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Lower gear
• After an impressive two-month run for Europe versus Emerging 

Markets, we feel the time is ripe for closing that bet. The 

divergence in growth outlook still favours developed markets, but 

much of that is already priced in. 

• Within sectors, we remove our underweights in Consumer 

Staples and Health Care as well as our overweight in Materials. 

We continue to overweight Financials and recommend an 

underweight in Utilities going forward, to leverage on our view of 

higher bond yields by year-end.

EQUITY STRATEGY: Raise EM to neutral

FIXED INCOME STRATEGY: overweight Euro Investment Grade

• Risky assets continued to yield great returns over the summer 

despite uncertainty stemming from peak growth, the delta variant 

and the inevitability of monetary tightening sooner or later.

• Overall, the above reasons will likely cool off the relly, but not 

reverse it. Moreover, we think earnings growth is likely to remain 

stronger-than-average for some time to come due to a renewed 

vigour in public and private investments. In total, the investment 

environment continues to favour equities over fixed income.

OVERWEIGHT EQUITIES

September 2021

• We 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

Current allocation Previous allocation

ASSET ALLOCATION - N + Comments
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BOND SEGMENTS - N +

Government
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Source: Refinitiv Datastream / Nordea 
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• 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): 

• 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.

• 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.

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

indicators / earnings, geopolitics. 

CASE Relative performance since 30-06-2021

BET EVALUATION │ EQUITIES VS BONDS

Source: Refinitiv Datastream / Nordea
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Regional growth differences likely to moderate, and a lot is priced inChinese monetary stimulus will start being a support the coming months

Take profit on the underweight in Emerging Markets and overweight in Europe 

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

• Strong DM stimulus and growth impulse combined with Chinese tightening speaks for a developed vs emerging markets bet in equities. 

• But price action has been strong in Europe and very weak in China/EM why we believe that much negative news is now priced in.

• Though Chinese macro is likely to continue to disappoint in the short term sentiment can quickly turn and we therefore recommend to close the underweight. 
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Not peak

Peak

Markets tend to rally also after profit-growth peaksIf anything, equities tend to perform better after making new highs

• It is a myth that one should run when markets hit new highs. If anything, stocks have a stronger tendency to perform after new highs than overall.

• Profit growth is certainly peaking, at around 100 % YoY in the US. Historically, such instances have been good times to stick with equities.

• In general, and specifically now, there are good reasons for these highs. We think this performance will continue but at a more moderate pace.

Source: Bloomberg / Nordea Source: Refinitiv Datastream / Nordea 

Overweighting equities from all-time highs tends to pay off
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After start of tapering the growth of Fed balance sheet will slow downMarkets expect policy rates to rise starting late 2022

Monetary policy will remain easy, but tightening will begin slowly

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

• Monetary support has peaked and the growth of the Fed balance sheet will slow down. Policy will still be easy and supportive, but less so than before.

• If Fed intends to start tapering in November it is expected that Fed will include a formal warning in the September FOMC statement.

• We expect the yield response to to be more muted compared to 2013. This time it has been well telegraphed to markets and should be mostly priced in.

7



Equities tend to get wobbly towards the end of a hiking cycleLast time tapering had limited impact on equities

• The Fed will have to start winding down its unprecedented asset purchase programme eventually, reducing the monetary policy support for equities.

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

• Indeed, historically it has been the end – not the beginning – of 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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Vaccinations are increasing, but still low in many Asian countriesNew Corona cases level out in most places

The virus is back, but the economic impact will be limited 

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

• New Covid cases rose early summer due to the Delta variant, but has levelled out in most places. Cases still rise in the US, but at a slower pace

• Increased vaccination, natural immunity and change in behaviour means there is good reason to hope the Delta variant will burn out during H2  

• Low levels of serious health problem in highly vaccinated areas will limit the economic impact, but some Asian countries impose tight regulations 
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Strong demand for labour, but supply is rising fastEconomies approach more normal levels  

Growth will slow but remain strong

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

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

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

• 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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Semiconductor shortage only a marginal constraint on growth so farBusiness outlook is strong, but slower supply times put a lid on the pace

• Bottlenecks in commodities and microchips limit growth potential. New restrictions across Asia worsen the situation to some degree.

• Supply restrictions and a continued strong demand for physical goods resolve via higher sales prices in the near term and investments in the long term.

• Thus, while short-term sales volume growth is constrained, it is still higher than previously expected, and long-term revenue outlook is improving.

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

Investors will do well to see the growth forest for the bottleneck trees
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Future earnings have more upside

Faster-than normal earnings growth through the corona crisis…

Source: Refinitiv Datastream / Nordea 

• Earnings growth over the full corona period is now outpacing normal growth rates by a wide margin, providing a strong backdrop for equities.

• Moreover, we expect the momentum to continue as future expectations are still too conservative given the macro outlook.

• Bottlenecks and rising wages may pressure margins slightly in the short-term, but also support investments and spending, boosting the long-term outlook. 

…and estimates continue to fall short

Source: Refinitiv Datastream / Nordea 
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Relative to bonds, equities are outright attractiveValuations have moderated despite the relentless rally

Valuation more supportive lately

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

• Absolute valuation metrics have moderated as stock prices have not kept up with the improving earnings outlook.

• Relative valuation is still outright attractive. As the economic outlook improves, risk premia often compress, and equities should continue to outperform bonds.

• However, valuation multiples are still elevated enough to escalate market movements in both directions.
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Low yields and improving outlooks leave equities significant upsideReal yields at all-time lows

Low real yields and improving earnings give equities a firm tailwind

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

• The historically low real yields and continued improvement in corporate earnings outlooks leaves equities significant further room to rally.

• Our base case remains that yields should increase and risk premia decrease before year end. In other words, valuation multiples should continue to contract.

• Moreover, we think that in the current macro environment, earnings estimates should keep rising, partly offsetting the fall in valuations.
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Politics │ Beware fading the political risk to markets

Large regional gap in vaccination developments ESG

• Significant difference in 

vaccination programs 

among developed and 

undeveloped countries can 

lead to a disconnected 

world.

• Unrest can come as a result 

of dissatisfaction with 

governments’ handling of 

the corona-virus and 

vaccine programs.

• Political pressure and regulations to 

adopt sustainable policies can further 

steer investment into ESG funds.

• How will the non-sustainable firms be 

affected? Valuations have turned frothy 

for some new energy companies. Part 

of this has reversed, but it makes a 

strong case for diversification here.

• ESG is more than just the ‘E’. Will 

focus eventually shift more to Social & 

Governance?

Russia at the border Germany’s new direction USA’s stance to China Regulatory clampdown Taliban takeover

• Biden will continue with 

”America first” policy and 

focus on development of 

local business and 

economy.

• Germany might be set on 

a new fiscal path as a 

new government looms 

on the horizon.

• The latest crisis in Afghanistan 

creates political uncertainty but 

is likely to have minor market 

implications.

• Russia’s actions on 

Ukraine’s border once again 

shows the potential for 

conflict. 

• Regulatory clampdown on 

big tech companies 

affecting investor sentiment.  

Source: iStock / Pearson Institute
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• Already back in 2017, Xi Jinping declared that in stead of focusing solely on reaching centrally decided growth 

targets, China would fight “three tough battles”. Those were alleviating poverty, pollution control, and reducing 

(financial) risks. The third one focused on China’s immense and rapid build-up in debt, and the perverse incentives 

generated by a wide held view of an implicit state guarantee for debt held by local governments and state-owned 

enterprises (SOEs). That has made investors more willing to lend to government affiliated entities than they would 

have otherwise been, building up financial risks.

• When China declares a strategy, one should usually count on them pursuing it, so it should come as no surprise 

that China during this down-cycle stimulated the economy only as much as was necessary, and quickly assumed a 

neutral policy stance when the economy stabilized. This differs from China’s traditional “irrigation-style” stimulus, 

and the subsequent tightening in conditions is now contributing to weakening momentum in Chinese macro.

• China has kept monetary policy fairly neutral, but lower interest rates will soon be a support. The government has 

engaged in verbal tightening when it comes to lending to local governments, and state-owned enterprises that lend 

to local governments in opaque manners. The leadership is primarily trying to signal that there is no state 

guarantee of all government affiliated entities, and this has added to the underlying tightening in conditions already 

taking place. This partly relates to the regulation drive we’re seeing across tech and many other sectors in China. 

China is proving its willingness to sacrifice growth for long-term strategic objectives, whether that means reducing 

financial risks or preventing unwanted behaviour by tech firms. 

Chinese leadership attacking the unspoken state guarantee held by government linked entities

China’s attempted clean-up of the financial system is now starting to affect macro

Victims of the hunt for reduced financial risk

China’s efforts to remove the implicit state backing 

of debt held by state-owned companies is evident 

in the uncertainty around bail-outs of large state-

owned companies, and the rise in the number 

state-owned enterprises defaulting on outstanding 

debts or bonds.
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Speculative positioning is not overly bullishExpectations adapt: Less positive surprises - thus less support to equities

• Investor positioning is still bullish but turning more cautious. Fundamentals on the other hand is slowly becoming less supportive to risky assets. 

• As the growth in both earnings and economic growth is peaking and the focus turn towards central banks tightening. Markets become sensitive to news. 

• Setbacks of 5% are rather the rule than the exception, but that is yet to be experienced in 2021. Expect the waning support to give room for setbacks.

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

Markets will be more sensitive to news going forward 
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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 Source: Refinitiv Datastream / Nordea 

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

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

• 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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• Regional differences have started to emerge. We recommend closing the OW in Europe and UW in EM. 

• Though the fundamental side still favours the bet, valuation has come significantly down in EM pricing in much weakness. 

• Chinese growth momentum will likely stabilize and pick up later in the year. Hence, we believe that most performance differences is likely behind us. 

EM is starting to look cheap again

Neutral across the regions

Source: Refinitiv Datastream / Nordea 

Regional differences are getting larger

Source: Refinitiv Datastream / Nordea 
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Long government bond yields have fallen through the summerHigh-yield and EM bonds offer higher yields, but also higher risks

• Interest rates decreased during the summer, which helped bond performance. We expect the fall to be temporary. Yields should head higher again in H2.

• Economic outlook is solid in US and Europe, which supports corporate credit metrics. However credit spreads are low and their tightening potential limited. 

• We expect modest returns. We recommend an overweight in EUR investment grade corporate bonds and underweight in EUR government bonds. 

Bond yields lower on lower supply and Delta concerns

Source: Refinitiv/ Nordea Source: Refinitiv/ Nordea
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DISCLAIMER

Nordea Investment Center gives advice to private customers and small and medium-sized companies in Nordea regarding investment strategy and concrete 

generic investment proposals. The advice includes allocation of the customers’ assets as well as concrete investments in national, Nordic and international 

equities and bonds and in similar securities. To provide the best possible advice we have gathered all our competences within analysis and strategy in one 

unit - Nordea Investment Center (hereafter “IC”).

This publication or report originates from: Nordea Bank Abp, Nordea Bank Abp, filial i Sverige, Nordea Bank Abp, filial i Norge and Nordea Danmark, Filial af

Nordea Bank Abp, Finland (together the “Group Companies”), acting through their unit Nordea IC. Nordea units are supervised by the Finnish Financial 

Supervisory Authority (Finanssivalvonta) and each Nordea unit’s national financial supervisory authority.

The publication or report is intended only to provide general and preliminary information to investors and shall not be construed as the sole basis for an 

investment decision. This publication or report has been prepared by IC as general information for private use of investors to whom the publication or report 

has been distributed, but it is not intended as a personal recommendation of particular financial instruments or strategies and thus it does not provide 

individually tailored investment advice, and does not take into account your particular financial situation, existing holdings or liabilities, investment knowledge 

and experience, investment objective and horizon or risk profile and preferences. The investor must particularly ensure the suitability of his/her investment as 

regards his/her financial and fiscal situation and investment objectives. The investor bears all the risks of losses in connection with an investment.

Before acting on any information in this publication or report, it is recommendable to consult one’s financial advisor. The information contained in this report 

does not constitute advice on the tax consequences of making any particular investment decision. Each investor shall make his/her own appraisal of the tax 

and other financial advantages and disadvantages of his/her investment.


