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Positioning ahead of normalisation

How different asset classes have performed

The chart shows returns for the past 5 years on the broad MSCI AC World 
equity index, Sweden’s OMX equity index and OMRX bond index and the 
Pan-European High Yield Index currency-hedged to SEK.

Source: Bloomberg/Macrobond

Normalisation after record-sized earnings upturns 

In our last issue of Investment Outlook (May 2021), we wrote 
that to achieve the right allocation in the stock market, it 
has been important to follow inflation and yield trends. This 
association has continued to prevail, with one major surprise 
this summer being that 10-year government bond yields fell 
as much as they did. As a result of this fixed income market 
movement, stock market investments broadly shifted from 
cyclical and low-valued companies to highly valued “quality 
companies” in various sectors and to growth companies, and 
for the first time in years also to defensive companies – for 
example in the pharmaceutical sector. 

The last five quarterly report seasons have far exceeded 
market and analyst expectations. This is one very important 
reason behind the sharp upturns we have seen on the world’s 
stock exchanges. At this writing, global corporate earnings in 
2021 are expected to increase by 47 per cent. They are thus 
expected to end up around 20 per cent higher than 2019 
earnings. 

Return expectations have been adjusted but remain  
positive

The effects of low bond yields on valuation levels – combined 
with continued positive earnings increases and continued 
stimulative central bank policies – are resulting in contin-
ued squeezing of credit spreads. The overall outcome is a 
12-month period during which we expect positive returns on 
risk assets, but higher volatility than before the pandemic. If 
we study each asset class individually, this has already hap-
pened via dramatic flows between different types of equities. 
The estimated returns below are somewhat lower than in the 
May issue of Investment Outlook, mainly because we have left 
behind another period of healthy returns.

Focus on green transition, bond yields and digital  
education                                                                                                                                

As usual, Investment Outlook includes theme articles on 
current topics. In our first theme article we take an in-depth 
look at the green transition: its status, ambitions and what 
investment opportunities may arise. Our second theme article 
examines long-term bond yields and answers the question 
“Where are yields headed?” The third and final theme article 
delves into digital education, which has played a vital role 
during the lockdowns resulting from the worldwide COVID-19 
pandemic.  

Read more on seb.se/investmentoutlookreport

So far, 2021 has offered many surprises. Among other things, we can be happy that the corporate sector has 

engineered a phenomenal earnings recovery, which is the main reason why stock market returns have been so 

strong. Now the capital market is adapting to new conditions as we move from the dramatic recovery phase to 

more normal growth and inflation, as well as expectations of a higher rate of corporate earnings increases than 

the long-term trend. We expect fiscal and monetary policy to move in the same direction, with stimulus measures 

slowly being dismantled. This will decrease market potential, but we still consider it positive.

Among the positive factors are forecasts of a high global economic growth rate and corporate earnings 

increases, stimulative monetary and fiscal policies and relative valuations. Among negative factors are high 

absolute valuation levels, investors’ often already aggressive positioning and high total debt. In this environment, 

we have chosen to reduce risk somewhat in our model portfolios.  
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This material comes from Skandinaviska Enskilda Banken AB (publ) (SEB) and contains general market information. SEB is 
under the supervision of Finansinspektionen (the Swedish Financial Supervisory Authority). Although this content is based on 
sources that SEB has judged to be reliable, SEB is not liable for errors or deficiencies in the information or for losses or costs 
that may arise as a result of it.

Historical returns are no guarantee of future returns. The value of financial instruments can both rise and fall and it is therefore 
not certain that you will get back all invested capital. If you or a fund invests in financial instruments denominated in foreign 
currencies, changes in exchange rates may impact returns. For funds with unit classes where there is an objective to hedge 
the return against fluctuations in the value of the fund’s base currency, there is no guarantee that currency hedging will be 
achieved. You are fully responsible for your investment decisions and you should therefore always read the detailed informa-
tion before making a decision on an investment.

Neither this material nor any investment-related instruments mentioned are intended for distribution or sale in the United 
States of America or to any person resident in the United States, a so-called US person, and any such distribution may be pro-
hibited. These financial instruments may also be limited in other jurisdictions. More information such as Key Investor Informa-
tion Documents for funds, information and marketing brochures for funds and structured products are available at www.seb.
se. If necessary, you can also obtain advice on investments tailored to your individual situation from your SEB advisor.

Information about taxation. As a customer of our International Private Banking offices in Luxembourg and/or 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 and request appropriate tax advice from relevant professionals before 
initiating financial transactions. You must yourself provide concerned authorities with information as and when required. 

Investment Strategy 
SEB 
SE-106 40 Stockholm, Sweden

For more details, please read the full report, which you can find it at  
seb.se/investmentoutlookreport

There we also provide you with extra reading in the form of three interesting  
theme articles: 
• Green transition –  The big shift
• Long-term yields –  Where are the yields headed?
• Digital education –  From schoolbook to screen 

Global equities
• Continued stock market optimism, but muted upside 

potential
• Strong earnings performance has lowered valuation levels
• Companies still have good potential to raise prices, while 

delivery disruptions and component shortages pose risks
• China is imposing tougher regulations, with declining share 

prices as a result

Return expectations, %, next 12 months (SEK)

Equities Return Risk*

Advanced economies 7.2 15.4

Emerging markets  
(local currencies)

7.2 15.3

Sweden 7.9 16.8

Fixed income investments Return Risk*

Government bonds -1.1 1.4

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

-0.3 7.2

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

1.6 11.1

Emerging market debt  
(local currencies, EMD)

4.3 8.2

Alternative investments Return Risk*

Hedge funds 3.5 6.0
*24-month historical volatility 

Source: SEB, forecasts September 2021

Nordic equities
• Market bubbles for companies with high net asset values
• Highest valuations since the millennium peak
• Low expectations for cyclical industrials
• Higher earnings forecasts, despite widespread delivery 

disruptions 

Fixed income investments
• Falling bond yields as virus worries overshadow  

inflation worries
• The Fed can be expected to start tapering its monthly  

bond purchases
• Continued historically low return levels in the fixed  

income market  
• Favourable conditions for corporate bonds, especially HY
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