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The contents of this publication have been prepared solely for the purpose of providing information about AozoraStep

Capital LLP and the services and products it offers, which are targeted for professional investors only. The opinions

and views expressed are those of AozoraStep, may change without notice and should not be construed as investment,

tax, legal or other advice. AozoraStep does not guarantee the completeness and accuracy of the information provided

and all content can become out of date. Products or services mentioned on this site are subject to legal and regulatory

requirements in applicable jurisdictions and may not be available in all jurisdictions. Accordingly persons are required

to inform themselves and observe any such restrictions. In respect to investments described on this website, past

performance is not a guide to future performance. The value of investments and the income of any financial

instruments mentioned on this website may fall as well as rise and may have tax consequences. The performance of

AozoraStep is based on a personal track record and audited by Sedulo for the time period Q1 2019 - Q1 2021 only with

further audits being done on an occasional basis. AozoraStep Capital LLP is currently not authorized by the FCA, but is

in the process of authorization. AozoraStep Capital LLP is registered in England and Wales with registered number

OC436835. Registered Office: 57 Lansdowne House, Berkeley Square, London W1J 6ER, United Kingdom. Reproduction or

distribution of any materials obtained in this presentation or linking to this presentation without written permission is

prohibited.
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TODAY’S TOPICS
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1. Inflation, Rates & Economic Cycles

2. European & Global Energy Crisis

3. Supply Chains

4. Labour Market

5. Asset Allocation: Emerging Markets

6. NATO

7. Bitcoin & Energy



1. INFLATION, RATES & ECONOMIC CYCLES
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INFLATION – US CPI NOW HIGHEST IN 40YRS AT 7.5%
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+0.5% December 2021 CPI Print

Biggest drivers:
+3.5% used cars (3.42% weight)
+1% new vehicles (3.88% weight)
-5.3% car and truck rental (0.18% weight) 

+1.2% lodging away (0.96% weight)
Of which +1.3% hotels, motels (0.85% weight)
+0.4% rent of shelter (32.05% weight)
-0.3% transportation services (5.05% wgt)
+1.7% apparel (2.67% weight)
-0.4% energy (7.54% weight)

+0.5% Food (13.99% weight)

+0.3% Medical care services (6.99% wgt)

+0.6% January 2022 CPI Print

Biggest drivers:
+1.5% used cars (4.14% weight)
+0% new vehicles (4.1% weight)
-7.0% car and truck rental (0.15% weight) 

-3.9% lodging away (0.91% weight)
Of which -4.2% hotels, motels (0.79% weight)
+0.3% rent of shelter (32.95% weight)
+1.0% transportation services (5.6% wgt)
+1.1% apparel (2.46% weight)
+0.9% energy (7.54% weight)

+0.9% Food (13.37% weight)

+0.6% Medical care services (6.96% wgt)

Source: US Census Bureau



INFLATION – US YIELD CURVE GONE BONKERS

6Source: FRED St. Louis
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INFLATION – WHERE THE FED STANDS

7Source: Federal Reserve

Federal Reserve Bank Governor View on inflation/action Hawk/dove leaning 50bps March hike? Voting Committee Member

Chair Jay Powell Flagged to raise rates multiple times Centrist ? Yes

Vice Chair Lael Brainard Several hikes over course of the year Dove 25 Yes

Vice Chair Supervision ? - - - -

Board member ? - - - -

Board member Michelle Bowman Sided with colleagues on tightening Centrist 50 Yes

Board member Christopher Waller High inflation caught Fed off guard Hawk 50 Yes

Boston Susan Collins (from July) Supported to raise inflation target to 3% - -

New York John Williams Senible to hike 1 month ago Dove 25 Yes

Philadelphia Patrick Harker Saw 3-4 hikes 1 month ago Hawk 50 Yes

Cleveland Loretta Mester Not compelling to start with 50bps Dove 25 Yes

Richmond Thomas Barkin Needs to be convinced for 50bps Centrist 25

Atlanta Raphael W. Bostic Open to 50bps hike Hawk 50

Chicago Charles L. Evans Need to raise two, three or four times Dove 25

St. Louis James Bullard 1% by July Hawk 50 Yes

Minneapolis Neel Kashkari Needs to tighten a little bit Dove 25

Kansas City Esther L. George Ideally hike step-by-step unless data changes Hawk 50 Yes

Dallas Meredith Black (Interim) - - -

San Francisco Mary Daly Thinks 25bps in March is appropriate Dove 25



INFLATION – THE CURRENT CYCLE…
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2020:

1. Lockdowns, people stuck 
at home

2. 10% of economy closed 
(Travel & leisure)

3. Pent-up savings 

4. People buy houses, 
online delivery, PC 
equipment 2021:

1. Partial/national 
reopening of economies

2. Car sales jump, high 
consumer goods demand

3. Supply chain cannot keep 
up (chip shortage)

Mid-2021:

1. Higher prices have 
emerged in real estate, 
freight costs and consumer 
goods

2. Asset bubble led to huge 
wealth, labour shortages

End-2021:

1. Partial international 
reopening of economies

2. Energy demand close to 
pre-pandemic levels

3. Energy supply still lags 
demand with record low 
inventories

2022:

1. Full international 
reopening of economies

2. Higher interest rates to 
fight inflation

3. Energy supply increases 
to meet demand

4. Supply > Demand



2. EUROPEAN & GLOBAL ENERGY CRISIS
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EUROPEAN ENERGY CRISIS – HOW IT ALL BEGAN…
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2020

• Pandemic caused lower energy demand and resulted in lower energy supply

• ESG movement in 2020/21 made investments into non-renewables hard. Pension funds and other 
large investors divested their fossil fuel holdings

2021

• UK North Sea oil & gas exploration stalls

• France’s nuclear power plant (>70% of France’s energy generation) faces corrosion. EDF has lowered 
nuclear power output by 1TWh

• Germany closes down half of its 6 remaining nuclear power plants

• Unusually low winds cause windfarm output to decline by over 11% y-o-y

2022

• France’s EDF cuts nuclear power output twice within a month from 330-360 TWh to 295-315 TWh

• Germany on course to close all its remaining nuclear power plants

• Record low inventories for natural gas, oil and coal, which together make up for ~85% of world’s 
energy demand

• BP increases its 10-year oil output estimate from “declining” to “stable”, the UK encourages oil & gas 
investment



EUROPEAN ENERGY CRISIS – UK HAS CHANGED GEARS…

11Source: Twitter as of 9th February 2022

Pinned this Tweet with a video now



GLOBAL ENERGY CRISIS – LOW INVENTORIES
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“This is a molecule crisis. 
We’re out of everything, I 
don’t care if it’s oil, gas, coal, 
copper, aluminum, you name 
it we’re out of it”



GAS – EU INVENTORIES ARE AT RECORD LOWS

13Source: AGSI, Gascade
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• Russia uses energy as a weapon? Or Europe isn’t buying any gas?
• Recent gas inventory draws a slowing and refilling over summer months will be key



GAS – FUTURE CURVE INDICATES NO EASING IN SIGHT

14Source: barchart.com

• UK Oct-Mar Ofgem energy cap to be hedged from February to July at average forward 
prices Next winter will be expensive!

• Europe will look to diversify its energy supply sources away from Russia
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OIL – US INVENTORIES ARE BACK AT >$100 A BARREL LEVEL

15Source: EIA

• SPR release was perhaps a mistake, but non-SPR inventories will be key to watch
• Shale oil needs to jack up production…
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OIL – US SHALE OIL PRODUCTION USUALLY SAVED US…

16Source: EIA, FRED St. Louis, Enverus

• Crude oil prices appear fairly valued based on US inventories (w/o SPR)
• 700+ rigs currently operated in US shale, up 69% y-o-y, only 100 below 2020 high
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OIL – IN NON-US$ TERMS, OIL PRICES ARE AT RECORD HIGH

17Source: Office for National Statistics, Homex.com, Virta.global
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• Charging an EV can now be more expensive than petrol car without duty rates 
• EV charge now costs 33 GBp per kW/h & consumes 0.2 kW/h/km 
• Petrol car fuel costs 145 GBp per litre (88 GBp without Duty rate) & consumes 0.06 litre/km
• 100km with EV = £6.6 vs. 100km with petrol car = £8.7 (£5.28)



OIL – IN NON-US$ TERMS, OIL PRICES ARE AT RECORD HIGH

18Source: EIA, FRED St. Louis

• US$ has been strong lately, but oil has rallied  at 2012 exchange rate oil > $100
• Recent increase in oil prices related to reduction in inventories
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OIL – FUTURE CURVE SHOWS STEEP BACKWARDATION

19Source: barchart.com

• Producers are hedging their sales forward, but airlines (the buyer) are not hedging amid 
restriction uncertainties  Backwardation

• US shale is recovering…
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3. SUPPLY CHAINS
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SUPPLY CHAINS – ARE EASING FAST!

21

• Christmas season is over and sales 
were down y-o-y!

• Companies have ordered in line with 
prior year, hence likely have excess 
inventories now

• Pandemic  Endemic
• Feb 2021 ~100+ ships inport LA/LB
• China Ningbo port expansion

November 16thFebruary 8th

Ships queueing inbound LA/LB Port

Source: MarineTraffic.com, Marine Exchange



SUPPLY CHAINS – ARE EASING FAST! PRICES NOT!
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• Pricing hasn’t adjusted yet…

Source: Freightos Limited



SUPPLY CHAINS – INVENTORIES ARE CLIMBING…
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• Levels of 1.7 could mark a turning point

Source: Freightos Limited
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4. LABOUR MARKET
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LABOUR MARKET – REMAINS TIGHT

25Source: US Bureau of Labour, Adzuna

• Labour market harder to solve, perhaps we need a stock market crash…
• …record retirements could then reverse
• Higher wages could now lead to outsourcing
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5. ASSET ALLOCATION: EMERGING MARKETS
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EMERGING MARKETS – THE REMAINS…

27Source: Wikipedia

• China, Russia, Turkey, Pakistan, Argentina = “uninvestable”
• Brazil, Peru, some parts of Asia & Africa few bright spots  money goes to developed markets



6. NATO
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NATO – 7 OUT OF 30 DEFENCE MINISTERS SERVED MILITARY
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NATO member countries “defence” ministers

France Netherlands

Only NATO members where defence ministers served the military:
US, UK, Greece, Hungary, Latvia, Lithuania and Bulgaria



7. BITCOIN & ENERGY
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BITCOIN – PRICE DETERMINED BY EXCESS ENERGY

31

• Oil producers frequently flare gas as a by-product, as necessary infrastructure would not 
pay off

• Excess gas could be used as energy source to mine bitcoin

Bitcoin miners’ 
margins decline. 

Newer, better 
machines need to 

be bought to 
increase the 

hashrate

Bitcoin 
mining 
reward 
halves 
every 4 
years

Bitcoin 
miners with 
the lowest 

energy costs 
win


