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•      The pandemic will push down economic growth in the near term.

•         Stimulus and vaccines will provide new momentum during 2021.

•         Reasonable equity valuations – if earnings forecasts are correct.

•         Green investments and digitisation are potential market drivers.

Introduction 
Recovery, temporarily interrupted

We will soon put a very difficult year behind us – a year 
that has included a series of historical events with tragic 
dimensions. The situation is now more stable, though we 
have suffered a new setback as the spread of COVID-19 
increases. Encouraging indications about impending 
vaccines and a US election outcome that was well 
received by investors will help us feel more confident and 
lift our gaze to 2021 and 2022. We will gradually reopen 
our societies in 2021 and at least partially return to pre-
crisis patterns and behaviours. If we react as we usually 
do, there should also be a pent-up need for things we were 
forced to give up during the pandemic.

The return to a more normally functioning society and 
a more robust economic situation will continue to be 
supported by central banks, which will ensure that there 
is plenty of liquidity in the system over the next few years 
and that key interest rates and government bond yields 
do not skyrocket. At the same time, we will see unusually 
far-reaching fiscal stimulus programmes. As the recovery 
strengthens, these programmes will shift from emergency 
responses to forward-looking initiatives, for example as 
part of a worldwide green transition.

This clear improvement has already been discounted by 
the capital market, and last spring’s stock market declines 
have been reversed. The price of financial assets has 
risen significantly and is now quite high from a historical 
perspective. However, this is balanced by a bright 
medium-term forecast for both GDP growth and corporate 
earnings. Interest rates and bond yields are also extremely 
low and are expected to remain so for some time to come, 
which means there are few alternative sources of returns. 
This will affect relative prices and create tolerance for 

higher asset valuations. In our portfolios we are still 
positioned for rising stock and corporate bond markets, 
but historically high pricing is limiting the extent of our 
overweight in risk assets.

In this issue of Investment Outlook, our sections on Nordic 
and global equities describe, among other things, our 
expectations about what types of companies will drive 
stock markets in the future. There is potential here for 
change, compared to the situation in recent years. One 
of our theme articles also highlights the potential for 
companies that pay high dividend levels − a segment that 
has had a tough time in the stock market for some years, 
even though high dividends should intuitively be attractive 
when interest rates and bond yields are low.

US presidential candidate Joe Biden launched his election 
campaign with a very comprehensive investment plan 
for a sustainable future. It remains to be seen how much 
of it can be implemented. Regardless of this, the global 
transition continues and green initiatives will increase. Our 
Nordic equities section examines needs and opportunities 
in the field of environmental technology.

Our second theme article describes a development stage 
that we call “Industry 4.0”. It outlines what modern 
methods there are for running an industrial company today 
as efficiently and flexibly as possible, and which Swedish 
companies are at the forefront of these developments. 

Wishing you enjoyable reading.

Fredrik Öberg, Chief Investment Officer                                                                                                                                         
Investment Strategy 
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Nordic equities 

• Improved stability and predictability are favourable to 
equities and the economy.

• Vaccines are igniting hopes; the second COVID-19 wave is 
slowing the recovery but will not stop it.

• Significantly better earnings performance this year than 
previously feared. 

• Revenge for dividend stocks in 2021?
• Environmental technology shares remain a smart choice, 

but no Green Deal is likely in the US.

Return expectations, %, next 12 months (SEK)

Equities Return Risk*

Advanced economies 8.8 18.0 

Emerging markets  
(local currencies)

8.9 17.3

Sweden 8.9 18.1 

Fixed income investments Return Risk*

Government bonds -0.3 1.4 

Corporate bonds, investment grade 
(Europe/US 50/50, IG)

1.7 7.0

Corporate bonds, high yield  
(Europe/US 50/50, HY)

2.7 11.1 

Emerging market debt  
(local currencies, EMD)

6.5 10.4 

Alternative investments Return Risk*

Hedge funds 3.5 7.0
* 24-month historical volatility
                                           Source: SEB, forecasts November 2020

Fixed income investments 

• We expect long-term government bond yields to climb 
cautiously from historically low levels.

• We expect the European Central Bank to extend its quan-
titative easing (QE) programme until year-end 2021, 
despite powerful fiscal stimulus in the euro area.

• Opposition to negative key interest rates − combined 
with monetary stimulus − suggests continued low short-
term interest rates.

• The search for returns will boost demand for corporate 
bonds, which central banks are also buying.

Alternative investments

• Less extreme volatility levels have improved the return 
potential of hedge funds.

• Equity long/short funds benefited from the stable stock 
market upturn in the second half of 2020.

• The message of CB policies has meant a clearer invest-
ment landscape for macro funds.

• Historically low interest rates and yields remain a nega-
tive factor for many hedge funds.

2020 will be a year with negative global GDP growth of 
around 4.5 per cent and a decline in corporate earnings of 
around 15-20 per cent. Meanwhile the capital market has 
recovered its earlier decline, causing valuations of financial 
assets to rise. Rapid adjustments in the corporate sector, 
as well as large stimulus programmes by central banks and 
governments, have created a good environment for continued 
normalisation of the economy. We expect that this will lead 
to growth recovery in the range of 5 per cent in 2021 and 4 
per cent in 2022, as well as corporate earnings increases of 
about 25 per cent in 2021 and 15 per cent in 2022. Com-
bined with continued record-low interest rates and govern-
ment bond yields, this promises continued good conditions for 
equities and corporate bonds.

As usual there are plenty of risks. In today’s situation, the 
capital market is sensitive to growth disappointments, major 

Global equities

• Quarterly reports show surprisingly strong earnings 
performance, thanks to good cost control.

• A Democratic presidential victory and a divided Congress 
– relatively favourable for stock market performance.

• Hopes for COVID-19 vaccines are helping to drive  
cyclical companies.

• Relatively high valuations can be justified by low interest 
rates and yields, as well as earnings recovery.

Summary by asset class 

upturns in interest rates and yields and the possible withdrawal 
of support mechanisms by governments and central banks. The 
latter is not something we expect, but these dependencies are 
built into the economic system and become larger as our debts 
increase and the balance sheets of central banks swell up. Off-
setting this, interest costs for debt service are at more normal 
levels from a historical perspective. In itself, this ensures that 
central banks have a very strong incentive to keep their key 
rates and government bond yields at very low levels.

Today’s pricing of risk assets is challenging, but we believe that 
positive factors predominate. We are thus choosing to keep our 
overweight in equities and corporate bonds. 
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This autumn has seen more volatile markets, with a weak un-
dertone. There was a subdued market mood during the run-up 
to the US elections, which also coincided with a sharp increase 
in the spread of COVID-19 in many parts of the world, but we 
chose to retain our overweight in risk assets such as equities. 

Since then, we have seen an election outcome that the market 
judged to be reasonably good as well as news of success in the 
extensive efforts under way to develop COVID-19 vaccines as 
soon as possible. There is now a possibility that we can start 
vaccinating high-risk groups as early as year-end 2020. 

The reduction in the above-mentioned risks caused the mar-
kets to leave behind their previous consolidation phase and 
resume a positive trend. This enabled a balanced portfolio 
consisting of equities, bonds and alternative investments to 
once again show a positive return since the beginning of 2020 
– even though a clear weakening of the US dollar has eroded 
returns on global equities, measured in Swedish kronor. The 
dollar’s weak performance against the krona and other cur-
rencies this year is due to the US currency’s initially high value. 
When the US Federal Reserve (Fed) cut its key interest rate to 
levels more in line with European key rates, the dollar began to 
weaken.

Lower key rates plus new and intensified asset purchases 
by the world’s central banks have definitely helped support 
the capital market and reduce volatility, as well as ensuring 
liquidity in the financial system. Meanwhile governments have 

introduced powerful emergency stimulus measures to try to 
minimise the permanent effects that the crisis risks creating. In 
the next stage, the authorities intend to redirect these meas-
ures towards economic adjustments and growth. Amounts and 
interventions have been very large, and so far they have been 
quite effective. This will help support continued above-neutral 
risk exposure.

After their 2020 decline, earnings will rebound in 2021

2020 will be a weak year with sharp declines in economic 
growth and corporate earnings, but we expect this to be 
neutralised by next year's projected GDP growth of about 
5 per cent and earnings increases of around 25 per cent. In 
principle, we expect that the world will then be back to figures 
on a par with those prevailing at the end of 2019. However, the 
details will vary. 

Behavioural patterns are changing, business models are being 
challenged and conditions in different countries and regions 
have changed. Yet it is reasonable to use words like “normalisa-
tion” when we look at the next two years, with the exception of 
central government debt, central bank balance sheets and gov-
ernment bond yields. We expect it to take much longer before 
these parameters revert to normality. Governments will keep 
borrowing money to finance expansionary fiscal policy, which 
will mean large-scale government bond issues. These bonds 
will largely be bought up by central banks around the world. 
We thus do not expect more than marginal upward pressure on 
yields. 

In other words, we expect to remain in a distinctly low interest 
rate/ bond yield environment, despite expectations of sharply 
rising growth and earnings. This is normally a good environ-
ment for risk assets.

The potential for improvement has already been noticed by 
investors. This has pushed up the value of risk assets to high 
but not unrealistic levels, since earnings growth over the next 
two years is estimated at around 40 per cent. If we consider 
the extremely low interest rates and yields − which is usually 
called relative pricing − the picture looks brighter and less 
risky. However, the stock market rally affects our risk appetite 
and our view of future expected returns. We believe there is 
continued potential but are also aware that the strongest, initial 
phase of the stock market rally is behind us.

Continued advantage for equities  

We enlarged our allocation to equities in March. In April we 
also upweighted our corporate bond holdings. Since then, 
the market has gained strength and we are still overweight 
in these two asset classes and have a higher risk than in our 
benchmark indices.

Risk exposure and allocation
We are still overweight in equities and corporate bonds

Swedish listed equities are outperforming global 
ones, in SEK terms

Sizeable exchange rate movements are again apparent in returns on glob-
al equities. The chart shows performance since the beginning of 2020, 
measured in kronor: indices for Swedish equities (SBX Index), global 
equities (MSCI World Net), emerging market equities (MSCI EM Net) and 
high-risk bonds (Barclays Global High Yield Total Return hedged to SEK).

Source: Bloomberg
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The exchange rate effect turned negative in 2020

The chart shows the performance of the Swedish krona this year against 
the Japanese yen, the euro and the US dollar. Until the COVID-19 crisis 
bottomed out, the Swedish krona weakened, boosting returns on global 
equity portfolios in SEK terms. Since then the krona has recovered very 
strongly, reversing the exchange rate effect on investment returns. In a 
long-term perspective this is a normalisation, since we have gone through 
a long period of SEK weakness.

Source: Bloomberg

In our different variants of fixed income portfolios, we have a 
structure that is overweight in corporate bonds, mainly in the 
riskier high yield (HY) segment, and we have a short duration 
(low interest rate/yield risk).

In our Swedish equity portfolios, both cyclical and value 
companies are well represented. This has not been fruitful in 
relative terms during 2020. Recently, however, we have been 
seeing positive signs that we believe will extend into 2021. 
This is because we expect economic growth to increase, cor-
porate earnings to rise and interest rates/yields to stop falling, 
which may lead to a narrowing of the valuation gap in relation 
to growth companies.

In our global equity portfolio, which has performed very strong-
ly, we have a clear bias towards growth and quality companies. 
In order to broaden our exposure and reduce the overweight in 
structural growth winners of recent years, we have increased 
our allocation to low-valued small cap companies. Cheap small 
caps have now begun to assert themselves relative to the rest 
of the market, and we expect this to continue. We also have a 
clear overweight in Asia including China, a region that is show-
ing stronger growth than the rest of the world. Finally, we are 
supplementing this with a broad, well-diversified portfolio of 
alternative investments. 

All in all, this gives us a total portfolio that will benefit from 
increasing risk appetite and positive stock and credit markets, 
but where we are prepared to moderate the total overweight 
towards risk assets we have chosen if they rise rapidly in price, 
or in order to manage risks that may arise if growth and earn-
ings turn out weaker than our forecasts.

Risk exposure and allocation
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The coronavirus pandemic and the US election have domi-
nated events and created greater uncertainty about future 
economic policies and growth. Amid the pandemic, the situa-
tion can be confusing due to conflicting forces and unusually 
rapid developments. The recovery from last spring's unique 
lockdown of the world economy was initially faster than most 
forecasters, including us, had expected. The spring slowdown 
proved a bit milder than previously feared, which created 
room for sizeable upward adjustments in growth forecasts, 
mainly in advanced economies. 

However, in recent weeks the very concerning news of an ac-
celeration in the spread of COVID-19 and the resulting restric-
tions are leading to a new slowdown in Western economies. 
How extensive and long-lasting it will be depends above all on 
the uncertain course of the pandemic, but also on the nature 
and magnitude of the countermeasures launched by central 
banks and governments, and how quickly a vaccine can be 
developed. We do not expect an economic impact as large as 
in the spring. Experiences from last spring and hopes for con-
tinued good news about vaccines suggest that the lockdowns 
will be more limited. Together with new stimulus measures, 
this points to a significantly milder economic slump.

Election outcome pleases markets

The drama surrounding the US elections has not escaped 
anyone’s attention. Joe Biden has been declared the winner of 
the presidential election, but the Democrats are unlikely to gain 
full control of Congress, as many had predicted. The Republican 
majority in the Senate is likely to persist, although this will not 
be decided until a run-off election in early January in Georgia. 

Despite unprecedented political turbulence, it is not obvious 
that the economic consequences need to be so dramatic. Given 
a divided Congress, it is reasonable to assume that economic 
policy will be some kind of compromise between the election 
platforms of the two main presidential candidates. Biden ran on 
a programme calling for very large fiscal stimulus − a package 
to drive the recovery as well as a green transition package – 
along with relatively large tax increases and the restoration of 
numerous regulations. 

We expect that a stimulus package is not far off, since even 
the Republicans see the need for it, but we think its size will be 
around USD 1 trillion, which is half of what Biden has called for. 
This in itself means less stimulus for economic growth, but the 
Republicans are likely to block most of Biden’s proposed tax 
increases, which would have had the opposite effect. Another 
political area of great importance to global growth is trade poli-
cy. Biden has announced that he will continue to pursue a tough 

approach towards China, but that he wants to do so in coopera-
tion with US allies, for example in Europe. We expect a far more 
predictable US trade policy and less pressure on Europe, which 
should also be beneficial from a financial market perspective.

We thus expect reasonable US efforts to support economic 
growth, but also support from other sources. More fiscal stimu-
lus is likely. In Sweden, such decisions have already been made, 
and both France and Germany have announced new crisis 
responses in connection with their new lockdowns in October. 
Monetary policy − the responsibility of central banks − will also 
remain supportive. Extremely low key interest rates and bond 
yields will persist for several years. Central banks are clearly 
signalling that they will continue to provide stimulus via bond 
purchases and are prepared to do more if needed.

Large monetary stimulus measures raise questions about 
increased inflation risks, but there are strong counterforces − 
especially low resource utilisation and higher unemployment 
after last spring's sharp economic downturn and surging 
jobless rate. Inflation may rise, but from low levels and not 
to the point where it forces central banks to hike their key 
interest rates.

Despite the major changes in our growth forecasts for the 37 

Macro and other market drivers
Amid pandemic worries, stimulus and vaccines offer hope   

Temporary growth slump due to second 
COVID-19 wave 

New lockdowns will create a clear interruption in the recovery, but the 
outlook for COVID-19 vaccines and new stimulus measures suggest that it 
will be relatively short-lived.

Source: Macrobond, SEB
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mainly affluent OECD countries, our global forecasts remain 
largely the same. This is because emerging market (EM) 
economies present the opposite picture. In the EM sphere, the 
pandemic will have a greater impact this year than previously 
expected, which opens the way for a stronger recovery next 
year. However, the situation is very fragmented. The Chinese 
economy is doing relatively well and is now growing again at a 
healthy pace, while other economies such as India and Mexico 
have been hard hit this year, along with Russia and Brazil to a 
somewhat lesser extent.

Macro and other market drivers

GDP forecasts, year-on-year percentage growth

Market 2019 2020 2021 2022 Comments

United States 2.2 -4.0 3.6 3.8 Much-needed stimulus measures will be enacted. 

Japan 0.7 -5.8 2.4 0.7 New prime minister, focus on digitisation and sustainability.

Germany 0.6 -6.2 3.2 2.8 Downturn will be softened by strong manufacturing sector. 

China 6.1 2.0 8.0 5.6 Growth engine that seems to have moved on from the crisis.                                                                                        

United Kingdom 1.3 -11.5 4.7 1.0 One-two punch from Brexit and COVID-19.

Euro area 1.3   -7.6 4.0 3.4 New lockdowns will again lead to a downturn in growth.

Sweden 1.3 -3.1 2.7 4.4 Manufacturers and stimulus push back against deceleration.

Baltic countries 3.7 -2.9 3.4 3.4 The recovery will be delayed.

OECD 1.6 -5.7 3.8 2.8 Better than feared in 2020, but a slower Q4 than expected.

Emerging markets 3.8 -3.3 6.2 4.8 Tougher 2020, but stronger recovery in 2021.

World, PPP*  2.8 -4.4 5.1 4.0 Pause in recovery, but stimulus and vaccines will give support. 
Source: OECD, IMF, SEB. *Purchasing power parities. 

Falling, but still high, unemployment

While unemployment has peaked in the United States, in Europe this will 
not happen until the spring of 2021. Even if it falls, the jobless rate will be 
higher than before the COVID-19 crisis, so it will take some time before 
economic growth returns to its previous trend.

Source: Macrobond, SEB

After a temporary decline, we expect inflation to rise to pre-crisis levels 
but remain below central bank targets of around 2 per cent. 

Source: Macrobond, SEB

Higher inflation, but below target

Because this past summer was characterised by a strong 
recovery and the final quarter of 2020 (which affects next 
year) will be weak, this leads us to project that this year’s 
decline in growth in the advanced economies will be smaller 
than we previously expected, while the recovery will be slightly 
weaker next year. The latter, in turn, will allow room for some 
upward adjustments in the forecast for 2022. Assuming that 
we will avoid overly unpleasant surprises about the course of 
the pandemic, we thus believe that the economic recovery will 
decelerate this winter but will pick up speed again next year.
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Macro and other market drivers

Valuations

The strong recovery in the stock and corporate bond markets 
has resulted in a clear price increase for financial assets, 
which means that expected returns in 2021-2022 are not at 
all in line with the forecast rate of increase in earnings. The 
normal way of calculating a price-to-earnings (PE) ratio is 
to take the share price and divide by the projected earnings 
level looking ahead 12 months. This, in turn, means that much 
of the 2021 earnings forecast is already included in today’s 
stock market valuations. 

Beyond next year’s high earnings growth of 25 per cent on 
a global basis, dominated by the recovery, we can add an 
estimated 15 per cent in 2022. If we then take the US stock 
market as an example and apply expected 2021 and 2022 
earnings, we end up with a PE ratio of around 17 for the 
latter year, compared to 15 as a historical average. If we 
remove a few highly valued growth companies or instead 
look at Europe, PE ratios will decrease by 2 or 3. The spread 
in valuations between different types of companies and 
sectors shows that there are also numerous companies with 
low historical valuations. For Nordic stock markets, valuations 
are based on an earnings forecast for 2022 of around PE 18. 
Here, too, there is a very wide variation between companies. 
If assumptions about growth − but especially earnings – 
during the next two years are reasonable, we will probably 
have to become accustomed to high valuations in relation to 
historical ones. 

If these forecasts prove correct, we expect the stock market 
to climb, but by definition, high valuations also imply signif-
icant sensitivity to any disappointments. This is one of the 
reasons why we advocate active management: to be able to 
steer exposure to reasonably valued companies in relation to 
our view of their future prospects.

Low yields justify valuations

As for the level of valuations, we cannot rule out that it will 
keep climbing, since we have had a number of stepwise 
increases in recent years. This has occurred as interest rates 
and bond yields have gradually been adjusted downward. It is 
not something we include in our return assumptions, but the 
low interest rate/yield situation functions as a counterweight 

to increased absolute valuations, which affects our risk appe-
tite in the portfolios. We can accept higher valuations when 
the interest rate or yield on an alternative investment pays 
low compensation. This also means that relative valuations 
between equities and bonds provide a stronger positive 
signal for owning equities than absolute valuations of shares 
in relation to their own long-term historical valuations. This 
relationship also applies to corporate bonds versus govern-
ment bonds, where the yield spread is more attractive than 
the absolute yield level, seen in a historical perspective.

Market risk appetite and positioning

The US election outcome and hopes for COVID-19 vaccines 
in the near future have clearly affected risk appetite in a 
positive direction, since both of these have been inhibiting 
factors until recently. The stock market upturn is rapid and 
strong, creating the conditions for short-term profit-taking. 
An unexpected setback for a vaccine launch is one example 
of an event that would lower risk appetite, but the underlying 
dynamism of the recovery − as well as the interest rate and 
bond yield situation − will serve as a stabiliser and contribute 
to higher risk appetite over time.

Positioning is more slow-moving than risk appetite, since 
it includes the entire investor community. The strength of 
the market, and our analysis, indicate that investors have a 
certain overweight in equities and corporate credits. But this 
is the normal situation over time. Only for short periods are 
investors in a clearly defensive position, and this is during 
crises such as the one we went through this year. 

Today's positioning can definitely be more offensive, and 
there is resistance among many investors to reducing risk 
more than marginally when problems arise. We saw exam-
ples of this during the spring, when a large percentage of 
investors did not sell shares during the market decline, but 
instead chose to add selective purchases when prices had 
fallen. This is an example of the long-term perspective that 
many investors have, combined with the fact that many of 
them view defensive positions such as government bonds as 
unattractive, since they provide little or no expected return. In 
addition, many investors have concluded that radical down-
ward adjustments in risk often mean that in the next stage 
they end up lagging behind when the market rebounds.
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Vaccine breakthroughs and the change in US presidents can be 
expected to entail a return to a more normal, predictable world order 
– not a return to the situation before Donald Trump’s shocking 2016 
electoral victory, but with more stability, realism and constructive work 
on everything from trade relations to environmental problems to the 
coronavirus pandemic. This is positive for the stock market, especially 
for green tech companies and companies with a large exposure to 
international trade in goods. We expect this to lead to increased 
corporate investment and less turmoil in the financial market, which is 
positive for the stock market. 

However, divided US government suggests there will not be 
a quick realisation of the Democrats’ vision of a USD 2 trillion 
Green New Deal, which would probably have been positive 
not just for green tech companies but also for many cyclical 
industrials. 

Meanwhile, the world – in particular Europe and the US – 
continues to combat a second wave of COVID-19, which is 
significantly slowing the strong economic recovery we saw 
during the third quarter. However, hopes have been raised of 
an imminent end to this dreadful pandemic after news that 
Pfizer and others have developed effective vaccines and are 
prepared to supply large volumes, starting even before the 
end of the year. Furthermore, the second wave looks set to 
be much less dramatic from an economic perspective. So far, 
listed companies have also weathered the coronavirus crisis 
much better than was expected earlier this year. We have a 
favourable outlook on equities, but after a strong initial relief 
rally, concrete evidence that the economic recovery is really 
gaining momentum may be needed before the stock market is 
ready for the next stage. In such an environment, “coronavirus 
crisis losers” – cyclical stocks, banks and dividend equities – 
should be winners, while relative winners over the past year 
should lose some ground. 

More stability with a new US president, but there will be no 
radical reforms

Democrats Joe Biden and Kamala Harris won the US presi-
dential election. However, it seems likely that the Republicans 
will continue to control the Senate; this will not be decided 
until January. The stage is thus set for more stability and bet-
ter relations with the rest of the world, especially other OECD 
countries. Nonetheless, the Senate will block many of the 
more radical reforms that many people had expected from a 
Democratic president. 

Health care stocks surged following the surprising news that 
Republicans will probably retain their hold on the Senate, 
since this is expected to prevent more extensive US health 
care reforms and there will be less price pressure on pharma-

ceuticals than many had feared earlier. The balance of power 
in the Senate could still change, since there will be a January 
runoff election for two seats in the state of Georgia. There will 
no doubt be an enormous focus on these contests both among 
US political leaders and in the financial market, given the 
potential impact this will have on the Congressional balance 
of power. For Republicans, victory would mean a chance to 
prevent what they consider radical changes, whereas for 
Democrats a victory could enable full-scale delivery of vari-
ous campaign promises − including health care reforms and 
Biden’s proposed modified version of the Green New Deal. 

For now, we expect Republicans to retain control of the Senate 
and thus be able to balance or obstruct Biden’s agenda. 
This suggests there will be no tax hikes, Green New Deal or 
expanded health care reforms and should mean less economic 
stimulus than the scenario that seemed most likely before the 
election, based on opinion polls.  

Raised hopes of vaccines, while a second coronavirus 
wave has slowed the recovery

Since its collapse in March-April this year, the global economy 
has shown signs of a strong though very uneven recovery. 
News of effective vaccines against COVID-19, which can soon 
be delivered in large quantities, has raised hopes of a more 
full-scale recovery in 2021. 

Most listed companies reported dramatic improvements 
during the third quarter of 2020 compared to the lows seen 
this past spring, but in most cases sales are still well below 
last year’s levels. Meanwhile, many listed companies are still 
in a deep existential crisis, although a growing number are 
now experiencing market conditions that have never been so 
favourable.  

Among the losers, we find everything from bricks-and-mortar 
retailers to hotels and airlines, but also oil industry suppliers, 
cruise lines and aircraft manufacturers. The list of winners 
was relatively short during the spring but has grown signif-
icantly since then. Along with online retailers, remote work 

Nordic equities
Vaccines and Biden: A path to normality?
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solutions, building materials and gardening products, which 
already did well in the second quarter, the list includes white 
goods and all kinds of products related to outdoor activities 
such as cycling, fishing, camping, pleasure boats and more. 
Segments of the automotive industry, for example electric 
cars and light trucks, also turned in a strong performance, and 
the entire sector has seen a significant recovery after coming 
to a near standstill in April. Global solar panel sales collapsed 
during the spring, but the recovery is now so strong that the 
industry has instead started to worry about a threatened 
shortage of glass (for covering panels). 

Macroeconomic statistics also show a clearly divided picture 
of the world. In China, industrial production last month grew 
7 per cent compared to the same period last year, a picture 
clearly confirmed by Nordic listed companies operating in 
that country. Luxury goods stores in China are setting sales 
records, and the most recent monthly figures indicate retail 
trade in general and passenger car sales are also starting 
to grow again compared to 2019. The US housing market is 
red-hot, with the number of building permits having tripled in 
a decade and recently reaching its highest level since 2007. 
However, in southern Europe, the service sector is still in a 
strong contraction; in Spain, the services purchasing manag-
ers’ index was 41 in October (well below the stable level of 
50). Euro area industrial production has fallen 7 per cent year 
on year, but EU new car registrations were back in growth 
territory in September, up 3 per cent, compared to negative 
growth of 52-76 per cent for the three months March-May. 
Corporate earnings reports also indicate a collapse in inven-
tories, so the manufacture of everything from cars to white 
goods and semiconductors needs to speed up even more 
than the underlying demand growth. A successful COVID-19 
vaccine will probably further accelerate the recovery. 

Overall, the picture conveyed by corporate earnings reports 
even as early as the third quarter is unambiguous: we see 
a clear recovery from the abyss noted early in the second 
quarter, although the pace and level vary significantly. Unfor-
tunately, the encouraging news from third quarter earnings 
reports was largely overshadowed by a renewed acceleration 
in the spread of COVID-19 infections. In Europe, the feared 
second wave is now a fact. The number of new reported cas-
es far exceeds the peaks during the spring, partly because of 
more extensive testing, but this exponential growth is taking 
a toll. In some countries, especially in eastern Europe, mortal-
ity is also far higher than during the spring. The pressure on 
intensive care units has also increased dramatically again in 
many countries. 

From an economic perspective, one positive factor is that 
political leaders are now much more cautious about reintro-
ducing restrictions that limit economic activity. Unfortunately, 
the spread is so rampant in many places that it has not been 
possible to avoid new restrictions, and in particular those in-
dustries already hardest hit are again the biggest losers from 
this. High frequency data on people’s movement patterns also 
already indicate a new deceleration in economic activity in 
many countries, but the scale of the decline is totally different 
than it was in the spring. 

Naturally, hopes are now primarily focused on an effective 
vaccine, but even before recent announcements there were 
encouraging signs, although we should obviously be cautious 

about interpreting the figures. The exponential growth in 
infections we saw in many places during September-October 
now seems to have slowed in some of the hardest hit Euro-
pean countries. It would certainly be a positive surprise for 
it to peak so soon, even without a vaccine. A new accelera-
tion in the spread of infection and much greater economic 
consequences than seen so far would probably be needed in 
order to derail the economic recovery from the lows seen last 
spring. Given the recent vaccine news, this appears to be a 
clearly unlikely scenario. 

Resilient earnings

Although third quarter earnings reports were generally 
encouraging, 2020 is a lost year because of the coronavirus 
crisis. Before the crisis broke out, there were signs of improve-
ment in global industrial activity but that came to nought, and 
we now expect negative earnings growth for the full year 
of nearly 20 per cent both in Sweden and the Nordic region 
overall. This is still much better than was feared just a few 
months ago. Aggregate earnings forecasts for the Swedish 
listed companies that we track have just been revised upward 
by more than 30 per cent from their low earlier this year, but 
are still 24 per cent less than 12 months ago. 

It is also noteworthy that, even before we thought an effec-
tive vaccine would be available so soon, we were already ex-
pecting a strong recovery as early as 2021. Although earnings 
forecasts for 2021 are still more than 10 per cent lower than 
before the coronavirus crisis, these have also been revised 
upwards by more than 15 per cent from their lows earlier this 
year. This means not only an improvement of more than 30 
per cent compared to 2020, but also an improvement of more 
than 10 per cent compared to 2019. We also note that the 
downward revisions for 2021 over the past year do not differ 
dramatically from what earnings forecasts have done histori-

Nordic equities

Has the second wave already peaked?

The chart shows the number of reported new COVID-19 infections per 
day in Spain, Italy, Belgium, the United Kingdom and the Netherlands. 
These countries have all experienced a clear second wave, but the trend 
appears to have slowed recently. 

Source: Bloomberg
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cally over the past decade, despite the far-reaching effects of 
the coronavirus crisis. 

The differences between the current crisis and the financial 
crisis of 2008-2009 are much greater than the similarities. 
The collapse in earnings forecasts in 2020 was considerably 
faster and more brutal than in 2008, and the recovery is 
largely due to the situation not being as bad as people may 
have feared earlier in the year. Yet it is somewhat encourag-
ing to look back and see how long the upward revision trend 
was sustained once the economic recovery took hold in 2009-
2010. It lasted until the euro crisis broke out in 2011 and for 
a number of years contributed to negative news stories and 
downward revisions. In 2016 came the populist wave, leading 
to Brexit and Trump’s trade war. 

It remains to be seen how long and sustainable the recovery 
will be this time, but the strength of these upward earnings 
revisions so far is encouraging, as are the prospects of a 
vaccine-driven end to the coronavirus crisis. Furthermore, in-
creased stability and predictability in international politics as 
well as green stimulus packages from a number of the world’s 
leading economies are expected. Despite the differences be-
tween the two crises, a similar profile for this recovery – with 
upward forecast revisions over a longer period than we have 
seen so far – cannot be ruled out. 

Wide divergences in valuations

Based on our current forecasts, the Stockholm stock market 
is valued at a price-earnings (PE) ratio of 27 for 2020, but a 
crisis year like this is not a good benchmark. Expectations of a 
strong earnings recovery next year and in 2022 have pushed 
the PE ratio to below 21 and nearly 18, respectively. 

For the Nordics, the corresponding PE ratios are 26 for 2020, 
21 for 2021 and 18 for 2022 – in other words, almost exactly 
the same – but as usual, there is still great variation between 
countries. Denmark is valued at a PE ratio of nearly 24 for 
2021 whereas Norway is trading at below 18. 

Diverging sector valuations

The divergence in valuations is even wider between different 
industries and sectors. The Nordic IT sector (excluding Er-
icsson and Nokia, which are classified as telecom equipment 
companies) is valued at a PE ratio of 32 in our forecast for 
2021, while banks are valued at a PE ratio of 10. Health care 
is valued at a PE ratio of 24, while the automotive industry is 
valued at a PE ratio of 14. 

One industry whose valuation has been dramatically revised 
this year − and for which PE ratios are a rather irrelevant met-
ric − is real estate. Before the coronavirus crisis, the Swedish 
real estate companies that we track were valued at a premi-
um to net asset value of nearly 30 per cent and at record-high 
cash flow multiples. Today that premium has evaporated, and 
share valuations are marginally below net asset value on av-
erage. Two thirds of real estate companies are valued lower 
than normal over the past 10 years and lower than reported 
net asset value. 

Revenge of the dividends in 2021?

For a number of years, investors in the Nordic countries and 
internationally have rejected dividend stocks, particularly in 
favour of growth-oriented companies, and the capital rotation 
from high-dividend stocks has accelerated in 2020. Monetary 
stimulus measures, weak economic growth and cancelled 

Source: SEB Equities

Earnings growth for Swedish listed companies during the coronavirus crisis is 
much better than feared earlier

The chart shows aggregate earnings of the Swedish listed companies that we track in millions of kronor for each 
forecast year for the period 2009-2021 since 2008. Earnings forecasts have never been slashed so quickly as 
during the coronavirus crisis, but the recovery has also been remarkable. How long will the upward revision trend 
last this time around?
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dividends have probably contributed to this, but we wonder 
whether this trend has gone too far – perhaps investors under-
estimate the value of dividends?

From a global perspective, high dividend yield equities have a 
weak relative return compared to the benchmark world index 
over the past decade. This reflects both the enormous valua-
tions created in the IT sector (which seldom includes equities 
with the highest dividend yields) and a very weak trend for 
banks (which are still well represented among equities with 
the highest dividend yields). This year, the trend has accel-
erated significantly, probably driven by cancelled dividends 
from many normally high-dividend companies because of 
the coronavirus crisis and by additional monetary stimulus 
measures launched in response to the crisis. Expansionary 
monetary policy has fuelled the rise in many stocks with high 
valuation multiples and low or no dividend yield in 2020.

We believe there has been rather too much focus this year on 
dividends due to be paid immediately or, more precisely, the 
lack of them. Given the earnings trend, for instance, among 
Nordic banks during the coronavirus crisis − and given current 
prospects − we think it is reasonable to assume that the cap-
ital stored up during the crisis, instead of being distributed, 
should instead benefit shareholders a little later on. It is more 
a matter of deferring dividends for 2019 than permanently 
cancelling them, provided that the trend so far is some kind of 
indication of the costs of the crisis and that earnings forecasts 
(ours and consensus) turn out to hit the mark. Combined with 
an economic recovery fuelled by the fading of the pandemic, 
stimulus packages for green infrastructure investments and 
more predictable, stable trade policy, this could serve as a 
good basis for the revenge of dividend stocks to some extent, 
also relative to the stock market index, as early as 2021. 

Fossil fuels or green infrastructure 

The battle between Clean Coal Trump and Green New Deal 
Biden was a nail biter. No sector had as much at stake in 

the election campaign as energy. Biden promised massive 
stimulus measures to speed up the country’s transition to 
renewable energy sources, while Trump has worked to 
facilitate the oil industry’s production by allowing drilling in 
sensitive wildlife areas and rolling back regulations aimed at 
limiting industrial emissions. There was also great apprehen-
sion in the US solar industry that the Trump administration’s 
insistence on a federal agency to oversee the entire country’s 
solar energy facilities would in practice constitute the first 
step towards regulatory changes that would make investing 
in solar panels less economically viable. 

Other industries are pleased about a divided US government, 
with Republicans presumably still controlling the Senate, 
which reduces the risk of tax hikes and health care reforms, 
but the green tech sector is an obvious relative loser here. It is 
a relief for this sector that Biden will become president – that 
bodes well on the regulatory front. However, the Senate is 
expected to block funding of Biden’s modified version of the 
Green New Deal, which the Democrats wish to implement. 
The large-scale investment in renewable energy that many 
people had hoped for is now less likely. Of course, a number 
of factors are driving growth in solar energy, wind power, 
energy efficiency improvements, electric vehicles, green 
hydrogen, fuel cells and other green tech solutions, but an 
additional stimulus package would have further accelerated 
the transition. 

Improved prospects for renewable energy

The US is an important market for Western environmental 
technology companies, but the world is bigger than that. 
Regardless of the US election outcome, it is certainly positive 
for the industry that the EU and most European countries as 
well as South Korea, Japan and China have announced plans 
this year to accelerate their transition to renewable energy 
sources and phase out fossil fuels. Prospects for the sector 
outside the US have improved, though developments in the 
US may possibly be somewhat slower.  

Source: IEA

The transformation of the energy system has only just begun

The chart shows electricity generation in the OECD countries by energy source. Despite numerous years of 
strong growth and dominance in terms of newly installed capacity, the percentage of renewable sources is still 
devastatingly small compared to fossil-based sources, which must now be phased out. Just to replace all current 
coal-fired electricity, there will have to be a threefold increase in two fast-growing and easily expanded sources: 
wind and solar power. 
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Although renewable energy sources now dominate new 
power generation installations in the West and investments in 
solar and wind power have long seen strong growth, it is also 
worth considering that total electricity production from solar 
and wind power in the OECD countries is still (2019) only half 
that from coal. In order to completely replace fossil sources of 
electricity in the OECD countries with solar and wind power, 
total installed capacity needs to increase nearly fivefold. 

Furthermore, electrification of the transport sector and parts 
of the industrial sector, as well as increased use of green 
hydrogen, will require additional electricity generation capaci-
ty along with large-scale investments in energy efficiency 
improvements. In other words, growth prospects for renewa-
ble energy are particularly good, and this trend still has a long 
way to go. 

Other environmental technology segments such as green 
hydrogen and fuel cells are still in their infancy; electric cars 
are gaining market share at a surprisingly fast rate but still 
constitute only about 10 per cent of new car sales in Europe 
and even less globally. The replacement of fossil-based mate-
rials with biomaterials has begun but is still progressing very 
slowly. Reforms that internalise the cost of emissions caused 
by fossil-based materials are probably needed to  
really spur this aspect of the transition. Unlike fossils for 
direct energy extraction, fossil-based materials so far have 
not been subject to any significant taxation based on their 
environmental impact. Recycling and energy efficiency im-
provements are other areas that still have enormous growth 
potential. 

In the Nordic countries, there is a small number of major com-
panies devoted exclusively to green tech, but also a number 
of industrial companies with a smaller segment of their opera-
tions focused on these areas. In addition, the region also has a 

very large number of tech start-ups. For the most innovative 
development companies, the commercial viability of their 
own technology is obviously most important in determining 
whether they will be successful or not. But provided that 
good, profitable solutions are developed, it is naturally only 
positive if the market for solutions to improve sustainability 
also grows and is prepared for them. 

Summary

A coronavirus vaccine and a US presidential election out-
come that can be expected to provide better stability and 
predictability are positive factors for the stock market and for 
economic growth. The second COVID-19 wave is slowing but 
not stopping the recovery, and listed companies have so far 
weathered the coronavirus crisis with much better earnings 
growth than was feared earlier this year. 

Dividend equities have performed weakly for a decade, and 
the trend has accelerated this year, but sooner or later such 
a movement will reverse, and we are not ruling out a revenge 
for dividends and dividend stocks in 2021. 

However, the biggest winner from recent political develop-
ments around the world is no doubt environmental technolo-
gy stocks. We see an upside for green tech both in the short 
and long term and note that the transition to renewables 
has only just begun. However, there will probably not be 
any Green New Deal in the US anytime soon, which means 
somewhat slower growth than many people had probably 
hoped for before the election. Nonetheless, conditions for the 
industry are probably better than ever both in the US and the 
rest of the world, not least due to green stimulus programmes 
in both Europe and Asia, which will carry on regardless of the 
balance of power in America. 
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Stock markets are chugging along, driven by the US election outcome 
and hopes of an effective COVID-19 vaccine in the near future. Third 
quarter corporate reports show surprisingly strong earnings growth 
thanks to good cost control. The pandemic and political uncertainty 
are disruptions, though of a transitory nature. Low bond yields and 
an economic recovery supported by stimulative policies may justify 
current share valuations.

Due to early autumn uncertainty about US politics, a lack of 
new fiscal stimulus packages and a second wave of COVID-19 
that has forced new lockdowns, stock markets slumped ahead 
of the American presidential election. Markets were pleased 
with the November 3 election outcome, and share prices rose. 
With Joe Biden as president and a Republican-controlled Sen-
ate, yields and interest rates will probably remain low, there 
will be only small tax increases if any, and relations with the 
rest of the world will improve. News of vaccine progress fur-
ther fuelled the upswing. It is increasingly clear that ultra-low 
interest rates and yields will persist, and stock markets appear 
to have reached full valuation from a historical perspective, so 
future economic growth and the earnings trend will be crucial 
in determining the direction of stock markets.  

The economic recovery we saw during the summer months 
is clearly reflected in corporate earnings reports for the third 
quarter. There were bigger surprises for earnings than for 
sales. As in the second quarter, companies were again suc-
cessful in controlling costs. Full-year earnings will obviously fall 
sharply, but the decline looks set to be less severe than many 
feared this past spring. Globally, earnings are now expected to 
fall about 21 per cent this year compared to a forecast low of 
about 25 per cent during the spring. For the US, the forecast 
is a decline of 17 per cent compared to 23 per cent earlier. 
Because of the upward-revised basis for calculations, expected 
earnings growth for next year has been revised corresponding-
ly downward. The absolute level for 2021 remains the same. 
Globally, analysts expect the same earnings level as in 2019, 
with the US figure somewhat higher. 

Growth companies continue to impress  
The latest report period was largely a reflection of the general 
macroeconomic recovery. The downturn was not as bad as we 
first feared, mainly due to massive stimulus measures that kept 
things from getting out of control. We have seen the biggest 
upward earnings revisions since the spring, not surprisingly, 
in cyclical sectors. Demand levels are directly attributable to 
pandemic waves. Demand remains strong for most products 
associated with the home, such as gardening products, online 
shopping, gaming and streaming services. The automotive and 
mining industries have also experienced relatively good times. 
However, things are still tough for sectors that depend on travel 
and tourism such as the civil aviation, hotel and hospitality 
industries as well as the oil industry. Commercial real estate 
companies also face great uncertainty since more and more 

people are expected to work from home going forward, which 
may affect the leasing of office space and retail premises.

In the latest quarterly earnings reports, major growth com-
panies were impressive as usual. They are capitalising signif-
icantly on structural trends such as e-commerce, streaming 
services, digital social networks, cloud services, the Internet 
of Things (IoT), gaming and mobile payments. Infrastructure is 
being built around these core products to “capture” customers. 
Once critical mass has been reached, such companies can then 
charge significantly higher prices for their products and servic-
es. Apple is one example of this strategy, posting impressive 
last quarter earnings of about USD 12.6 billion. The company’s 
annual after-tax earnings are expected to be about USD 57.3 
billion, while earnings next year are expected to grow another 
15 per cent. Market dominance as such is a competitive advan-
tage and a topic that is generating a lot of discussion. Amazon, 

Global equities
Impressive earnings trump uncertainty

Growth companies keep outperforming  
value companies

As a group, value companies are more cyclical in nature than growth com-
panies. A steep yield curve is a harbinger of better economic prospects. Yet 
growth companies have continued to outperform value companies, provid-
ing an opportunity for investors to buy companies with low valuations and 
an improved earnings generation capacity.

Source: Bloomberg



16Investment Outlook: November 2020

Alphabet (Google) and Facebook are in the same league as 
Apple and also run the risk of having their operations regulated 
to a greater extent going forward. However, along with taxes 
and regulations, these companies face few other threats of a 
structural nature. From a shareholder perspective, their valu-
ations are of course relatively high, but as is usually the case 
with qualitative growth companies they have a tendency to 
grow into their valuation.

Vaccines and a new US president give value  
companies hope 
After two quarters of earnings that outperformed expecta-
tions by an unusually wide margin, there is a risk that the more 
uncertain growth picture today will push down forecasts. Parts 
of Europe have reintroduced lockdowns, but positive news  on 
COVID-19 vaccine has sparked hope that we will be able to roll 
out vaccinations on a broad front in the not too distant future. 
This is extremely good news for many hard-pressed compa-
nies and industries. It could very well be the start of a major 
rotation between growth companies relatively unaffected by 
the pandemic and value companies − those with low valuations, 
which are more vulnerable to economic cycles. There has been 
much discussion in recent years about the extreme difference 
between the performance of value companies and growth com-
panies since the global financial crisis. A shift between the two 
has been christened “the big rotation”. An increasingly steep 
US yield spread (reflecting the gap between government and 
corporate bond yields) since the end of 2019 has not attracted 
investors to value companies. However, adding to that a vaccine 
against COVID-19 and a normalisation of the world order 
through more stable US governance, a narrower differential 
between value companies and growth companies is warranted.

Global equities 

Wide gap between large caps and small value  
companies over the past two years

The chart shows the performance of the MSCI World Large Cap Net Index 
(excluding emerging markets) and the MSCI World Small Cap Value Net 
Index (excluding EMs). Small caps with low valuations have not kept 
up with large caps over the past two years. A steep yield curve, which 
indicates economic recovery, has narrowed credit spreads. With valua-
tions not changing much, conditions are right for small value companies to 
outperform large caps.   

Source: Bloomberg

Share valuations overall have been questioned by many 
people, since prices have reached new highs while earnings 
have been under pressure. Equities are certainly trading at 
high price-earnings (PE) ratios historically. In the US (S&P 
500), the forward 12-month PE ratio (based on earnings over 
the next 12 months) is 22. But we are (probably) in a strong 
earnings recovery. Based on consensus forecasts, the PE ratio 
for the full-year 2021 is nearly 20, and calculated on fore-
casts for 2022 the ratio is 17. This is higher than the historical 
average of around 15 but is not off-putting, given low yields. 
And if we exclude the digital giants, which account for more 
than 20 per cent of the index, we can revise these PE figures 
downward by about 3. 

Asia – opportunities and regulatory risks 
It is worth noting that, along with the US, Asia (excluding Ja-
pan) is the region where IT/digitisation companies are the big-
gest component of market capitalisation. The growth picture 
and a more stable coronavirus situation there provide support, 
as does Biden’s less unfavourable trade policy. The South Ko-
rean and Taiwanese stock markets are dominated by Samsung 
and Taiwan Semiconductors, respectively, which dictate their 
performance. China has internet giants Alibaba and Tencent, 
but also a long list of successful companies in IT, e-commerce 
and electronic payments. One example of a successful compa-
ny that was originally scheduled to launch its initial public offer-
ing (IPO) in November on the Shanghai and Hong Kong stock 
exchanges is fintech company Ant Group, formerly Alipay. This 
Alibaba spin-off was founded by Jack Ma, the richest man in 
China and Ant Group’s controlling shareholder. The company’s 
app has 700 million active users who can use it to process 
electronic payments, borrow money, find insurance and invest 
in mutual funds – basically, an advanced banking app. 

Digitisation has made great progress in China thanks to a 
smoothly functioning digital infrastructure, innovative compa-
nies and consumers who rapidly embrace new technology. The 
now-deferred Ant Group IPO would have been the biggest ever, 
more than USD 34 billion. However, two days before its listing 
date, the IPO was pulled when Beijing introduced draft regu-
lations requiring companies to use far more of their own funds 
to underwrite consumer loans. This changes the company’s 
business model, which will thus have to be more capital-inten-
sive and more like a bank, rather than a broker. Perhaps Jack Ma 
should not have vented his criticism of China’s financial regu-
latory system or accused the country’s state-owned banks of 
having a “pawnshop mentality” at a financial summit in October. 
Beijing has increased regulatory pressure, causing a drop in 
share prices. Ant Group’s deferred IPO and increased regulatory 
pressure on the country’s internet giants show that investments 
in China carry relatively high political risk.

Profitable growth companies, small caps and China  
Despite elevated valuations and increased regulatory risks, we 
remain positive towards profitable growth companies. We are 
also positive towards small caps in relative terms, since they 
have lagged behind both in valuation and share price perfor-
mance. We also have a favourable outlook on the Chinese stock 
market − which really captures the country’s digitisation wave 
and fast-growing middle class − despite the political risk. We 
are taking a cautious stance on Europe and Japan, but if we 
should see strong industrial activity and higher long-term yields 
ahead, we will probably have a more positive attitude towards 
these regions.
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We believe that we will see somewhat higher long-term yields in 2021, 
though yields will still remain historically low. With the risk of negative 
expected returns on government bonds, investors must resort to riskier 
fixed income investments to generate returns. We are positive towards 
corporate bonds, especially those with a sustainability focus, but there is 
short-term uncertainty − especially about the impact of COVID-19. 

Government bonds (excl emerging markets)

In late autumn, European yields have fallen to their lowest 
levels since March this year, after an accelerating spread of the 
virus and announcements of new stimulus measures by the 
European Central Bank (ECB). Despite forceful fiscal stimulus 
measures in Europe, because of the ECB’s bond purchases − 
which are expected to be extended until at least the end of 
2021 − the central bank will purchase virtually all euro area 
government bonds issued next year. Combined with record-low 
core inflation, German 10-year bond yields are expected to 
remain near today’s levels and rise marginally to -0.10 per cent 
at the end of 2021. 

US long-term Treasury yields climbed ahead of the country’s 
presidential election on expectations of a major stimulus pack-
age in case of a Democratic president and Congress. Although 
a divided Congress is expected to lead to less fiscal stimulus, 
the stimulus measures to come are predicted to be enough to 
reduce uncertainty and build faith in future growth. 

This should lead to gradually rising yields, and we believe the 
US Federal Reserve will allow this as long as the upturn goes 
hand in hand with better economic prospects. We believe US 
10-year Treasury yields will rise to 0.9 per cent by year-end 
and 1.2 per cent at the end of 2021.

Monetary policy, both globally and in Sweden, is totally focused 
on boosting economic growth with promises of low interest 
rates/yields and liquidity support. With central banks sending 
clear signals that they want to avoid introducing negative key 
rates, we also see a limited downside for short-term rates. This 
suggests short-term government bond yields will remain low 
for a while. 

Since underlying bond yields are record-low, total bond return 
is largely linked to the yield trend, which can be difficult to 
predict these days. Investors who want better return potential 
from the fixed income market must therefore look to fixed 
income investments that carry higher risk. 

Fixed income investments
Low yield environment will persist

European government bond yields have fallen during the autumn, while US 
long-term Treasury yields have climbed. A combination of better economic 
growth and an increased bond supply will lead to somewhat higher yields 
in 2021, but because of central bank bond purchases we will remain at 
historically low levels. 

Source: Macrobond

Forecasts for 10-year government bond yields

Market Nov 
2020

Dec 
2020

Dec 
2021

Dec 
2022

United States 0.77 0.90 1.00 1.20

Germany -0.64 -0.30 -0.20 -0.10

Sweden -0.06 0.15 0.25 0.40
             Source:  SEB, market data November 2020

Central banks are slowing the upturn in yields
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Corporate bonds – investment grade (IG) 
and high yield (HY)

After a strong performance for higher-risk corporate bonds 
in early autumn, the combination of an accelerating spread of 
COVID-19 and uncertainty about future stimulus packages 
caused values to fall somewhat ahead of the US presidential 
election. The flow picture, with flows out of high yield funds 
and simultaneous reduction in flows into investment grade 
funds, also contributed to falling values. 

Technology companies led the temporary stock market 
downturn, but since they constitute a fairly small segment of 
the corporate bond market, the impact was limited. Despite 
volatile stock markets in October, the corporate bond market 
showed relative strength and companies have continued to 
borrow through this market. 

Central banks and governments are supporting the corporate 
bond market and will do so for a long time, which is an impor-
tant factor for our positive outlook. The support measures 
implemented to help companies weather the crisis probably 
reduce the risk of credit losses and also mean lower corporate 
funding costs. Meanwhile, because of a presumably divided US 
Congress, US corporate tax increases proposed earlier by Pres-
ident-elect Biden will probably be somewhat smaller, which 
will strengthen companies. 

The Nordic corporate bond market went against the flow, 
climbing somewhat in September, but when risk appetite 
generally continued to weaken in October, this market was 
also affected. In September, Sweden’s Riksbank began buying 
corporate bonds and thus far has purchased SEK 150 mil-
lion worth a week, an amount that we believe can quickly be 
increased if necessary. 

Expectations about the default rate for 2020 were revised 
sharply upward during the first half of the year in conjunction 
with the pandemic outbreak and initial lockdowns. During 
the second half, this figure has been revised downward since 
defaults have been fewer than feared, but there is great 
variation between sectors given the widely different condi-
tions they have faced and will face under continued COVID-19 
restrictions and lockdowns. Naturally, falling revenue due to 
COVID-19 has led to a deterioration in earning capacity, but 
many companies have surprised analysts with their rapid cost 
reductions, which have improved the picture compared to 
forecasts during the first half of 2020. 

We believe that an investment in high yield corporate bonds 
– even taking into account the increased frequency of credit 
events – will generate good long-term returns. In the short 
term, there is a risk of increased uncertainty due to the pan-
demic, so we advocate selectivity in choosing sectors. Overall, 
we are sticking to an overweight in corporate bonds. Returns 
are still good, especially considering the low yield environment. 
However, the potential is not as great as last spring. Neither 
central bank nor government support will be able to save 
companies with too much debt. We continue to overweight 
stronger, sustainable quality companies. 

Corporate bonds with a lower risk – investment grade (IG) – 
have remained relatively stable this autumn. IG bonds have 
rebounded sharply since prices fell in March, which means their 
potential is more limited than earlier. We expect IG corporate 
bonds to generate better returns than government bonds, al-
though valuations are not as attractive, especially if yields are 
considered in isolation. We believe these companies will benefit 
from increased central bank stimulus measures; they are also 
often large, stable companies and should weather the effects 
of the economic downturn relatively well. Because of the low 
yield environment, investors will continue to move from gov-
ernment bonds and mortgage-backed securities to corporate 
bonds in order to generate higher returns.

Emerging market (EM) debt

Large parts of the emerging market (EM) debt segment 
have been under pressure as a result of investor uncertainty 
about global economic growth due to the pandemic as well as 
political uncertainty about the US presidential election. In the 
foreign exchange market, a number of EM currencies, mostly 
in Asia but also in Latin America, have potential to strengthen. 
Given prospects of further economic stimulus measures in 
these countries, EM currencies that had weakened previously 
could get a new boost. EM interest rates and yields are still 
high, which makes relatively good returns possible in stable 
markets, but a further spread of the pandemic and its effects 
increase risks. Biden’s victory in the US presidential election 
should also have a positive impact on emerging markets. 
Global trade should benefit from Biden’s more open trade 
policy compared to Trump’s, while many factors point to a less 
favourable performance for the US dollar under Biden’s policies 
– a positive driver for emerging markets, which often carry 
USD-denominated loans. 

Corporate bond market is relatively stable

The yield spread, which is supposed to compensate investors for the 
difference in risk between government and corporate bonds, widened 
somewhat during the autumn, following growing concerns that compa-
nies might not be able to repay their loans. Nonetheless, the corporate 
bond market has looked relatively stable, thanks to central bank stimulus 
measures. We expect a continued positive trend, but there are short-term 
risks related to COVID-19.

Source: Bloomberg/ Macrobond

Fixed income investments
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For many years, investors in the Nordic countries 
and around the world have rejected dividend 
stocks, especially in favour of growth-oriented 
companies, and capital rotation from high-divi-
dend stocks has accelerated in 2020. Monetary 
stimulus measures, weak economic growth and 
cancelled dividends have probably contributed 
to this, but we wonder whether this trend has 
now gone too far. Especially for investors who do 
not attach much importance to the performance 
of their equity portfolio compared to benchmark 
indices, we believe a diversified basket of high 
dividend yield equities in companies with rela-
tively stable operations is an attractive invest-
ment alternative.  

Theme

Revenge of the dividends? 
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Dividends crucial to valuation

In theory, the valuation of a stock is determined by the present 
value of all its future dividends. Meanwhile equities, at least in 
theory, have no maturity date, which makes it particularly dif-
ficult to forecast their dividends. However, it is quite clear that 
the lower the discount rate used to value future cash flows − 
which in turn determines dividend capacity − the less it matters 
whether dividends are paid in the near future or at a later time. 
So it is natural that the steep decline in bond yields we have 
seen over the past decade has helped fuel greater investor 
appetite for growth than for dividends. 

Nonetheless, since the return requirement for equities is far 
higher than for risk-free fixed income investments, it remains 
true that dividends in the near future have greater value today 
than if the same amount is paid at a later time. Furthermore, 
forecasts always entail uncertainty and good dividend capacity 
today may often, but certainly not always, also be an indication 
of future dividend capacity. All things being equal, investors 
should thus naturally prefer a larger dividend to a smaller one. 

At the same time, an expected high dividend yield in the near 
future often indicates that something else is viewed as nega-
tive about the company. Whether a high dividend yield should 
be considered attractive or a sign of problems in the company 
is determined by how serious these problems are thought to 
be. Is it a mature business, or is it downright obsolete?  

The downside of dividends

All else being equal, investors prefer higher dividends to lower 
ones. However, generous dividends can be seen as a sign of 
weakness, an indication that the company sees neither invest-
ment opportunities in its own operations nor opportunities for 
value-generating acquisitions. The companies that generate 
the most value combine growth with generous dividends. In the 
long run this is only possible with a high return on equity (which 
return metric best illustrates good profitability depends on the 
business model). Nonetheless, it is unusual for companies with 
a high return on investments, growth and generous dividends 
(as a percentage of earnings) to have a high dividend yield 
since such companies usually also have high share valuations. 
Most stocks with a high dividend yield are instead mature com-
panies with low or negative earnings growth and a relatively 
modest return on equity and/or capital employed, but a high 
percentage of earnings paid out in the form of shareholder 
dividends and a relatively low price-earnings (PE) ratio. 

In the Nordic countries, the list of companies with a high divi-
dend yield is topped by shipping companies, the oil business, 
telecom operators, banks and insurance companies as well as 
tobacco companies, fossil fuel power generation companies 
and automotive manufacturers. The picture is similar else-
where in Europe, but more diversified and with a significant 
element of chemical companies with sustainability challenges 
related to herbicides and/or fossil raw material use. One com-
mon denominator for these companies and industries is signif-
icant uncertainty, for example, about future technology and/or 
regulatory changes, sustainability and/or ethical issues. These 
industries are relatively mature, but not necessarily obsolete. 

Many investors question, for example, the sustainability of 
earnings generation for companies whose operations are 
based on fossil fuels, which must now be phased out in order 
to combat climate change. Others refuse to invest in ethically 
questionable industries such as tobacco, see regulatory risks 
for the industry, or are simply scared off by negative volume 
growth.  

For banks, a combination of concerns about technological 
advances, digitisation with accompanying downward price 
pressure and regulatory risk is probably holding back valu-
ations. The current conflict over bank dividends, the risk of 
penalty fees for money laundering, new regulations since 2009 
plus bank levies and resolution fees are examples of this. 

These risks can certainly be adequately factored into current 
valuations, but they can also be over- or underestimated. The 
point is that high dividend yields have a downside, a fairly 
logical explanation. This is not free money. The challenge for in-
vestors is to determine whether the attractiveness of expected 
dividends is greater than the concerns reflected in low share 
valuations. 

A decade of underperformance

From a global perspective, stocks with a high dividend yield 
have generated weak returns compared to benchmark world 
indices over the past decade. This is reflected both in the enor-
mous valuations created in the IT sector (whose shares are 
rarely among those with the highest dividend yields) and in the 
very weak performance of banks (which are still well repre-
sented among stocks with the highest dividend yields). 

Stocks with high dividend yields have  
underperformed the total index in recent years

The chart shows the relative performance of the MSCI World High 
Dividend Yield Index compared to the MSCI World Index. In other words, 
the trend for some 300 stocks in the MSCI World Index that have showed 
a consistently higher dividend yield than the respective index for each 
country compared to the total index. Stocks with a high dividend yield 
have generally underperformed the market over the past decade, a trend 
that has accelerated in 2020. 

Source: Bloomberg
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The trend has accelerated significantly this year, probably 
driven by cancelled dividends from many companies that nor-
mally pay high dividends − due to the coronavirus crisis − and 
by monetary stimulus measures implemented as a result of the 
crisis. Expansionary monetary policy has fuelled the upswing 
of many equities with high valuation multiples and low or no 
dividend yield in 2020. 

Still, this has not always been the case; from 2000 to 2007 div-
idend stocks far outperformed the total index. This was during 
a period distinguished by a high level of real investment across 
the world, urbanisation and infrastructure investments in Asia, 
and housing construction in the US. 

However, the relative outperformance of dividend equities 
began when the dot-com (IT) bubble burst at the turn of the 
millennium, a trend initially characterised more by the poor 
performance of other equities than by their own strong perfor-
mance. Their relative recovery was also a reaction to dividend 
stocks otherwise lagging well behind the market during the 
1998-2000 boom; just as they lagged  behind a strong stock 
market during the second and third quarter this year. 

Sooner or later, this time around too, there will be a counter-re-
action. It is difficult to know exactly when, but we should not 
rule out the possibility of this taking place as early as 2021. 
Most likely, not much is needed for a recovery after this year’s 
very weak performance, but stronger economic growth is 
probably needed for a more substantial recovery. The green 
stimulus packages now being announced in many places 

Dividend yield has been important to total return 
on the Stockholm stock exchange

The chart shows dividend yield and share price performance for the 
OMXS30 index per five-year period from 2000 to 2020 (the final period 
is January 2016-October 2020). The contribution to total return from 
share price performance varied significantly, whereas the contribution 
to total return from dividend yield was 15-18 percentage points per five-
year period. 

Source: Bloomberg

Dividend yield has been critical to total return in 
the European stock market 

The chart shows dividend yield and share price performance for the 
Stoxx Europe 600 index per five-year period from 2000 to 2020 (the 
final period is January 2016-October 2020). The contribution to total 
return from share price performance varied significantly, whereas the 
contribution to total return from dividend yield was 17-19 percentage 
points per five-year period.

Source: Bloomberg

around the world could potentially serve as catalysts for such 
a development, but with a Green New Deal now unlikely to get 
through the US Congress, this is less likely. 

Dividends are important over time

Eternity is too long a time horizon for most investors, so the 
theoretical relationship between dividends and valuations is 
not exceedingly interesting. However, it is worth noting that 
dividends are crucial to total return over a more foreseeable 
and normal investment horizon, like the 5-20 years illustrated 
below. 

Of the total return of 173 per cent for the OMXS30 index (the 
30 largest equities on the Stockholm stock exchange) since 
2000, dividends account for 130 percentage points in this pe-
riod. Elsewhere in Europe, the importance of dividends is even 
more apparent; of the 79 per cent return for the Stoxx Europe 
600 index, dividends account for 89 percentage points. Fur-
thermore – and not to be sneezed at – the contribution from 
dividends has been far more stable. 

Below we examine total return so far in the 21st century, 
divided into five-year periods. For the OMXS30, dividends 
contributed returns of 15-18 per cent per five-year period 
while for the Stoxx 600 they contributed returns of 17-19 per 
cent per five-year period. This is in stark contrast to the vola-
tile contributions from share price fluctuations over the same 
period for both the Swedish and European indices, which con-
tributed between -20 per cent and +30 per cent per five-year 
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period. For the Stoxx 600 index, the contribution from share 
prices was negative in 3 of the 4 five-year periods. The higher 
stability of dividends, compared to share price fluctuations, 
has an intrinsic value to many investors. 

Is performance compared to an index important to you?

The more important a predictable and dependable cash flow 
from investments is, then naturally the more interesting high 
dividend yield stocks are. Another aspect, at least equally 
important, is how important relative return is to an inves-
tor. It is often assumed that the relative return on an equity 
investment compared to an index is particularly significant 
to investors. Compared to a broader equity index, it has not 
been a successful strategy to invest in high dividend yield 
stocks this year (or over the past decade), but for investors 
who see great value in a somewhat steady cash flow from 
their investments, this strategy need not be a failure, espe-
cially considering how difficult it is to generate similar returns 
from fixed income investments today. 

Is the dividend yield sustainable?

Dividend yield as such is not a good valuation metric for 
equities. The metric that should be used is dividend capacity. 
A large one-off dividend, or one that is not supported by cor-
responding earnings generation or cash flow from operating 

activities, is really just a transfer of capital from one pocket 
to another; shareholders are paid more money now at the 
expense of future payments. In some cases, it is clearly logi-
cal to move capital in this way, but what is interesting from a 
valuation perspective is sustainable dividend capacity. 

However, in order for dividends to be sustainable, not only do 
they need to be funded by internally generated earnings and 
cash flow; earnings must also be sustainable. We noted above 
how companies and industries where investors fear imminent 
regulation, technological advances or developments that 
constitute a threat to future earnings growth are significantly 
overrepresented among companies with the highest dividend 
yields. 

We believe there has been somewhat too much focus this 
year (and potentially in 2021) on dividends that are paid 
promptly, or more precisely the absence of such. Given the 
earnings trend we have seen, for example, for Nordic banks 
thus far during the COVID-19 crisis and given current pros-
pects, we believe it is reasonable to assume that capital 
stored up during the crisis instead of being distributed should 
benefit shareholders a little later on. It is more a question 
of delaying dividends than permanently cancelling them, 
provided that the trend thus far is some kind of indication of 
the costs of the crisis and that earnings forecasts (ours and 
consensus) turn out to be on the mark. 

Swedish stocks with expected high dividend yields 
have had significantly worse returns so far in 2020 
than those with expected low dividend yields

The chart shows the dividend yield (consensus 2021) for the 30 com-
panies in Stockholm’s OMXS30 index compared to total return so far in 
2020. There is almost an inverse correlation; the higher the expected 
future dividend yield, the worse those stocks have performed in 2020. 
This year’s stock market winners have an expected dividend yield below 
3 per cent, whereas all stocks with an expected dividend yield above 6 
per cent (exclusively banks and telecom operators) have had a negative 
total return in 2020. 

Source: Bloomberg

European stocks with expected high dividend yields 
have had significantly worse returns so far in 2020 
than those with expected low dividend yields

The chart shows the expected dividend yield (consensus 2021) for 49 
of the 50 companies in the Eurostoxx 50 index versus total return so far 
in 2020. There is almost an inverse correlation; the higher the expected 
future dividend yield, the worse those stocks have performed in 2020. This 
year’s stock market winners have an expected dividend yield below 4 per 
cent, whereas all 11 stocks with an expected dividend yield above 5 per 
cent have had a negative total return in 2020. One equity in the Eurostoxx 
50 index with a total return of 122 per cent this year and an expected 
dividend yield of 0.2 per cent has been excluded from the chart in order to 
provide a better overview.  These European high dividend yield stocks are 
more diversified in sectoral terms than those in Sweden. Aside from banks, 
they include insurance, oil, chemical and power generation firms. 

Source: Bloomberg
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An attractive situation for an unpopular strategy

We believe that, after the very weak relative performance 
of high dividend stocks recently, including those that can be 
expected to pay high dividends next year but which cancelled 
dividends more or less voluntarily this year, it may already be 
a good time to buy now for investors with a time horizon of 3 
or more years. To reduce risk, such an investment should be 
made in the form of a diversified equity portfolio of stocks. 
Such a portfolio will probably underperform the relative 
index as long as current market sentiment persists but can 
still provide an attractive total return. However, stronger 
real economic growth is probably needed for this strategy to 
outperform the index. 

A Swedish or Nordic portfolio with high dividend large caps 
will be heavily biased towards banks, which is not necessarily 
negative but does entail a relatively large risk concentration. 
If we expand the selection to include European large caps, 
we can identify 72 companies among the 600 in the Stoxx 
Europe 600 index that are expected to pay a dividend equiva-
lent to at least a 6 per cent dividend yield for 2021 and 2022. 
We have also eliminated companies with a low sustainability 
rating relative to their industry and have only included the 
more sustainable half of all the companies in Sustainalyt-
ics’ risk ranking based on environmental, sustainability and 
governance (ESG) issues − a score of 50 or higher. For the 
banks included, we have further specified that their core Tier 
1 capital must be at least 2 percentage points higher than that 
required by authorities. 

The 72 companies have an unweighted average dividend 
yield of 7 per cent for this year, 7.9 per cent for 2021 and 8.6 
per cent for 2022. They represent 13 different industries, 
with market capitalisation averaging 17 billion euros and 
within a range of 2-96 billion euros. This includes 17 insurance 
companies and 12 banks, which make up 24 and 17 per cent 
of the total, respectively. Excluding the ethically questionable 
oil and tobacco industries, we end up with 63 companies, 5 
of which are power generation firms (which are phasing out 
fossil fuel use at different speeds). Another 4 are gas distribu-
tors, which are also questionable for the same reason. 

A few companies – for example, a real estate firm with a 
focus on retail property and a cruise line – have published 
forecasts that assume there will be a relatively rapid reversal 
in behaviour changes stemming from the COVID-19 pandem-
ic. Most of these companies are questionable from some 
perspective, but obviously it is still possible to put together 
a relatively well-diversified portfolio of European equities 
with an expected high dividend yield. This could be quite an 
attractive complement to a more normal portfolio of equities 
competing against an index and a good investment strategy 
over a period of several years for investors who value the rel-
atively higher stability of cash dividends compared to volatile 
share prices. 
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The development of manufacturing – starting 
with the Industrial Revolution in the late 18th 
century – has led us via a series of technical 
innovations in mechanics and energy production 
(the steam engine), electrification with mass 
production (the Model T Ford) and digitisation 
to the manufacturing companies of today. 
Development work is continuing at a rapid pace, 
with smart integration of multiple computer 
systems and more efficient supply chains from 
purchasing to sales resulting in more independent, 
flexible production processes. This concept is 
called Industry 4.0 and Swedish companies are at 
the forefront of these improvements.

Theme: Industry 4.0

Transformation will 
create opportunities
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The term “Industry 4.0” originated with the German gov-
ernment's strategy for the Fourth Industrial Revolution and 
was first used at the 2011 Hannover Messe, an international 
industrial trade fair. Put simply, it refers to digitally connected 
systems that coordinate information from multiple sources in 
order to independently influence physical production: one form 
of the Internet of Things (IoT).

Wireless connectivity between machines via measuring instru-
ments and sensors helps companies and individuals to make 
the right decisions. A large quantity of data is stored, organised 
and analysed in order to discover patterns, trends, correlations 
and opportunities. Every item in the production chain carries 
with it information about where it should go and how, enabling 
the factory to organise itself. The goal is production with fewer 
errors, more flexibility and shorter adjustment and lead times. 
Given the ability to adapt and learn from real-time data, the 
production of goods and services becomes more proactive and 
foresighted. The organisation can avoid downtime and other 
productivity challenges.

The fields of technology that are used to achieve full potential 
are data analysis, robot systems, simulation, communication 
via 5G networks, cybersecurity, cloud services, 3D production 
and "augmented reality".

Increased connectivity between products results in large 
quantities of data. What makes a smart factory possible is 
advanced electronics and software in the analysis, storage and 
transmission of data via 5G networks. Swedish listed industrial 
companies are among the world’s top recipients of patents for 
the technology that makes these smarter factories and more 
efficient supply chains possible. We will return to this later in 
the article.

Increased profitability potential 
Industry 4.0 can create more efficient use of capital, improved 
production quality, better security, lower costs and improved 
sustainability. The Ericsson telecom group is a leader in patent 
applications for technology aimed at connecting processes 
and machines, which has major revenue potential. Getting 
maximum use from connected devices requires fast, reliable 
and secure data transfer. This is possible with 5th generation 
(5G) mobile networks. Other Swedish companies such as SKF 
and Volvo are also at the forefront of developing Industry 4.0 
technology. The integration of large quantities of data creates 
opportunities for new services, with the aim of optimising the 
entire value chain. Increased service sales, in turn, increase the 
stability of industrial companies that are cyclically sensitive. 
Environmental/Social/ Governance (ESG) risk in companies can 
also be favourably affected by increased traceability along the 
entire supply chain and greater energy efficiency.

Swedish industrial companies among top patent recipients 
By studying patent applications related to new Industry 4.0 
technology, we have taken a closer look at which Swedish 
companies are well-positioned ahead of the upcoming transfor-
mation. These companies are generally in the forefront of this 
work. During the period 2010-2016, they submitted 2,600 such 
patent applications − equivalent to 3.9 per cent of the total 
number of applications globally in this field, according to the 
Swedish Patent and Registration Office (PRV).

Positive trend for patent applications

The above chart shows the number of international Industry 4.0-related 
patent applications, by technology area and year, filed by Swedish com-
panies during 2010-2016. Swedish companies are in the forefront and 
filed about 2,600 applications during this period, equivalent to 3.9 per 
cent of the total number of applications globally in this field.

Source: PRV

A large proportion of these patent applications are in what is 
called "Core Technology". This refers to data communication, 
hardware/electronics and software. The other major category 
is "Enabling Technology", which includes developments in arti-
ficial intelligence/data analysis, positioning and security tech-
nology. The third area where several applications have been 
submitted concerns "Application Technology", which includes 
vehicles, personal equipment and infrastructure.

Total patent applications, Industry 4.0 technology, 
Swedish companies, 2010-2016

The above chart shows the number of international Industry 4.0 patent 
applications filed by Swedish companies during the period 2010-2016, by 
company. These are the available statistics, and they show which compa-
nies have put the most effort into adopting this new technology. 

Source: PRV
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Ericsson is in a class by itself and is also a leader in a global 
perspective. Other companies such as Volvo, Traton and Assa 
Abloy are also among the top patent applicants. 

A bit surprising is that outdoor power tool manufacturer 
Husqvarna (5th place) and hygiene product manufacturer 
Essity (8th) − until 2017 a part of the SCA Group − are among 
the companies that have applied for the most Industry 4.0 pat-
ents. Husqvarna is increasing the intelligence in its products by 
enabling users to communicate with them via the internet and 
by boosting the role of self-driving vehicle technology. Essity 
develops hygiene products featuring sensors and communi-
cation via the internet for more efficient planning of needs. 
In its third quarter 2020 report, Essity stated that increased 
digitisation in processes is a weapon the company is using to 
boost profitability. Its target is to achieve a return on capital 
employed of more than 17 percent, compared to the current 
level of about 15 percent.

Ericsson, with SEK 40 billion in annual development costs − 
equivalent to 17 percent of its revenue − filed nearly 2,200 
Industry 4.0-related patent applications during the period, 
which was 3.2 percent of all such applications worldwide. 
The development of connected products and processes by 
companies broadens the market for Ericsson's base stations, 
software, security and cloud services. In most industries, we 
are at the inflection point between testing and mass adoption 
of digitally connected processes and products. According to 
Ericsson, these services to companies and other service pro-
viders can generate yearly sales of USD 700 billion by 2030. 
The largest service markets are in health care, manufacturing, 
energy and vehicles. 

One example of a company that is testing industrial appli-
cations today is metals group Boliden, which has digitally 
connected vehicles and drilling rigs at its Aitik copper mine. 
The company has also signed a letter of intent with the Danish 
pump manufacturer Grundfos and established cooperation 
with robotics and automation group ABB, as well as with sen-
sor and automation specialist Hexagon. 

At their respective capital market days, SKF and Volvo recently 
expressed great optimism about new services related to Indus-
try 4.0 and digitally connecting machines and processes. Digi-
tal connections for both light and heavy vehicles is expected to 
be a major market, and eventually also self-driving vehicles.

A perpetual motion machine 
Preventive maintenance with the help of data analysis enables 
a manufacturer to anticipate potential problems before they 
occur. SKF aims to increase the value of the bearings and seals 
it installs in large industrial machines. Its ambition is to improve 
customer productivity by connecting sensors into integrated 
systems. The idea is to become a “function supplier” rather 
than a component supplier. The company has also adapted its 
business and pricing model to become fee-based to a greater 
extent. Today its fee- and performance-based business model 
has revenue of SEK 1 billion per year and is growing rapidly. 
This business model has been marketed mainly to process 
industries such as paper and pulp, mining and steel production. 
Going forward, SKF intends to expand this business model to 
other customer segments.

Potential for reducing large maintenance costs 

The above chart shows the average costs in 2018 and 2019 of planned 
and unplanned maintenance as a percentage of net operating income 
during these two years. There is major potential for boosting profitabil-
ity when companies can reduce maintenance costs thanks to recently 
developed technology.

Source: Holmen, Boliden and SSAB

Without access to data from sensors, regular maintenance 
takes place on the basis of routines or on specific dates. To 
quantify the cost potential, we have used the costs of planned 
and unplanned stoppages at Boliden smelters, SSAB steel mills, 
and Holmen paperboard production during the two-year period 
2018-2019.

Average maintenance costs at these three Swedish companies 
represented a quarter of earnings in 2018 and 2019. For man-
ufacturers of paperboard, nonferrous metals and steel, more 
efficient maintenance means major opportunities for improved 
profitability. These costs may decrease when maintenance 
work becomes more proactive.

Using digitally connected machines that measure tempera-
tures, rotation speeds, vibrations, pressure, energy consump-
tion and the like, data analysis can indicate when the machines 
are at risk of breaking down or are showing reduced produc-
tivity. The user can then take steps to prevent production 
stoppages. Automatic lubrication systems can also be installed 
to keep friction as low as possible, thereby optimising energy 
consumption and extending the time between maintenance 
periods. The system can behave proactively. Knowledge that 
SKF gathers via data collection from the status monitoring of 
customer machinery can also be used in the development of 
future products. SKF states that it monitors millions of bearings 
used by its customers and expects the number to increase 
exponentially. The pandemic has probably intensified the need 
for digitally connected machines, since maintenance has been 
hampered by restrictions and shortages of critical components.

“Opportunity of the century” in logistics, according to Volvo 
At its recent capital markets day, commercial vehicle maker 
Volvo declared that technological change in the logistics field 
offers "the greatest opportunity of the century". Optimisation 
of logistics provides major efficiency gains throughout the 
supply chain. Logistics is a major cost item, but also important 
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Clear association between a country’s GDP per 
capita and logistics costs 

The above chart shows that there is an association between GDP per 
capita and the cost of logistics as a percentage of GDP. The higher a 
country’s GDP, the lower the relative cost of logistics. 

to consumer goods companies and the customer experience in 
the rapidly growing e-commerce sector. 

For pure e-commerce market players, logistics-related costs 
amount to 20 per cent or more of their total costs. Consum-
ers today expect deliveries of goods to be possible within 24 
hours, sometimes faster, and with flexibility as to where the 
delivery is to take place. At manufacturing companies, logis-
tics may account for around 10 per cent of costs. In countries 
where a large share of the economy consists of commodities 
and agriculture, the percentage is higher. Today an estimated 
20 per cent of all truck traffic in Europe takes place with empty 
trucks. In China the figure is 40 per cent. A large part of this 
consists of the time the truck is travelling to a pick-up point for 
goods. With the help of real-time data about truck locations, 
and by combining the shipping of goods more optimally, deliv-
ery cost can be reduced by up to 25 per cent and emissions by 
30 percent.

The goal is to create systems using new technology and to 
offer tailored solutions through partnerships with customers. 
Expertise and cooperation in creating more efficient logistics 
solutions using electronics and software will enable Volvo to 
offer customised vehicles, financing solutions and preventive 
maintenance. Volvo will also be able to offer emission-free 
local transport, including charging station infrastructure, which 
more and more customers are prioritising. Today, service sales 
account for about a quarter of sales at commercial vehicle 
makers Traton and Volvo. These sales are primarily related 
to workshop services, components and financing solutions. 
Volvo’s target is that half of sales should derive from services 
and aftermarket by 2030.

Digitally connected technology makes it possible to achieve 
more efficient logistics flows and to know the exact positions 
and calculate the estimated arrival times of vehicles. This 
allows better traffic planning, especially in large cities, but also 
in construction work. The use of 5G improves the potential for 

offering self-driving trucks and construction machinery, for 
example in mines, quarries, ports and logistics centres. These 
self-driving vehicles can be used 24 hours a day, 7 days a 
week. For a freight forwarder in Europe, wages are the second 
largest cost after fuel.

More ambitious targets
New digital technology can change the way companies that 
successfully undergo a technological transformation view 
both revenue potential and earnings volatility. SKF recently 
raised its operating margin targets, with increased automation 
and service sales expected to make a positive contribution. 
Volvo has also confidently announced its potential for boosting 
service sales. Increased productivity thanks to new technology 
can help make supply chains more local, which may imply that 
production that takes place today in low-wage countries will be 
moved closer to final markets. The cost of capital and access 
to technological expertise is likely to be more important than 
wage costs in many industries when the new technology is fully 
used. The need for expertise at industrial companies is shifting 
towards more software and electronics. 

Industrial companies that actively change their operations with 
the help of the new digital technology are probably among the 
future winners on the Swedish and other stock exchanges..

Self-driving trucks lower costs

The above chart shows the estimated cost breakdown for an owner of a 
relatively new heavy truck in Europe. In some cases, the cost saving will 
probably amount to more than 20 per cent when self-driving technology 
is introduced in the transport sector.

Source: Scania/Traton

Source: Transportgeography.org 
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on sources judged to be reliable, SEB will not be liable for any omissions or inaccuracies, or for any loss whatsoever which 
arises from reliance on it. If investment research is referred to, you should if possible read the full report and the disclo-
sures contained within it, or read the disclosures relating to specific companies found on www.seb.se/mb/disclaimers. 
Information relating to taxes may become outdated and may not fit your individual circumstances. Investment products 
produce a return linked to risk. Their value may fall as well as rise, and historic returns are no guarantee of future returns; 
in some cases, losses can exceed the initial amount invested. Where either the underlying funds or you invest in funds or 
securities denominated in a foreign currency, changes in exchange rates can impact the return. You alone are responsible 
for your investment decisions and you should always obtain detailed information before taking them. For more informa-
tion please see inter alia the Key Investor Information Document for funds and the information brochure for funds and for 
structured products, available at www.seb.se. If necessary, you should seek advice tailored to your individual circumstanc-
es from your SEB advisor.

Information about taxation: As a customer of our International Private Banking offices in Luxembourg and Singapore you 
are obliged to keep yourself informed of the tax rules applicable in the countries of your citizenship, residence or domicile 
with respect to bank accounts and financial transactions. You must yourself provide concerned authorities with informa-
tion as and when required.
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