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Stagflation 

After a very chaotic September for equity markets, 
October was marked by a massive rebound of the main 
stock indices, erasing most of the losses sustained over 
the previous month. Despite worrying employment figures 
and persistent high inflation, it was the release of third-
quarter corporate earnings that drove equity markets 
higher. As the US earnings season draws to a close, 81% 
of companies reported better-than-expected earnings 
and 75% reported better-than-expected revenues. The 
same trend was also observed in Europe, clearly 
demonstrating the ability of companies to adapt to the 
current environment of higher product prices, wage 
setting pressures and supply chain problems. During 
October growth stocks made a comeback, helped by 
falling sovereign long rates. The NASDAQ technology 
index rose by almost 7.3%, while the S&P500 index 
followed suit with a performance of 7.0%. Europe lagged 
slightly, with the Stoxx 600 index up almost 5%. In 
Switzerland, the SMI index rose by 4.0% over the month, 
penalised mainly by the falls of Logitech (-8.5%) and 
Swisscom (-7.3%). Once again, emerging markets 
disappointed with the Chinese Shanghai Composite index 
closing at -0.5% and the Brazilian Bovespa index ending 
on a clear decline of -6.7%. Finally, it was energy that 
outperformed, with WTI crude oil rising a spectacular 
11.4%. The rise in oil for the year now stands at around 
+75%, which of course partly explains the inflationary 
pressures observed everywhere. Gold also rose in 
October by almost 1.5%, supported by increasingly 
negative real rates. The Dollar finished the month little 
changed, while the CHF appreciated by more than 1.5% 
against the Euro and US$. 

On the economic front, the stagflation syndrome is 

creeping up on the world's economies. In October, US 

GDP growth slowed significantly over the third quarter. It 

stood at 2% over the last quarter, following a 6.7% 

increase over the previous three-month period. 

Meanwhile, inflation still seems to be rising across the 

board. Household consumer prices (CPI) rose by 0.9% in 

October for Uncle Sam, bringing the year-on-year 

increase to a whopping 6.2%. This is a record level not 

seen in the last 30 years and this time, it does not only 

affect the energy or food sectors. Excluding the latter, the 

price increase reached 0.6% over the month, or 4.6% on 

an annualised basis. However, if these two phenomena 

are indeed present, their combination should only be 

temporary in our view. Thus, the slowdown in growth can 

be mostly explained by temporary factors that should fade 

away in the coming months. The United States, like 

Europe at present, is facing a resurgence of COVID-19 

cases, prompting governments to put in place more 

restrictive measures for the population. The resumption of 

the pace of vaccination desired by states, as well as the 

implementation of a third dose policy for certain parts of 

the population could reduce the impact of this new wave 

over the coming months. The end of some federal aid 

further had an impact on American household 

consumption. The household consumption index rose by 

1.6% in the third quarter, compared to 12% over the 

previous quarter. However, these subsidies could be 

offset by the wage increases observed since the 

beginning of the year. The ultimate question is how much 

inflation will persist and at what level. Real household 

income is currently being impacted by shortages of 

certain goods, pushing up prices for a large number of 

items. Our central scenario remains anchored on a supply 

chain dysfunction that should be resolved in the course of 

2022, along with the improvement of the health situation, 

together with the normalisation of the global economy. As 

an encouraging sign, the Baltic Dry Index, the main index 

for sea freight, has fallen by almost 40% since October. 

While the slowdown in Chinese growth is one of the 

factors behind this decline, it could also be explained by 

an easing of raw material supply conditions.  
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Monetary policies remain extremely accommodating, 

even though the US Federal Reserve just announced the 

beginning of tapering, the reduction of its bond purchase 

programme of US$ 120 billion per month. After several 

months of bitter debate among Fed officials, the Central 

Bank has decided to reduce the pace of bond purchases 

by US$ 15 billion per month, while keeping its key rates 

in the 0 to 0.25% range. It also recognised that prices 

could remain above historical averages for a longer 

period than previously thought. The European Central 

Bank's policy was also accommodative. Unsurprisingly, 

and despite inflationary risks observed particularly in 

Germany, the ECB President remained steadfast during 

the last meeting, maintaining a virtual status quo on the 

repurchase programme and unchanged key rates. 

Christine Lagarde further reiterated her views on the 

evolution of inflation in the euro zone: Inflationary 

pressures are only generated by a few specific factors, 

and this increase in prices should ease during 2022. 
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A good earnings season, a normalising economic environment and a still very supportive monetary policy mean that we 

maintain a preference for Equities. Even though valuations have returned to high territory (PE ratio 12M @ 21.6 for the S&P 

500), the level of real rates still pushes many investors to put their money into a higher return asset class. TINA (There Is 

No Alternative) is still very much alive. Within the equity pocket, a diversification between cyclical sectors such as energy 

and growth sectors is maintained, offering in our view an appropriate risk/return ratio in the current environment. 

As a source of diversification, gold is also an important bet in our portfolios. And after the release of the latest US inflation 

figures showing an annualised inflation rate not seen in 30 years, real rates have fallen further suggesting that the 

inflationary problem may last longer than expected. As gold is seen by investors as a hedge against inflation, its price has 

logically risen in recent weeks, and this, despite a sharp rise in the Dollar in early November. We remain convinced that the 

conditions are in place for the yellow metal to further appreciate in the coming months. Higher than expected inflation (even 

if temporary), equity markets reaching significant valuation levels, or a slowdown in growth, are all supportive for the 

precious metal! 
 

Be safe! 

 

Jean-Christophe Rochat, CIIA 

Chief Investment Officer 
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