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Not yet exhausted
ÅWe keep our regional stance at neutral across the board. The 

realisation of some of our expected risks in Emerging Markets 

makes it more attractive, but not enough for an outright 

overweight. Meanwhile, all developed markets have their own 

supportive factors.

ÅWithin sectors, we upgrade IT to overweight and downgrade 

Industrials to underweight. IT has been a covid winner, but also 

enjoys strong, ongoing secular support. Moreover, IT is less 

exposed to near-term macro uncertainty than Industrials.

EQUITY STRATEGY: Lean further into quality

FIXED INCOME STRATEGY: Overweight Euro Investment Grade

ÅRisky assets wobbled in September, as investors took profit due 

to risks stemming from China, a slightly weaker macro 

momentum and the impending monetary tightening. We continue 

to think investors will be rewarded for bearing these risks in the 

coming months.

ÅOnce the near-term issues related to the delta variant subside, 

we think macro and earnings will gain further traction. 

Meanwhile, valuation has become somewhat more attractive. 

Hence, we keep equities overweight.

OVERWEIGHT EQUITIES

October 2021

ÅWe remain of the view that long-dated government bond yields 

are likelier to head higher than lower. Hence, we underweight 

long government bonds and overweight euro investment grade, 

which is relatively less exposed to yield movements. Overall, the 

return potential from bonds is very modest.



Market performance & recommendations

Equity rally continues with occasional periods of consolidation
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Å We believe that the strongest and most rapid equity returns are behind 

us. But in a global economy where we still expect growth to be strong 

and interest rates to grind higher as the cycle matures we still want to 

have an equity overweight vs. bonds. Medium term case (5-6 months). 

Rationale (upside risks): 

Å The strong stimulus efforts will lift activity and allow economic 

reopening. The cycle is likely to mature much faster than previous 

cycles. Estimating inflation continue to be very uncertain at this 

stage. Central banks still conduct very easy monetary policy bare 

important banks as the Fed is in the beginning of the tapering 

process. This is likely to be a larger headwind for bonds than 

equities.

Å Earnings expectations are likely still to low as increasing revenue 

growth and operational leverage lifts earnings. Analysts have been 

overly pessimistic on the outlook and expectations getting more in 

line now. Investor positioning is still bullish and a downside risk 

should sentiment turn for the worse. However we still believe that 

these expectations have good fundamental support for now.

Å Risks: Mutations of virus, Fed policy error, disappointing economic 

indicators / earnings, geopolitics. Chinese credit crisis. 

CASE Relative performance since 30-06-2021

BET EVALUATION ƅ EQUITIES VS BONDS

Source: Refinitiv Datastream / Nordea
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Å The overleveraged Chinese real estate developer Evergrande is near default due to the cash crunch.

Å It has total liabilities of around 300 billion dollars, which is equivalent to 2 % of Chinaôs GDP or 0.6 % 

banking sector assets. Two thirds of its liabilities are prepayments by homebuyers or account payables to 

suppliers and contractors. We expect broad based consolidation in Chinese real estate sector during the 

next couple of years. Stronger players take over weaker players who donôt comply with the new ñThree 

red linesò ïregulation. 

Å The most likely scenario is a state-led restructuring process for Evergrande which could include both 

asset sales and debt restructuring. Evergrande has a lot of valuable assets, which are attractive to 

competitors. In this case, the damage to Chinese economy will be relatively small and with no measurable 

impact on global economy. Investors will take a hit, but a lot is already priced in.

Å The worst-case scenario is an uncontrolled collapse of Evergrande. This is also the most unlikely 

scenario. It could cause losses for counterparties and social unrest. It would tighten financial conditions, 

dampen consumer confidence and pressure funding for new real estate projects, which in turn would hit 

GDP growth. The property sector accounts for 25 % of Chinese GDP. A banking crisis should anyway be 

avoided, because Chinese banks have sizable reserves for non-performing loans. This scenario would not 

cause a global collapse of confidence but sizable impact in pockets of the market. The impact on the 

global economy would be manageable in this case as well.

Focus on economic risks means that some industries are under increasing pressure

Evergrande is a prime example of Chinaôs regulatory focus

Evergrandeôs bond prices under pressure
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After start of tapering the growth of Fed balance sheet will slow downMarkets expect policy rates to rise starting in 2022

Monetary policy will remain easy, but Fed will begin tightening this year

Source: Refinitiv Datastream / Nordea Source: Refinitiv Datastream / Nordea 

Å Monetary support has peaked and both ECB and Fed are now looking to taper. Policy will still be easy and supportive, but less so than before.

Å The message from the Fed was a bit more hawkish. Rate hikes were moved forward, and tapering expected to be concluded by mid-2022.

Å The decision to taper has been well telegraphed to markets and should not come as a surprise, but some market turbulence can not be ruled out.
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Equities tend to get wobbly towards the end of a hiking cycleLast time tapering had limited impact on equities

Å The Fed will start winding down its unprecedented asset purchase programme this year, reducing the monetary policy support for equities.

Å Last time, tapering did not have a material impact on equities. Bond yields rose on the announcement but fell through the tapering process.

Å Indeed, historically it has been the end ïnot the beginning ïof a tightening cycle that has been a precursor for more significant equity-market volatility.

Source: Refinitiv Datastream / Nordea Source: Refinitiv Datastream / Nordea 

Way too early for equity investors to worry about the Fed
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The direction of the USD and positions of non-commercial tradersThe interest differential will support the dollar

The dollar should strengthen going forward

Source: Refinitiv Datastream / Nordea 

Å Loose monetary policy and a vaccine rollout sparked a hunt for riskier bets and weighed heavily on the US dollar in 2020.

Å Fed tapering, the difference in monetary policy and the relative inflation outlook, all add to a scenario with a stronger USD going forward.

Å In case of a policy error, a stronger dollar will support performance and help diversify the risk in the portfolio looking at our current overweight in Equities.
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Vaccinations are increasingNew Corona cases are falling 

The Delta variant slowed growth in Q3, but is now losing its grip 

Source: Refinitiv Datastream / Nordea Source: Refinitiv Datastream / Nordea 

Å The rise of Covid cases due to the Delta variant has hampered both supply and demand and hence growth in Q3

Å Cases and hospitalization have increased sharply in the US and fear of infection means consumer sentiment has fallen and labour supply weakened.

Å Cases are now falling fast and given no seasonal uptick in the winter this will boost demand in Q4 and also ease problems on the supply side
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Strong demand for labour, but supply is rising fastEconomies approach more normal levels  

Growth will slow in 2022, but remain strong

Source: Refinitiv Datastream / Nordea Source: Refinitiv Datastream / Nordea 

Å Even though the economies will gain from further opening up and normalization of economic activities, the strongest gains are behind us 

Å Demand will however continue to grow at a brisk pace helped by householdsô solid financial position, strong demand for capital goods and policy support

Å In some markets supply struggles to keep up with demand growth creating bottlenecks and price pressure, but the supply side will gradually adapt 
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Credit cycle should turn more accommodative later in the yearAlso the service sector has taken a hit due to the latest shutdowns

Increased uncertainty about China, but the government will step in if growth slows too much  

Source: Refinitiv Datastream / Nordea Source: Refinitiv Datastream / Nordea 

Å Chinese growth has slowed due to credit tightening, corona restrictions, policy clampdown on several industries and lately power shortages. 

Å For policy and solving Evergrande problems a key focus area will be to maintain confidence both in financial market and among household and firms.

Å Downside risks to growth have increased, at least short term, but the government will not let growth slow too much before starting targeted stimulus again. 
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