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AFTER THUNDER COMES RAIN

• Financial markets have finally begun to discount that central banks will raise 
rates aggressively in the short term to tame inflation

• The extreme oversold on bonds together with the possibility of more benign 
inflation readings suggest that rates may consolidate in the short term

• Interest rates are expected to continue to rise in the medium to long term

As elaborated in previous commentaries, over the past weeks central banks 
around the world, particularly the Federal Reserve, have been outspoken in 
warning markets that they would raise interest rates substantially in the near 
future. However, until recently the market has continually snubbed such warnings, 
so much so that market rates have remained at subdued levels despite the 
increasingly explicit language of central bankers. 

In the last few weeks the wind has changed and the market has capitulated in 
the face of such insistence, and last Friday the US dollar swap curve was pricing in 
four 50-basis-point rises at the next FOMC meetings.

           Source: Bloomberg
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CHINESE PMI
The confidence of 

Chinese companies 
may further 

deteriorate due to the 
zero-Covid policy and 
the lack of adequate 
monetary and fiscal 

measures

US GDP
The US GDP in the first 

quarter of 2022 is 
expected to grow at 
an annualized rate of 

only 1.1%

EU CPI
After the shockingly 

higher-than-expected 
reading in the 

previous month, 
European inflation is 
expected to remain 
unchanged at 7.5%

FOMC
The Fed is expected to 
deliver the first 50 basis 
point hike in over two 
decades and shed 
light on the future 
path of U.S. rates



A Z I M U T  G L O B A L  V I E W

   Source: Bloomberg, Azimut elaborations                  Source: Bloomberg, Azimut elaborations

With the notable exception of Japan, between March 8 and April 22, interest rates around the world 
have risen between 40 and 120 bps in the short-end of the curves, and between 40 and 75 bps in the 
ultra-long end at a pace not seen in recent decades. 

Ironically, this increase in rates occurred simultaneously with a retracement in the commodities' prices, 
many of which peaked around March 8, the same day interest rates began to rise. Only natural gas 
has continued to increase since then while all other major commodities have fallen, with oil being the 
worst-affected.

These declines in commodity prices will realistically help ease inflationary pressures in the coming 
months, particularly on the headline figure that also includes volatile components such as food and 
energy. 

It's also worth noting that the YoY inflation figure will be subject to a considerable base effect 
beginning in March. As can be seen from chart below, in the three months between March and May 
2021, consumer prices rose by just over 0.6% each month. This means that if inflation rises by less than 
0.6% MoM in the next three months, the YoY figure will fall from the current 8.5%, reinforcing the belief 
that inflation may have already peaked in this cycle. 

   Source: Bloomberg

We are therefore in a phase where, on the one hand, bonds are extremely oversold in the short term 
and market participants have begun to discount the possibility that Fed will raise rates even more 
aggressively than communicated by its more hawkish members, while, on the other hand, there is the 
potential for positive surprises in inflation data, as well as the risk of an escalation of the conflict in 
Ukraine or negative surprises from the reporting season. 

(continued)
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This is a mix of factors that in the short term could trigger a reversal in the upward trend of interest 
rates, allowing for a healthy consolidation phase after such a swift and extended movement.

We emphasize that this is a short-term trading call. In the medium to long term, we continue to believe 
that the rate hike cycle is far from over. Although inflation is expected to moderate in the next 
months, it is nevertheless expected to stay higher than it has been in recent years, causing interest 
rates to rise above recent levels.

(continued)
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US Europe Japan

We maintained our Underweight recommendation on Developed 
Markets Equities. Outspokenly restrictive central banks, elevated 
valuations, surprisingly strong EPS expectations, increases in nominal and 
real rates, geopolitical tensions, lockdowns in China and supply chain 
disruptions are the main reasons for why the Committee is particularly 
cautious on the equity markets. The current reporting season will help 
determine whether or not earnings expectations are realistic. In terms of 
the strategies, we prefer minimum volatility and high dividend.

Asset Allocation View

Equity

Developed Markets

Emerging Markets 
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We kept our Underweight recommendation on Emerging Markets Equities. 
Hawkish central banks, increases in nominal and real rates in developed 
countries and geopolitical tensions warrant a cautious stance on 
Emerging Markets. We remain cautious on China among emerging 
markets, not just because the zero-Covid policy appears too aggressive 
given the scope of the contagion, but also because the monetary and 
fiscal actions stated so far are too restricted to be truly effective. 

NEUTRAL
OVERUNDER

NEUTRAL
OVERUNDER

Asia ex-Japan EEMEA LATAM

Equity

Developed Markets

Emerging Markets

Fixed Income

Developed Markets Sovereign Upgrade

Developed Markets Corporate

Emerging Markets  

Commodities

Currencies Commentary below

NEUTRAL OVERUNDER
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Fixed Income
Developed Markets Sovereign

We increased our recommendation on Developed Markets Sovereign 
Bonds to Slightly Overweight. Interest rates have increased substantially 
around the world in recent weeks, as discussed in the report's prologue, 
and have reached levels from which at least a short-term retracement is 
possible. We are only temporarily turning bullish on the long-end of the 
curve, as we expect higher rates in the medium to long term. As a safe 
haven, we continue to favor government bonds with short residual 
maturities, as they offer a limited downside.

NEUTRAL
OVERUNDER

Developed Markets Corporate

Emerging Markets

NEUTRAL
OVERUNDER

NEUTRAL
OVERUNDER

We kept our recommendation on Developed Markets Corporates to Slightly 
Overweight. The decision to keep the recommendation stems mostly from 
the fact that spreads have not yet reached sufficiently attractive levels in 
light of the numerous concerns we are currently confronted with (potential 
economic slowdown, hawkish central banks, and geopolitical risks). Within 
corporates, our preference goes for short-dated, high-grade corporate 
bonds as they are less exposed to duration and/or spread risks. We remain 
cautious on high-yield bonds.

We maintained our Slightly Underweight recommendation on Emerging 
Market bonds. Despite spreads reaching high levels, it is reasonable to 
expect developing market bonds to remain under stress as long as 
Western central banks continue to release progressively hawkish 
statements. We prefer local currency bonds  issued by commodity- 
exporting countries.

Commodities

NEUTRAL
OVERUNDER

We maintained our Slightly Positive view on the Commodities. We 
continue to prefer precious metals, particularly because of their safe 
haven status amid the current developments in Ukraine. Additionally, the 
precious metals may serve as an inflation hedge if inflation proves to be 
not temporary. We have a positive view also on agricultural commodities, 
whose prices should continue to remain strong in view of the supply 
disruptions caused by the war in Ukraine. We have maintained a more 
cautious view on the other commodities.

  Precious Energy Industrial Agricultural
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Euro USD CNY Other EM
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Currencies
The Committee reaffirmed its positive view on the US dollar, owing primarily to its status as a safe haven, which 
typically outperforms during periods of market turbulence. Additionally, the greenback should be supported by 
the wider rate differential against the other currencies and the US economy's relatively limited exposure to 
Russia.

The view on the Euro is negative, considering that Europe will be the hardest hit by the war in Ukraine due to 
higher commodity prices, disruption in the supply chain, greater exposure of financial companies to Russia, 
geographical proximity to the area of conflict and an increased risk aversion towards Europe. 

The view on the Chinese Renminbi continues to be negative due to the expectation of looser monetary 
policies, and the ambiguous position of China with respect to the conflict in Ukraine. 

We maintain our Neutral recommendation for other emerging market currencies, as commodity exporters in 
emerging markets will benefit greatly from the significant increase in raw material prices. On the contrary, 
commodity-importing countries' currencies remain vulnerable to further depreciation.

This Document has been issued by Azimut Investments S.A., a company of the Azimut Holding Group.

The data, information and opinion expressed are not intended to be and do not constitute financial, legal, tax advice or any other advice, nor financial 

research, are general in nature and not specific. None of the information of this document is intended as investment advice, as an offer or solicitation of an 

offer to buy or sell, or as a recommendation, endorsement, or sponsorship of any security, company, or fund.

It is necessary for the investor to enter into a transaction only after understanding the nature and degree of risk exposure of the transaction through a careful 

reading of the offer documentation to which reference is made. To evaluate the most suitable solutions for your personal needs, it is advisable to contact your 

financial advisor.

Azimut Investments S.A. assumes no responsibility for the correctness of the data, information and opinions contained in this document, therefore no liability 

can be attributed to Azimut Investments S.A. for omissions, inaccuracies or possible errors.

The data and information contained in this document may come, in whole or in part, from third-party sources and consequently Azimut Investments S.A. is 

relieved of any liability for any inaccuracies in the content of such information. This information is therefore provided without any guarantee of any kind, 

despite the fact that Azimut Investments S.A. has taken every reasonable care to ensure that it meets the requirements of reliability, correctness, accuracy 

and actuality. Azimut Investments S.A. has the right to modify, at any time and at its discretion, the content of the document, without, however, assume 

obligations or guarantees for updating and/ or correction.

Therefore, the recipients of this document assume full and absolute responsibility for the use of the data, information and opinions contained therein as well as 

for any investment choices made on the same basis because the possible use as support of investment transaction choices is not allowed ad is at complete 

risk


	Diapositiva 1
	Diapositiva 2
	Diapositiva 3
	Diapositiva 4
	Diapositiva 5
	Diapositiva 6

