value trade also encompasses stocks distributing a high 
share part of their net income and whose activity depends 
directly on interest rates, such as banks and even insurance. 
 

 
 
The shareholder payout policy is clearly a differentiating 
factor currently. The index of stocks paying higher-than-
average dividends outperforms the European market by 
almost 8% so far in 2022. The potential for distribution 
remains significant so that dividend expectations are still 
pointing to the upside. Indeed, 8% growth in corporate 
earnings in Europe is expected in 2022. 
 
In addition, it appears that many European companies are 
willing to increase their share buyback programs, which will 
have an accretive effect on earnings per share over several 
years. The available cash does indeed provide room for 
maneuver in this area. 
 
Dividend futures also indicate upside potential. Dividend 
contracts for the Euro Stoxx 50 point to a likely return to 2019 
levels as early as this year. This would represent an increase 
in payouts of 11% compared to 2021 and 45% compared to 

the low point of 2020. 
 

 
  

The cycle factor 
 
The economic recovery has been very strong in the euro 
area, but the leading indicators have started to weaken. 
Higher energy prices are undeniably a drag on growth. 
Moreover, the drop in unemployment to 7%, i.e. the lowest 
level since 1998, indicates that the output gap (gap to 
estimated potential output) has shrunk. 
 

 
 
Most of the catching up is done. The growth slowdown is 
generally supportive of defensive stocks with lower earnings 
cyclicality. We can probably question the defensive or 
cyclical classification of the different sectors. Our 
classification also takes account the level of financial risk 
implied from its stock market behavior. Still, the 
defensive/cyclical split used here tracks the turning points of 
the economic cycle described by the European 
Commission's business survey. A continuation of the current 
downtrend would argue for an overexposure to defensives. 
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Margin pressures 
 
The study of total returns reveals that the quality factor loses 
in 2022. This factor is generally associated with good 
visibility on earnings and a reduced level of financial 
leverage. It is probably the earnings "visibility" aspect that is 
in doubt today. The inflationary environment makes profit 
margins more uncertain in most sectors. The consumer 
staples group is particularly under strain. This risk is all the 
greater for companies that have thrived on their ability to 
maintain high and/or stable margins over time and are hence 
richly valued. Visibility translates directly into valuation 
points (PER). Despite a positive quarterly earnings season, 
overall, the risk of margin erosion requires a discount. The 
Goldman Sachs index comparing domestic cyclicals to 
stocks with high pricing power shows a significant 
underperformance of the latter so far in 2022. 
 

 
 

The return of the « Brexit 
trade » ? 
 
Since the June 2016 referendum, stocks with the most 
exposure to global markets have outperformed the UK 
market. Fiscal support following the pandemic crisis had 
reversed the trend last year, to the benefit of locally oriented 
businesses. Since then, the threat of activating Article 16 or 

domestic political risks have returned to the forefront. 
Furthermore, the domestic inflationary pressures, partly 
linked to the consequences of Brexit, will weigh on the 
earnings of companies most reliant on domestic demand. 
Moreover, the only lever available to the BoE to reduce price 
pressures is precisely to constrain domestic demand. 
Multinationals have regained momentum in recent weeks. 
 

 
 

Conclusion 
 

The decline in equities since the start of the 
year appears traceable to a multitude of 
factors. The risk premium increased, the 
asymmetry in implied volatility is large. The 
announced monetary tightening favors “short 
duration” stocks with a generous payout 
policy. The economic slowdown entails 
support to defensives whilst high margins are 
pressured. Lastly, political and monetary 
risks result in differentiation in equity returns 
within the UK market. 
 

Axel Botte 
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   Market review 

 
The Ukraine crisis hit 
markets further 
The risk of escalation in Ukraine weighs on 
equity markets 

The nervousness of the financial markets stemming from the 
expected monetary tightening gave way this week to a 
different source of volatility almost exclusively linked to the 
crisis situation in Ukraine. The verbal contests between 
Russia and the United States are undermining European 
diplomatic efforts. A meeting between US Secretary of State 
Anthony Blinken and Sergei Lavrov is scheduled for this 
week. Combat is nevertheless intensifying in eastern 
Ukraine, with both sides accusing each other of being 
responsible for this escalation. 

On the financial markets, gold, dormant since June 2021, 
regained its safe haven status to briefly trade above the 
$1,900 threshold. Other raw material prices are up, in 
particular metals (palladium, iron) and agricultural 
commodities (wheat, fertilizers) exported by Russia or 
Ukraine. The Chinese authorities have once again 
intervened to counter speculation on iron ore. The barrel of 
oil (Brent at $96), however, is down about $4 in five 
sessions. The dollar's geopolitical risk premium is deflating 
slightly as the US yield curve steepens. European equities 
plunged 2% in five sessions, causing credit spreads to widen 
further. Investors' concerns resulted in an increase in implied 
volatility and large protection buying on credit derivatives. 
Spreads on European sovereign debt are still trading near 
their 2022 peak but there were no further upward 
acceleration this week. 
 
As regards the economic situation, US data releases remain 
solid. Residential real estate activity is upbeat but housing 
starts remain below building permits due to recruitment and 
supply difficulties in this sector. Retail sales erased 
December's weakness by jumping 3.8% in January. The 
recovery in vehicle sales is accompanied by a broad-based 
increase in consumer goods spending. Inflation is not 
expected to decline in the short term. Producer prices, up 
9.7% year on year, as well as import prices will continue to 
spread through the retail sector. The US CPI probably has 
not peaked yet. This same observation can be in the United 
Kingdom where inflation (CPI at 5.5%, RPI at 7.8%) and 
retail sales are clearly calling for a new monetary tightening. 

Expectations of ECB rate hikes reflected in the Schatz yield 
(2-year bond) have diminished somewhat. However, 
François Villeroy de Galhau suggested that the APP would 
end in the third quarter, implicitly confirming the possibility of 
a rate increase before the end of the year. Asset allocators 

reduce their duration risk by targeting 1-3 year maturities 
which contribute to curve steepening. In this context, 
insurers, the largest buyers of long-dated bonds, have been 
able to reduce the average maturity of their purchases 
without giving up too much yield. Current Bund price 
gyrations mainly reflects news from Ukraine. The German 
10-year yield traded in a wide weekly range of 0.20% to 
0.33%. The Bund's asset swap spread (60bp) also shows 
excess demand for the risk-free asset. This is a reason 
behind explains the high demand for EIB and ESM bond 
issues this week. Sovereign spreads are barely benefiting 
from the pullback in Bund yields. Italian bonds trade about 
at 163 bp, just 4 bp below the 2022 highs. The 10-year OAT, 
despite the welcome fall in unemployment rate in the fourth 
quarter, seems to be heading towards the 50 bp spread 
mark against Bunds. In the United States, the Treasuries 
market increasingly focus on the international situation. The 
2-year bond rally priced out one rate hike for march 2022, 
yet market participants are still projecting another 6 hikes 
this year. The modest curve steepening (coming after a very 
strong flattening movement last week) has a 
disproportionate impact on long-term mortgage rates. The 
30-year mortgage rate is approaching 4%, which, given the 
rise in house prices over the past two years, will dampen 
residential investment demand. This upward trend on long-
term mortgage rates may force the Fed to sell MBS outright 
in the next phase of quantitative tightening. 

The credit market suffered historic net selling flows 
amounting to €7.6bn this week on euro IG funds. These 
outflows have depleted liquidity across credit markets, which 
tends to be asymmetrical to the downside. However, there 
is some investor interest on intermediate maturities. Euro IG 
spreads have deteriorated by 30bp in 2022 to reach 125bp 
against Bunds despite heavy CSPP purchases in January 
(€7bn). The possible termination of the APP at the end of 
September would lead to a drop in net purchases by the ECB 
of around €15 to €20 billion this year. The primary market is 
adjusting (just €11 billion issued this week), as windows to 
place bond deals are shrinking and new issue premiums are 
rising. The balance of flows is also unfavorable in European 
high yield markets (-€853mn). Net selling of high yield in 
dollars, on the other hand, moderated somewhat. The 
primary market in European high yield came to a halt. This 
is the consequence of market volatility and the higher level 
of spreads. Heavy protection buying on the iTraxx XO 
pushed spreads towards 340 bps. 

On the equity market, the balance of flows remains 
surprisingly favorable given reported outflows on the credit 
asset class. The escalating risk in Ukraine spurred option 
hedging demand rather than equity fund outflows. The 
Nasdaq underperformed while the European indices 
recorded a drop limited to 1-2%. 

Axel Botte 
Global strategist 
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Main market indicators 

 

G4 Government Bonds 21-Feb-22 -1w k (bp) -1m (bp) YTD (bp)

EUR Bunds 2y -0.45 % -9 +17 +17

EUR Bunds 10y 0.20% -8 +27 +38

EUR Bunds 2s10s 65 bp +1 +10 +21

USD Treasuries 2y 1.47 % -11 +46 +73

USD Treasuries 10y 1.93 % -6 +17 +42

USD Treasuries 2s10s 46 bp +5 -29 -31

GBP Gilt 10y 1.4 % -19 +23 +43

JPY JGB  10y 0.21 % -1 +8 +14

€ Sovereign Spreads (10y) 21-Feb-22 -1w k (bp) -1m (bp) YTD (bp)

France 51 bp +3 +12 +14

Italy 171 bp +2 +36 +36

Spain 104 bp +3 +34 +30

 Inflation Break-evens (10y) 21-Feb-22 -1w k (bp) -1m (bp) YTD (bp)

EUR OATi (9y) 164 bp +5 +13 -

USD TIPS 244 bp -7 +7 -16

GBP Gilt Index-Linked 420 bp +6 +22 +26

EUR Credit Indices 21-Feb-22 -1w k (bp) -1m (bp) YTD (bp)

EUR Corporate Credit OAS 126 bp +7 +27 +31

EUR Agencies OAS 62 bp +2 +14 +13

EUR Securitized - Covered OAS 65 bp +3 +21 +19

EUR Pan-European High Yield OAS 397 bp +17 +80 +79

EUR/USD CDS Indices 5y 21-Feb-22 -1w k (bp) -1m (bp) YTD (bp)

iTraxx IG 72 bp +4 +16 +24

iTraxx Crossover 350 bp +18 +81 +107

CDX IG 69 bp +2 +11 +19

CDX High Yield 370 bp +3 +45 +77

Emerging Markets 21-Feb-22 -1w k (bp) -1m (bp) YTD (bp)

JPM EMBI Global Div. Spread 397 bp +8 +8 +28

Currencies 21-Feb-22 -1w k (%) -1m (%) YTD (%)

EUR/USD $1.134 +0.27 -0.05 -0.28

GBP/USD $1.361 +0.6 +0.41 +0.57

USD/JPY ¥114.83 +0.62 -1 +0.22

Commodity Futures 21-Feb-22 -1w k ($) -1m ($) YTD ($)

Crude Brent $95.5 -$1.0 $8.4 $18.1

Gold $1 896.2 $25.0 $60.8 $67.0

Equity Market Indices 21-Feb-22 -1w k (%) -1m (%) YTD (%)

S&P 500 4 349 -1.58 -1.12 -8.76

EuroStoxx 50 3 998 -1.63 -5.47 -6.98

CAC 40 6 776 -1.12 -4.14 -5.27

Nikkei 225 26 911 -0.62 -2.22 -6.53

Shanghai Composite 3 491 1.80 -0.91 -4.10

VIX - Implied Volatility Index 27.75 1.43 -3.81 61.15

Source: Bloomberg, Ostrum Asset Management
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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.  
In the E.U. (outside of the UK and France): 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. Italy: Natixis Investment Managers S.A., 
Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 
1, 20122 Milan, Italy. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 
88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis 
Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. 
Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). 
Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. Serrano 
n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers S.A., Belgian Branch, Louizalaan 120 Avenue Louise, 
1000 Brussel/Bruxelles, Belgium. 
In France: Provided by Natixis Investment Managers International – 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 the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 
75013 Paris. 
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 
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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.: Director-General of the Kanto Local Financial 
Bureau (kinsho) No. 425. Content of Business: The Company conducts discretionary asset management business and investment 
advisory and agency business as a Financial Instruments Business Operator. Registered address: 1-4-5, Roppongi, Minato-ku, Tokyo. 
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 
institutional investors for informational purposes only.  
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors 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 Latin America: Provided by Natixis Investment Managers S.A.  
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 Colombia: Provided by Natixis Investment Managers S.A. 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 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. 
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 
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The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute 
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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. Past performance information presented is not indicative of future 
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Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party 
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