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Welcome to this year’s first Investment Outlook. Knowing 
what we know today, exactly one year ago we could have 
reacted to the initial reports about COVID-19, but the  
question is whether the end result would have been  
better with respect to the returns on our portfolios. If we 
had immediately lowered our risk, this would have been 
very good initially. At the same time, then we would prob-
ably have been less inclined to enlarge our risk, as we did 
during March and April. This enlargement benefited our 
portfolios during the rest of 2020.  
 
We will never know the answer to the question of how our 
returns would have looked in case of a faster risk reduc-
tion, but this highlights the fact that extreme events are 
very hard to forecast. In addition, there is a major impact 
when we are hit by really negative news, so we need to 
monitor risk appetite and market valuations, because they 
send “buy” signals long before the economic situation has 
stabilised.

Last spring the focus was on economic crisis and low val-
uations. Today it is on stimulus measures, vaccines and a 
bright future, but also much higher financial market valua-
tions. This raises various questions on which we are pre-
senting our views in this issue of Investment Outlook, among 
them:  

• The stock market is at, or near, an all-time high.  
Will one or more bubbles burst during 2021?

• What parts of the stock and fixed income markets are 
the most attractive?

• What is an appropriate portfolio allocation?

• Prices of financial and real assets are rising.  
Is it time for inflation to come roaring back?

Beyond addressing these and many other questions in this 
report, we take an in-depth look at the health tech sector, 
as well as the new EU taxonomy. The first is a fascinating 
field that employs cutting-edge technological and digital 
methods to create effective and inexpensive health care 
solutions. The second is one of several European Union 
initiatives to help drive our transition to a more sustainable 
society.

Wishing you enjoyable reading,

Fredrik Öberg, Chief Investment Officer                                                                                                                      
Investment Strategy

Introduction
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Favourable economic drivers are being challenged by 
aggressive positioning and high valuations  

The past year has been completely dominated by the COVID-19 
pandemic and its far-reaching effects. Many nations were 
forced to adjust to the prevailing circumstances and to initiate 
enormous responses to offset and ease the impact of the virus. 

In most cases, the capital market is clearly forward-looking 
and continuously tries to price in future expected develop-
ments. But as a rule, this mechanism does not work when 
unexpected and significant risks materialise. Initially, pure 
flow mechanisms instead take over. The need to adjust one’s 
risk level out-competes any deliberations on whether these 
transactions are occurring at a reasonable price. During this 
process there are few buyers and many sellers. The market 
becomes one-sided and dysfunctional. The result is plummet-
ing prices, which themselves generate concerns and needs for 
further risk reduction. A downward spiral begins. 

The least harmful kinds of such negative processes are those 
that occur quickly and brutally, as opposed to a more pro-
longed process that risks creating far-reaching, permanent 
damage to labour and capital markets etc. while also trigger-
ing defensive behaviour among consumers and businesses. 

Powerful interventions turned the capital market around

Knowing what we know today, it was thus very important that 
both central banks and governments acted resolutely and 
strongly last spring − sending clear signals that caused the 
capital market to turn around and gave corporate executives 
and employees new faith in the future.

But these resolute interventions create other problems, such 
as a continued increase in debt in the financial system and 
misallocations of capital − due to extremely low interest 
rates/bond yields and good access to capital. It may also be 
a breeding ground for asset price bubbles. There is also a 
growing risk that in the end, we may be hit by the long- 
absent effects of rising inflation and interest rates, which may 
squeeze asset prices and radically boost the cost of the dra-
matic debt build-up we have created since the global financial 
crisis slammed the world nearly 15 years ago. In the same 
breath, however, it is important to point out that it has been a 
long time since actual inflation exceeded forecasts. 

Moderately rising rates and yields

Yet it is also conceivable that interest rates and bond yields 
will climb from today’s very low levels without causing infla-
tion to increase, since central banks have deliberately pushed 
down government bond yields to extremely low levels. In our 
view, however, there is a low probability that central banks 
can turn their backs on such a policy. On the contrary, they 
must continue to defend this approach. We thus expect only 
moderately rising interest rates and yields after all.

Market view, risk exposure and 
allocation

Global inflation is more alive than deadCPI 

Due to base effects – after a period with a low inflation rate as well as low 
energy, commodity and other prices – the inflation rate is expected to climb 
significantly in the near future. Inflation is starting from very low levels, and 
our forecast is that before the end of 2021, inflation will have levelled off 
around 2 per cent in the US and 1 per cent in Sweden and the overall euro 
area. 

Source: SEB Nordic Outlook
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SEB’s various economic scenarios

The chart shows different potential outcomes for economic growth in the 
37 mainly affluent OECD countries. We foresee a 60 per cent probability 
for our main scenario and a 20 per cent probability for each of the other 
two.

Source: SEB Nordic Outlook

Because of the above-described events, we find ourselves in 
a situation where the economic drivers look very favourable 
but are balanced by the prevailing high capital market pricing 
and risk-taking among investors. This means that investors 
have an aggressive portfolio composition and that valuations 
have been driven to high levels. If this balance is to persist, 
a number of things must happen. The first is that favourable 
growth must materialise during 2021 and 2022. 

Economic outlook and forecasts 

The February 2021 issue of SEB’s Nordic Outlook research re-
port describes how the worrisome resurgence of COVID-19 is 
delaying, but not preventing, the economic recovery. Although 
there is an increased risk of short-term disappointments, new 

GDP growth forecasts, per cent

Market 2019 2020 2021 2022

World 2.8 -3.7 5.0 4.3

United States 2.2 -3.5 4.5 3.6

China 6.0 2.3 8.0 5.6

Japan 0.7 -5.2 2.1 1.0

Germany 0.6 -5.2 2.0 4.0

United Kingdom 1.4 -10.3 3.5 8.2

Sweden 1.3 -2.6 2.8 4.8

OECD 1.6 -5.0 3.7 3.7

Euro area 1.3 -6.6 3.1 4.9

Baltic countries 3.7 -2.7 2.7 4.2

Emerging  
markets

3.8 -2.6 6.2 4.8

Source: SEB Nordic Outlook. The table shows forecasts of real eco-
nomic growth in line with our main scenario. 

stimulus packages – especially after Democratic election 
victories in the US and vaccination roll-outs − suggest quite a 
clear rebound during 2021. Both we and the investor commu-
nity are looking beyond today’s situation towards the recov-
ery. At that time, the greatest risks from a market perspective 
may be rising inflation, interest rates and yields. We expect 
inflation that is under control, continued central bank stimulus 
and only limited upturns in bond yields, mainly in the US. Read 
more in our excerpt from Nordic Outlook on page 27. 

Earnings forecasts and valuations pushed higher 

In terms of generating corporate earnings, 2020 was a miser-
able year, but we should remember that the final figures were 
not at all as weak as we and other observers feared when we 
were in the eye of the storm. Since then, forecasts have been 
continuously revised upward. Now that we have completed 
most of the fourth quarter 2020 report period, that trend is 
intact. Last year’s earnings appear likely to be 18 per cent 
lower than in 2019.  Estimates are about +25 per cent growth 
for 2021 and +17 per cent for 2022. 

Actual earnings figures will obviously be closely connected to 
global GDP growth. In our forecasts, there are large differen-
tials between a surprisingly weak outcome and a just as sur-
prisingly strong outcome (see the table below). There is thus 
still significant potential for divergences in both directions. 

The chart shows how aggregate earnings estimates for the companies in 
the MSCI World equity index have been adjusted over time. For example, 
we see that forecasts for 2020 earnings growth started at around +10 
per cent, then collapsed to -25 per cent, ending up at -18 per cent. We 
also see that for 2021 and 2022, earnings are now expected to climb by 
25 per cent and 17 per cent, respectively.

Source: Bloomberg

Historic and forecast global earnings growth

Various growth scenarios for the OECD countries

GDP growth, per cent 2020 2021 2022

Main scenario -4.9 3.9 3.5

Negative scenario -4.9 -0.4 3.1

Positive scenario -4.9 5.7 6.1
Source: SEB 
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If we stick to our main scenario, it is in reasonable harmony 
with earnings estimates of some +40 per cent over the next 
two years. The risks are more connected to delay mecha-
nisms due to the hard-to-manage COVID-19 situation.

Historic and forecast global earnings growth

Applying these earnings estimates, we end up with a cur-
rent price-to-earnings (PE) ratio for world stock exchanges 
of around 21. This is a high level in a historical perspective. 
These PE ratios include forecasts for the next 12 months. 

If we also look at fixed income investments, which are usually 
employed as a reference point, the picture is the same. The 
underlying yield on government bonds is very low and the 
compensation we receive for accepting increased credit risk, 
the so-called yield spread, is also compressed to levels that 
prevailed before the COVID-19 crisis broke out.

As for valuation levels, there are large gaps between differ-
ent segments in the stock and bond markets. For more about 
these differences, see each asset class section in this issue.

Based on the above, we can draw a number of conclusions. 
First, central bank efforts have been effective in reassuring 
investors, as well as lowering the price of money through low 
key interest rates and large liquidity injections. Second, this 
means that the same central banks have helped drive up the 
prices of all financial instruments. Low, albeit rising, gov-
ernment bond yields will prevail for a long time and we can 
thus expect high valuations to persist. It also means that, for 
example, share valuations are more appetising in relation to 
bond yields than in relation to their own historical levels. This 
phenomenon goes under many different names, for example 
that relative valuations are more attractive than absolute 
valuations. Another term is TINA (There Is No Alternative), 
which refers to the fact that ultra-low government bond 
yields cause investors to shift their funds to other assets in 
order to achieve their required level of return.

Risk appetite and positioning are also at high levels 

The strong performance of the financial market during the 
autumn and winter is an indication that risk appetite and 
positioning have been pushed higher. These concepts can be 
summarised under the label “investor portfolio composition”, 
which has shifted from distinctly defensive in March and April 
2020 to aggressive early in 2021. An average investor’s port-
folio now includes a higher proportion of equities and high-risk 
corporate bonds, and a smaller proportion of more cautious 
fixed income investments and cash equivalent holdings. 

Over the past four months, investors have also clearly moved 
their portfolios towards more cyclically sensitive exposures, 
as well as looking at lower-priced portions of the capital mar-

ket. These changes have been partly financed by a slightly 
lower proportion of growth companies and defensive com-
panies. The logic behind these decisions is that the economy 
will strengthen, commodity prices will rise and more types 
of companies are expected to boost their earnings over the 
next two years than in the recent past, when a small number 
of “digital giants” accounted for a large proportion of stock 
market earnings increases. Another clear trend in recent 
years, which is likely to continue, is that companies with clear 
and solid sustainability strategies both have a competitive 
advantage and are preferred by investors. However, as usual, 
it is important to try to separate the wheat from the chaff. For 
more about this, see the “Nordic equities” section starting on 
page 11.

Risks

Investors have shifted their focus from risks linked to global 
growth to concerns about bubbles and what might puncture 
or undermine the rise in financial and real asset prices. The 
dependence of the economic growth rate on developments 
in the COVID-19 crisis and the pace of vaccinations is still a 
hard-to-predict combination, where there is definitely room 
for negative outcomes. If they occur, this will create both de-
lays in the economic cycle and disappointed reactions among 
investors.

Valuations have been driven up, and in some segments there 
are bubble tendencies. Combined with aggressive positioning, 
this creates room for risk aversion in case of disappointments. 
However, this is at least partly offset by the TINA effect, i.e. 
because of ultra-low interest rates and bond yields, investors 
are reluctant to make radical risk reductions. It is also impor-

Return expectations, %, next 12 months (SEK)

Equities Return Risk*
Advanced economies 8.0 18.8 

Emerging markets (local currencies) 8.4 17.5 

Sweden 8.6 19.3

Fixed income investments Return Risk*

Government bonds  -0.5 1.4

Corporate bonds, investment  
grade (Europe, IG)

0.4 7.0 

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

1.6 10.3

Emerging market debt                          
(local currencies, EMD) 

5.2 11.3

Alternative investments Return Risk*

Hedge funds 3.5 7.0
* 24-month historical volatility 

Source: SEB, forecasts January 2021
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Positive factors

tant to point out that there is room for upside surprises, both 
in terms of economic growth rate and earnings-generating 
capacity, even though we forecast more than a 40 per cent 
profit increase over two years. This is because there are pent-
up needs both among consumers and businesses.

One risk factor that is beginning to be discussed more and 
more is whether or not it is time for inflation to rise to more 
normal levels. If this occurs at the same time as central banks 
decide that their stimulus measures can be “tapered”, we 
might experience significant increases in interest rates and 
yields. We would like higher rates and yields in our financial 
system, but they must not rise too fast and too much. This 
is because the cost of debt-servicing will increase and the 
value of assets will be negatively affected as the discount 
rate increases. We believe in rising rates and yields, but at 
a moderate pace. This issue is being discussed and closely 
monitored by investors and central banks, which is a sign that 
inflation expectations are currently being adjusted upwards.

Risk exposure and allocation 

We have two groups of factors pulling in opposite directions 
(see above illustration). On the positive side are structural 
economic drivers and on the negative side are more valua-
tion-based factors. 

This set of factors is correct right now, and it shows that inves-
tors have already priced in a corporate earnings recovery in 
2021, but that there is more upside potential since we also 
have a positive view of 2022. Return expectations are clearly 
more moderate than during the period from summer 2020 
until now. There are risks, but also opportunities for continued 
upside surprises. Under these market conditions, we believe 
it is reasonable to stay within a range from slight underweight 
up to a clear overweight in risk assets. How we position 
ourselves will depend on whether we believe that the above 
positive or negative factors will dominate during the coming 

• High global growth rate (forecast)

• Impressive earnings increases (forecast)

• Monetary stimulus/Central banks

• Fiscal stimulus/Governments

• TINA/Relative valuations

+
Negative factors

• Absolute valuation levels

• Aggressive positioning and high risk 

appetite

• High total debt-
  

period. We have been overweight in risk assets since the 
spring of 2020, and we are choosing to continue this strategy.

We have downgraded our overweight in high-yield bonds in 
our fixed income portfolios and reallocated our global equity 
portfolios by reducing the overweight in large growth compa-
nies, often active in the digital services industry, in favour of 
smaller companies with lower valuations and companies in 
cyclical sectors.

Last year eroded returns in global equities for investors with 
SEK as their base currency. This year we expect a more stable 
situation. During risk aversion periods, we also expect the 
Swedish krona to lose ground against the US dollar, thereby 
softening the effects on global equity portfolios, which would 
then contribute to stability in a balanced portfolio.

In our Swedish equity portfolios, we are also attracted to val-
ue companies and cyclical exposure. If we see accentuated 
growth and slightly higher interest rates and yields, it should 
benefit that type of company. 

As usual, our alternative investments are broadly diversified 
and have a relatively limited level of risk. 

Conclusion

We thus advocate broader risk diversification than before, but 
with continued aggressive features via an overweighting in 
the Swedish and global stock markets. In fixed income invest-
ments, we continue to prefer corporate bonds, but we adjust-
ed the risk level lower early in 2021. This gives us an overall 
investment profile that will be rewarded by positive stock and 
credit markets, and where we are prepared to reduce our risk 
if we see signs that our forecasts are too optimistic or that 
some other risks are starting to emerge.
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Positive economic and earnings growth will support stock markets

Last year’s sharp stock market recovery is reason for caution, but if economic 
growth forecasts prove correct while interest rates, bond yields and inflation 
are under control, there is continued upside potential for equities. In an 
economic recovery, cyclical value companies should be able to regain lost 
ground, but looking further ahead the digitisation trend will continue to 
benefit growth companies. Sizeable worldwide investments in sustainability 
suggest that last year’s strong performance for companies with this type of 
strategy may continue.

Sharp earnings rebound in 2021

It is not surprising that listed company earnings fell dramat-
ically last year. Still, the fourth quarter reporting season has 
begun with generally upside earnings surprises. The consensus 
forecast suggests a global earnings decline of around 18 per 
cent for the full-year 2020 – a substantial drop but still much 
less than had been feared earlier in the year. 

However, for forward-looking investors, figures about future 
developments are more interesting. With an economic recovery 
in the cards and low comparative figures for 2020, analysts ex-
pect earnings growth of around 25 per cent this year and more 

than 17 per cent in 2022. These forecasts seem reasonable, 
provided our growth expectations are met and the spread of 
the coronavirus is limited as expected. Continued vigorous 
central bank support and new fiscal stimulus measures are 
also included in this scenario. With these forecasts, listed 
company earnings could hit new highs before global GDP 
regains its pre-COVID-19 level. That is because companies 
have so far succeeded in adjusting costs, resulting in a higher 
profit margin per unit sold. Naturally, there is also a potential 
downside here; continued substantial cost cuts probably 
include staff reductions, which might hold back growth. 

Global equities

Profitability is cyclical over long periods

The chart shows actual return on equity since 1990 for S&P 500 compa-
nies. During economic crises, profitability falls quickly and later rebounds 
just as fast to a normal level of between 12 and 18 per cent. In 2020, 
crisis management in companies was fast and effective, while many large 
growth companies increased their earnings. All in all, this means signif-
icantly higher profitability in the short term. The consensus forecast for 
profitability in 2021 on the S&P 500 is nearly 23 per cent – far higher than 
previous chart peaks. 

Source: Bloomberg

Ever-higher value/sales ratios on the S&P 500 

The chart shows the trend of the enterprise value-to-sales ratio (market 
capitalisation + net debt)/actual sales = EV/sales) over the past 30 years 
for companies in the S&P 500 index. The market is prepared to pay more 
for each sales dollar today than at the peak of the IT (dotcom) bubble 
around 2000, but this comparison does not really hold up, since today’s 
tech companies are extremely profitable, but the chart nevertheless illus-
trates that current share prices presuppose high profitability.

Source: Bloomberg
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Large valuation trend differences between sectors 

The chart shows enterprise value sectors in the MSCI World index 
(market capitalisation + net debt) divided by projected operating income 
(earnings before interest, tax, depreciation, amortisation and impairment 
losses) – in other words, how highly a business is valued. Valuations 
in the IT sector have basically skyrocketed. The defensive health care 
and non-cyclical consumer goods sectors have only seen slightly higher 
valuations during the period. The industrials sector has also become far 
more expensive, which it often is at the start of a business cycle, but also 
because many of these companies will benefit from the transition to a 
more sustainable society.

Source: Bloomberg

Large gaps between share prices and the real economy

These large expected earnings increases are naturally a key 
reason for the strong stock market gains that we have seen 
since last spring. But a 10-15 per cent upturn in share prices 
globally during a year of extremely large declines in economic 
growth and earnings is thought-provoking. There is reason 
to scrutinise the market’s discounting mechanism. Of course, 
equities are valued on the basis of projected future earnings. 
Usually, earnings multiples – price-to-earnings (PE) ratios 
– for the next twelve months are studied. But in an extreme 
situation, as in 2020, investors saw reason to shift their focus 
away from both last year’s earnings collapse and this year’s 
recovery phase. 

High but reasonable valuations, given bond yields 

Share valuations today are undoubtedly high from a historical 
perspective. Calculated on the basis of twelve-month forward 
earnings forecasts, world stock markets are trading at a PE 
ratio of around 21, led by US equities. The sharply higher earn-
ings expected in 2021 appear to be fully factored in. However, 
if we shift our focus to earnings forecasts for 2022, PE ratios 
are 2-3 percentage points lower. Excluding the digital giants 
– the FAAMG companies (Facebook, Amazon, Apple, Micro-
soft and Google) – and assuming that their high valuations 
may be justified given their rapid earnings growth, PE ratios 
are another couple of points lower. Even then, we are still in 
the upper range of historical average valuations, which may 
nevertheless be justified given lower bond yields. 

These high valuations limit upside potential in the long term, 
but they are rarely a good signal to sell in a short-term per-
spective. We do not consider current valuations to be a prob-
lem, but neither do we count on higher valuations being able 
to push share prices up going forward, as earnings growth 
gradually normalises.

Growth companies were last year’s winners

Our statement above about the FAAMG companies shows 
that a global index includes many performance and valuation 
gaps between both different geographic areas and sectors. In 
a globalised world, the performance and potential of different 
sectors are of greater value in explaining this than a compa-
ny’s geographic domicile. 

Last year’s stock market performance showed enormous 
gaps between sectors. The general trend was that more cycli-
cal sectors were at a disadvantage while companies driven by 
structural growth trends benefited. Among global sectors, we 
saw gains of around 50 per cent for tech companies, followed 
by consumer discretionary companies, which now include 
big digitisation winners such as Amazon. At the bottom, with 
sharply negative figures, are energy companies and banks, 
but traditional industrials also underperformed the index. 

The tech sector previously had low valuations, since people 
considered its short product cycles risky, but today it includes 
a number of large software companies that benefit from digi-
tisation and have recurring-revenue business models in niches 
with structural growth. As a result, tech sector valuations will 
remain high. Hardware manufacturers such as semiconductor 
makers have also become more expensive, since the industry 
nowadays is seen as structural rather than cyclical. 

Apple is a good example of the valuation multiples trend 
in the IT sector. In 2016, Apple’s business was valued at 
6.5 times operating income. Today that multiple is 24. This 
year, Apple’s operating income is expected to be USD 91 
billion, compared to USD 69 million in 2016. However, the 
company’s valuation has increased from USD 450 billion to 
USD 2.2 trillion. Presumed earnings growth (if the forecasts 
prove correct) of USD 22 billion has thus led to a USD 1.75 
trillion increase in market capitalisation. Although defensive 
health care and non-cyclical consumer goods sectors have 
become a little more expensive, their increases are modest by 
comparison. One could in fact argue here in favour of higher 
valuations since earnings are stable and can be more easily 
compared to a fixed income investment.
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Small caps have once again taken charge

After underperforming large caps for several years, small caps have 
taken their revenge in stock markets. The chart shows the 2020 perfor-
mance of small caps and large caps measured in USD. On a global basis 
(the US has the heaviest weight), small caps will benefit from narrower 
credit spreads and (presumably) strong GDP growth. 

Source: Bloomberg

Successful fight against COVID-19 benefited Asia

The large sectoral differences explain many of the geographic 
variations. US equity indices include fewer cyclical business-
es and a larger share of growth companies than European 
indices. Broad US indices have thus served as an engine for 
world stock market indices, with gains on the broad S&P 500 
of more than 16 per cent last year, while the growth-oriented 
Nasdaq was a stand-out with gains of around 45 per cent. In 
local currencies, broad European indices showed losses of 
more than 5 per cent (less if the UK is excluded). Restated 
in USD, figures for European indices are positive due to the 
weaker dollar but still lower than the global average. 

Among other regions, Asia stands out on the plus side, thanks 
to a favourable sectoral composition but also to greater 
success in limiting the spread of COVID-19. Commodity-heavy 
emerging markets have struggled against headwinds despite 
rising commodity prices.

Moderately higher bond yields indicate normalisation

However, the relative strength of growth companies versus 
more cyclical value companies decreased during the last 
quarter of 2020. The prospect of an economic recovery 
in 2021, bolstered by vaccine roll-outs and fiscal stimulus 
measures, will create better potential for cyclical companies. 
Meanwhile we see signs that the bond yield component in 
our calculations could change direction. After many years of 
a falling yield trend, US long-term Treasury yields have risen 
somewhat, driven by higher inflation expectations and the 
risk of a somewhat earlier retreat from the country’s current 
extremely stimulative monetary policy. Modest movements 
in that direction would be welcome from a stock market 
perspective, since they signal a normalisation of the economy. 
But large, rapid yield increases might create growth risks 
given high global debt and might put pressure on what are al-
ready lofty share valuations. This is especially true of growth 
companies, since higher yields would have a significant 
impact on present value calculations of earnings further out. 

Biden will provide continued upside for sustainability

Surveys show that many investors have already begun to 
reduce their overweight in growth companies, but from a tac-
tical perspective we see greater potential for cyclical compa-
nies with low valuations as well as small caps that benefit to a 
greater degree from the liquidity injected to promote growth 
through expanded fiscal stimulus measures. In the longer 
term, many factors will continue to favour strong digital com-
panies, and experience from the pandemic can be expected 
to accelerate the pace of an already strong digitisation trend. 
However, high valuations limit their potential. 

Another sector that continues to enjoy tailwinds from struc-
tural trends is products and services that contribute to a more 
sustainable world. More and more investors are focusing on 

Unusually large differences in 2020 stock market 
performance between regions and sectors

The chart shows a number of selected foreign equity indices, measured in 
Swedish kronor. The tech-heavy Nasdaq, the Taiwanese and Korean indi-
ces as well as China’s CSI 300 (an index with a representative selection 
of companies listed on the Shenzhen and Shanghai stock exchanges) all 
turned in strong performances thanks to the large number of tech compa-
nies represented. China has a large proportion of tech companies, but the 
heavily weighted consumer sector was the main contributor to perfor-
mance. On the other side of the scale, European stock markets performed 
weakly due to the less favourable sectoral composition of their indices 
and widespread lockdowns due to COVID-19. The UK took a one-two 
punch in the form of the pandemic and Brexit. The country’s stock market 
also includes heavily-weighted finance and commodity sectors but few 
growth companies. 

Source: Bloomberg
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this area, and the proportion of sustainable funds is rapidly 
increasing, as is the flow of capital to this type of product. The 
trend is also supported by the Democratic victory in US fed-
eral elections, which bodes well for investments in this area, 
and by political efforts in this direction under China’s new 
five-year plan. In the EU, too, forceful political initiatives are 
being implemented that are aimed at directing capital to more 
sustainable investments, with a focus on the Paris Agree-
ment’s carbon dioxide emissions target. The flow of capital 
into such areas will probably continue and drive equities with 
high environmental, social and governance (ESG) rankings, 
but valuations are starting to become rather stretched, which 
is why it is important to be selective in choosing companies. 

Continued potential, though a lot has been priced in

Investor surveys indicate that fund managers have a relatively 
high level of risk in their portfolios, including a higher percent-
age of equities than the historical average. Combined with val-
uations that already factor in a bright picture, this reduces the 
potential for large share price upturns. But stock markets rarely 
perform poorly in periods of good growth. Given ultra-low 
interest rates, the effects of TINA – There Is No Alternative 
– persist. Meanwhile, central banks and governments have 
established a floor by promising continued stimulus. This sug-
gests that the growth picture will have to become much worse, 
and/or valuations will have to be really high, for major down-
turns to materialise. However, profit-taking − with downturns 
of 10 or perhaps 15 per cent − will still be a natural element of 
this picture. We nonetheless expect positive, single-digit stock 
market gains this year.
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Vaccines, stimulus and climate policy will dominate 2021

We anticipate historically robust earnings growth in 2021, with 
contributions expected from every major sector. That means 
companies have a lot to live up to, but if forecasts prove correct this 
will further fuel the upturn. However, valuations on the Stockholm 
stock exchange are already at a 20-year high, as are earnings-neutral 
multiples, despite squeezed earnings. This is due to unprecedented 
monetary stimulus measures, which are expected to provide 
continued support, but we should expect volatility this year as well. 

In a strong stock market, a number of environmental tech-
nology (“green tech”) companies stand out because of their 
exceptionally strong share price performance. This has 
caused some people to warn of a bubble in green equities, but 
we do not share this view. We are still only at the beginning of 
a decades-long transition towards a more sustainable society. 
Many companies that provide such solutions may enjoy 
exceptionally good growth potential for a long time to come. 
High valuations for companies with promising solutions and 
positions are often justified and reasonable. News reports 
have been especially favourable to green tech equities re-
cently, and we do not expect this to change.  
 
All in all, we anticipate that the stock market will climb some-
what further this year, but meanwhile high volatility is likely. 

Exceptional earnings growth is expected

The economic recovery after the 2020 coronavirus crisis is 
expected to lead to exceptionally good earnings growth this 
year. Underlying factors are a favourable combination of nor-
malised behaviour and large-scale stimulus measures, both 
fiscal and monetary, while most listed companies have used 
the crisis to carry out extensive cost cutting. Altogether, this is 
expected to boost pre-tax earnings of Nordic listed compa-
nies by 58 per cent in 2021. Every major stock market sector 
is expected to show strong earnings growth. 

High earnings growth is also important to enable companies 
to catch up with what are already historically high valuations. 
As such, high expected earnings growth is positive and prob-
ably one factor contributing to the stock market rally over the 
past six months but it also implies a higher risk of disappoint-
ments. What happens if vaccine roll-outs are further delayed? 
What happens if China is also hit by a widespread second 

wave of COVID-19 like the West? Or if China, which plays a 
key role in the rapid recovery of industrial production, begins 
to ease its stimulus measures before growth has managed to 
accelerate significantly elsewhere the world? A growth trend 
consistent with the main scenario that we foresee will proba-
bly benefit the stock market, but companies have a lot to live 
up to because expectations are already high. 

Nordic equities

High earnings growth in every major sector

The chart shows earnings growth for Nordic listed companies by sector, 
with the actual figures for 2019 and our forecasts for 2020-2022. After 
a weak 2020, which nevertheless likely ended up much better than had 
been feared at times during the year, we expect exceptionally strong 
earnings growth in every major sector during 2021, and continued growth 
in 2022. Earnings forecasts can only be met if there are successful vac-
cine roll-outs during the first half of 2021 and a strong economic recovery 
this year. 

Source: SEB Equity Research
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Different risk scenarios for different sectors

Share price and earnings risks in 2021 look rather different 
for different sectors on the Stockholm stock exchange. For 
already hard-pressed retailers and other consumer-oriented 
businesses, a rapid and successful vaccination campaign is 
absolutely critical, enabling a return to more normal con-
sumption patterns in physical shops, hotels and restaurants. 

A successful vaccination campaign is of course also important 
for industrials, but not quite as crucial as for consumer com-
panies. On the other hand, sustained strong economic growth 
in China is essential for many of them. An economic slump in 
China or government measures to cool the country’s already 
red-hot industrial production could have a very negative 
impact on this important stock market sector. 

Sharply higher commodity prices in recent months – with 
surging prices for everything from base metals to steel, paper 
pulp, wood products, synthetic fertilisers, electricity and oil 
– are favourable for the stock market as a whole and vital to 
the near-doubling of earnings we expect for the commodity 
sector in the Nordic stock market. Here too, it is important 
that the pace of Chinese industrial production is maintained. 
For commodity buyers, we believe a price upturn like the one 
we are now seeing is not usually a problem for companies 
that, in turn, enjoy healthy demand for their products. In many 
cases, there is good potential for passing on these higher 
costs to the end customer. However, we are seeing a number 
of manufacturers of consumer goods with  a high commodity 
content whose share prices have been squeezed lately. In 
relative terms, they would probably become stock market 
winners if commodity price inflation slowed. 

If earnings and the economy show the strong positive growth 
we expect during 2021, the stock market will probably contin-
ue its upward trend. Eventually, investors will probably then 
start to fear a certain degree of monetary policy normalisa-
tion (rising interest rates and bond yields), which could have 
dramatic consequences for the big stock market winners in 
recent years, especially in the IT sector. We have already seen 
a clear rotation into cyclical equities in recent months. This is 
a completely natural trend when earnings growth is expect-
ed to accelerate, as our forecasts for 2021 indicate, but so 
far it has mainly been a case of a rotation from defensive to 
cyclical equities. 

A far bigger question from a global stock market perspective, 
but also with potentially large repercussions for Nordic stock 
markets, is whether we may also see a rotation during 2021 
away from equities with high valuation multiples (so-called 
growth equities). One catalyst for this could indeed be 
economic growth that is strong enough to cause a significant 
rise in long-term market yields. We do not rule this out, but it 
would require an economic upturn strong enough to generate 
speculation about monetary policy normalisation.  

Economic growth more important than the krona 

The stronger Swedish krona is having a negative impact on 
companies listed on the Stockholm stock exchange, but at 
the same time we are seeing improved industrial production. 
The krona often weakens when industrial production falls, 
easing the negative impact on Swedish industrial companies, 
but they will instead have to pay a price for this when the 
economy strengthens again, in the form of a stronger krona. 
However, a change in economic growth almost always has a 
predominant effect, whereas an exchange rate movement in 
the opposite direction has only a modest offsetting effect.  
 
We expect industrials in the Nordic region, where Sweden has 
the greatest weight, to deliver pre-tax earnings growth of 35 
per cent in 2021, despite currency-related headwinds. 

Equities have become pricy, and we expect this to continue 
for a long time

Valuations on the Stockholm stock exchange are the highest 
in 20 years. There is still a long way to the staggering multi-
ples that prevailed before the millennium (dotcom) bubble 
burst in the early 2000s, but valuations have never been 

NORDIC EQUITIES

Highest stock market valuations in over 20 years 

The chart shows the price-to-book value (P/BV) ratio on the Stockholm 
stock exchange for the 30 companies in the OMXS30 index and the 
broader Stockholm Benchmark Index (SBX), which better represents 
the stock exchange as a whole, but for which we have a shorter history. 
P/BV is  still far from the staggering levels seen during the millennium 
(dotcom) bubble, but the Stockholm stock exchange as a whole has 
higher valuations today than at any time in the 20 years since the bubble 
burst, even in earnings-neutral multiples. Valuations of the large caps in 
the OMXS30 index are not as elevated, mainly because a number of large 
caps including banks and some cyclical industrials have a greater weight 
in the OMXS30 than in the SBX and have significantly lower valuations. 
Meanwhile, high-flying growth companies in IT and gaming have a greater 
weight in the broader stock exchange index. 

Source: Bloomberg
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higher than today for earnings-neutral multiples such as equi-
ty capital valuations. The high valuations for earnings-neutral 
multiples also coincide with earnings plunging to their lowest 
level since 2015 due to the COVID-19 crisis. Both the Swedish 
and the broader Nordic stock market are valued at a stagger-
ing PE ratio of 28, based on our forecast for 2020. However, 
provided our earnings forecasts prove correct, earnings mul-
tiples will quickly fall to a more normal PE ratio of 19 for 2022 
in both the Nordic region and Sweden. 

These higher valuations have not been created out of thin 
air. There is a strong correlation between valuations climbing 
to historically high levels and the unprecedented monetary 
expansion we have seen over the past decade, especially in 
2020. More money looking for returns plus ultra-low bond 
yields is an almost fail-safe recipe for higher share prices. 

Note in the chart to the right how the balance sheets of three 
major central banks expanded at a historically unprecedented 
pace in 2020. After their multiple failed attempts to scale back 
monetary stimulus over the past eight years, we are convinced 
that central banks will not repeat the mistake of withdrawing 
stimulus too soon this time around. The Federal Reserve has 
also revised its mission to focus more on the labour market. 
Escalating asset price inflation and the accompanying stability 
risks are probably a price the Fed is prepared to pay. 

This suggests that monetary policy will continue to be favour-
able to stock markets even after the economy has shown con-
vincing signs of better health. We expect continued high stock 
market valuations, viewed in a historical perspective. 

If the role of central banks is also eventually expanded to in-
clude helping to accelerate the transition to a more sustainable 
society – which will be extremely capital-intensive − their easy 
monetary policies could be extended further, but obviously it 
remains to be seen whether the world will take that route. 

Green bubble, or just exceptionally good prospects?

After share prices surged for many environmental technology 
companies between September 25, 2020 and January 7, 
2021, many warnings have been sounded in the media about 
a bubble in “green equities”. We do not share the view that 
there is such a bubble, although there are sub-segments and 
individual companies with very stretched valuations. Howev-
er, that is not unique to the green tech sector but extends to 
the stock market more broadly. 

News stories from political leaders and major companies – 
first in Europe and Asia but more recently at least as much 
in the US – about the need for a faster transition to a more 
sustainable society, combined with hopes of a radical trans-
formation of US environmental policy, have provided support 
for green equities. With all the world’s major economies giving 
higher priority to environmental and climate issues, this will 
have a major impact on the business sector. 

Monetary policies have lifted the stock market

The chart shows the balance sheets of central banks in the US, the euro 
zone and Japan. The quantitative easing measures carried out across 
the world to calm financial markets and stimulate the economy during 
the coronavirus crisis are exceptionally forceful. These enormous asset 
purchases have added liquidity to the system, which is also flowing into the 
stock market and pushing up share prices. 

Source: Bloomberg

Are high valuations equivalent to a bubble?

The global solar energy sector of 36 listed companies from across the 
world, with operations in the manufacture of solar panels, components 
and materials, solar power production, project development and more, 
has a combined market capitalisation of USD 200 billion. This can be 
compared to the 20 largest oil companies listed on US stock exchanges, 
which have a market capitalisation of more than USD 1.3 trillion. The 
world’s largest oil company, Saudi Aramco, alone has a market capitalisa-
tion of more than USD 1.8 trillion. Given these figures, it appears no espe-
cially large-scale global transition to renewable energy has been factored 
into share prices yet, although solar energy equities have climbed 260 
per cent in one year, while US-listed oil companies have slumped 28 per 
cent. What will the relation between solar energy and the oil sector look 
like in 10, 20 or 30 years?  

Source: Bloomberg
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For example, analysts at the investment bank Goldman Sachs 
expect European-based power producers to increase their 
annual global investments in renewable energy more than 
fourfold going forward. 

Green equities − for example in renewable energy, electric 
cars, battery technologies and hydrogen gas – have been 
among stock market winners over the past year. Valuations 
are usually high using traditional measurement criteria, which 
will probably contribute to more volatility going forward, but 
given the exceptionally good growth prospects we foresee 
over the next few decades, we believe this does not at all 
necessarily mean that we have a bubble in green equities. 
On the contrary, the strong share price trend is completely 
reasonable and justified from a long-term perspective, in light 
of the news stories that have been published. 

Developments are moving quickly, both in terms of technol-
ogy and policy. Even though new environmental technology 
companies are going public at a rapid pace, there is a scarcity 
of green equities that people can invest in. This probably 
means that bubbles are forming for individual equities and in 
some particularly hot niches. However, we believe lofty valu-
ation multiples may be fully justified for companies that may 
be vital in the transition to renewable energy and to a more 
sustainable society that is now under way, provided that they 
have a large technological lead and/or unique solutions plus 
good potential for future profitability.

How far have we come in the transition, and what does this 
have to do with the stock market?

A quick look at the chart below left, showing the electricity 
production trend for the OECD countries in recent years, may 
give the impression that the transition to renewable energy 
has already made considerable progress. During the period 
2013-2019, the share of electricity produced in the OECD 
originating from renewable sources rose by 6 percentage 
points, thanks to more than doubled solar and wind power 
production. Unfortunately, electricity accounts for only about 
one fourth of total primary energy use in the world today 
(about half in Sweden). Outside the OECD countries, where 
about 60 per cent of energy consumption takes place, this 
transition appears to be lagging well behind in some respects. 
Overall, we are only in an early phase of a transition that will 
take several decades. 

There are enormous business opportunities for companies 
that make the right investments in this phase. Among Nordic 
listed companies are a number of world-leading firms in 
wind power, biofuels, biochemistry, renewable materials and 
energy efficiency improvement. In addition, there are large 
companies with exciting positions in water treatment and en-
zymes, as well as an enormous number of smaller companies 
in an early development phase but with exciting technological 
solutions in sustainable food production, energy storage, ge-
othermal energy, plastic recycling, fuel cells, carbon dioxide 
capture, and the recycling of textiles and minimisation of 
production emissions.  

There are several highly successful examples of companies 
that have already undergone an extensive transition to great-
er sustainability. Finland-based Neste still has its traditional 
oil refining operations, but the earnings it generates today are 
almost exclusively from renewable fuels, primarily renewable 
diesel but also jet fuel and chemicals. The company’s transi-
tion to greater sustainability is absolutely vital to the more 
than 1,800 per cent return its shares have generated over the 
past ten years. 

Ørsted has transformed itself from a Danish-based producer 
of oil and natural gas into a world-leading project developer 
in offshore wind power. Although the company had already 
come a long way in its transformation when it was re-
launched on the Copenhagen stock exchange in 2016 under 
the name Dong, since then the equity has generated a return 
of more than 400 per cent while net earnings increased ten-
fold between 2015 and 2020. 

We see a number of established listed companies in the 
Nordic region that have not yet progressed especially far with 
similar transformations, but they have the basic conditions 
in place for something like the changes Neste and Ørsted 
have made, which gives us hope. Meanwhile, we believe 
companies that choose to turn a blind eye to the sustainability 

Change in share of OECD electricity production, 
2013-2019, % points

The chart shows the change in the share of electricity production by ener-
gy source in the OECD countries, 2013-2019, in percentage points. 

Source: IEA
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problems their operations face over the long term risk being 
very negatively affected. 

There are now also numerous smaller listed environmental 
technology companies in the Nordic countries with promising 
and exciting solutions. Some of these may very well become 
new major corporations even within the next five years, while 
even more may do so over the next decade. But like project 
companies in general, of course many of them may never 
achieve any great commercial success.   

Summary and conclusion

Vaccines, stimulus measures and climate policy will dominate 
2021 as well as the stock market. We expect strong earnings 
growth and continued high stock market valuations thanks to 
continued stimulative monetary policies. However, high valua-
tions and high expectations are a recipe for high volatility this 
year as well. 

The rotation into cyclical equities from defensive equities has 
already progressed relatively far. An earnings trend in line 
with our expectations may still be expected to give a further 
push in this direction. 

We believe that the recent strong share price trend for envi-
ronmental technology equities is justified by the strong flow 
of news stories and because the prospects for this sector are 
especially promising. High valuation multiples for green tech 
companies do not mean we have a “green bubble” in the stock 
market. However, there are probably a number of smaller 
bubbles in individual equities in the stock market today, both 
among green tech companies and in other sectors. 

Perhaps the most interesting question for the new year, how-
ever, is whether we will have a trend in economic growth and 
bond yields that will lead to a more large-scale rotation from 
equities with high valuation multiples to those with lower 
multiples, mainly cyclical companies and financials. We do 
not rule this out and believe in that case it may contribute to 
significant stock market volatility, both in the Nordic countries 
and elsewhere. 

Green tech is hot worldwide

One of the hottest segments in a generally strong market, both in the 
Nordic countries and internationally, has been environmental technology 
companies (“green equities”), for instance in renewable energy, electric 
vehicles, hydrogen gas and related operations. The WilderHill New Ener-
gy Global Innovation Index of 102 companies from 26 countries − with a 
focus on technology that produces low or zero carbon dioxide emissions 
− has gained 160 per cent in one year and much more since its low in 
March 2020. Nordic companies in the index include Vestas, Ørsted, Eolus 
Vind, Novozymes, Nibe, Powercell, NEL and Scatec.

Source: Bloomberg

Green tech is hot in the Nordic countries

The chart shows the share price trend for the largest established environ-
mental technology companies in the Nordic region as well as a number 
of smaller growth companies in the sector, either for the past six months 
or since their initial public offering. (The list is not complete – there are 
many more green tech companies on the Nordic stock exchanges.) New 
green tech companies are now streaming onto stock markets in the 
Nordic region, but in most cases they are in a relatively early develop-
ment phase. Meanwhile, we have only just begun the transition to a more 
sustainable society − a trend that may be expected to accelerate sharply 
over the next few years and continue for several decades. Over the same 
period, the Stockholm stock exchange’s OMXS30 index has risen by 11 
per cent while the WilderHill New Energy Global Innovation Index has 
gained 118 per cent. 

Source: Bloomberg, SEB
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Waiting for inflation and higher yields

Central banks keep signalling low key interest rates for a long time 
ahead, while continuing to inject liquidity into the market. In our view, 
we will see somewhat higher long-term yields in 2021, but they will 
still remain low from a historical perspective. 

With the risk of negative expected returns on government bonds and 
some corporate bonds, investors must look further out on the risk 
scale in the fixed income market to generate returns. Combined with 
narrow yield spreads between government and corporate bonds, 
low yields also limit potential returns on corporate bonds in the 
riskier high yield segment. We have reduced our overweight in high 
yield bonds but still believe their relatively high running yields justify 
some overweight in this segment. 

Government bonds (excl emerging markets)

Sweden’s Riksbank has announced that it will expand and 
extend its stimulative bond purchases to the end of 2021. 
Despite good prospects of an economic recovery, there is 
growing pressure for further measures if inflation falls again. 
The Riksbank has continued to repeat its message that a rate 
cut is currently not an effective measure, but that this may 
change later on. Our main forecast is that Sweden’s repo rate 
will remain at zero for the next few years. However, should 
the krona strengthen further and faster than expected, infla-
tion and inflation expectations would probably fall further, 
increasing the likelihood of a rate cut.

New fiscal stimulus packages, including President Biden’s 
recent announcement of a USD 1.9 trillion “American  
Rescue Plan”, will increase the supply of long-term govern-
ment bonds. The expected temporary increase in US inflation 
to around 3 per cent in spring 2021 will probably also exert 
upward pressure on longer-term inflation expectations. This 
should lead to gradually higher yields, and we believe the US 
Federal Reserve (Fed) will allow this as long as the upturn 
goes hand in hand with better economic prospects. The 
long-term yield trend depends on the Fed’s success in guiding 
market expectations towards a gradual reduction in securities 
purchases. Both the Fed and the European Central Bank (ECB) 
are expected to keep key interest rates unchanged over the 
next few years.

Fixed income investments 

Return expectations, %, next 12 months (SEK)

Fixed income investments Return Risk*

Government bonds -0.5 1.4

Corporate bonds, investment  
grade (Europe, IG)

0.4 7.0

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

1.6 10.3

Emerging market debt                          
(local currencies, EMD) 

5.2 11.3 

Source: SEB, forecasts January 2021

Government bond yield forecasts 

10-year government 
bond yields

Feb 2021 Dec 2021 Dec 2022

United States         1.18 1.40 1.70

Germany -0.45 -0.40 -0.20

Sweden 0.14 0.05 0.25

Source: SEB, forecasts January 2021



18Investment Outlook: February 2021

FIXED INCOME INVESTMENTS

Stable corporate bond market performance  
expected

Yield spread, which compensates investors for the higher risk of corpo-
rate bonds compared to government bonds, has narrowed as a result of 
growing risk appetite, while lower expected credit defaults have buoyed 
hopes of a recovery. We expect more stable performance, but there are 
short-term risks related to the effects of COVID-19.

Source: Bloomberg/Macrobond

European long-term government bond yields have generally 
not risen at all, despite higher US long-term yields. German 
10-year bond yields fell to -0.90 per cent last spring. Due to 
increased central bank purchases, yields have been relatively 
stable at around -0.50 per cent recently. European Central 
Bank (ECB) stimulative bond purchases ofaround 90 billion 
euros a month, low inflation and shaky economic data sug-
gest that yields will remain at current levels for the next six 
months. 

Once the economic recovery accelerates during the second 
half of 2021, 10-year German bond yields are expected to 
start rising, but continued ECB bond purchases and low infla-
tion expectations suggest that the increase will be moderate. 

Given record-low underlying yields on shorter-term bonds, 
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 
turn their attention to fixed income products with higher risks. 

Corporate bonds – investment grade and high yield 

In late March last year, we decided to increase our exposure 
to corporate bonds with a higher risk – high yield (HY) bonds. 
In light of the great uncertainty that arose last spring, the 
yield spread between American HY bonds and government 
bonds widened significantly, from less than 4 to 11 per cent, 
causing a sharp fall in HY prices. Our view at the time was 
that this price picture had factored in a far too negative 

Higher long-term US yields, smaller movements in 
Europe 

US 10-year Treasury yields have doubled since they bottomed in August 
last year at 0.50 per cent. Optimism about vaccines, fiscal stimulus 
measures, a growing supply of government bonds and rising inflation 
expectations are expected to continue pushing US long-term yields 
higher in 2021. Upward movements in European long-term yields will be 
more limited. 

Source: Bloomberg/Macrobond

scenario, both in terms of market performance and potential 
economic recovery. As monetary stimulus measures began to 
have an impact, and with some central banks also choosing to 
buy corporate bonds, a stable recovery began and continued 
for the rest of 2020. By year-end, yield spreads had recov-
ered and were back where they were at the beginning of the 
year. 

The driving forces behind this recovery were mainly linked 
to stimulus measures from central banks and governments, 
whose clear messages and actions generated hopes of a 
recovery. Indirectly, credit losses turned out not to be as large 
as were feared during the spring either, which also had a 
positive effect on corporate bond prices. 

We chose to reduce our exposure to high yield bonds late in 
the year, but still maintain an overweight. There is now limited 
potential for yield spreads narrowing further, given the move-
ment last year, which limits return potential.  

However, higher running yields compared to other fixed 
income investments justify our continuing to have some over-
weight in corporate bonds in the HY segment. Central banks 
and governments will provide some support to the corpo-
rate bond market for another while. The support measures 
implemented to help companies weather the coronavirus 
crisis are probably reducing the risk of credit losses and also 
mean lower funding costs for companies. Falling revenue due 
to COVID-19 has obviously led to a deterioration in earnings 
capacity, but many companies have surprised analysts with 



19Investment Outlook: February 2021

FIXED INCOME INVESTMENTS

their rapid cost cutting. As a result, default rates are lower 
than feared earlier. 

One factor that goes against our positive outlook in the short 
term is that current pricing is based on positive market pros-
pects. That means there is limited scope for disappointments. 
An increased spread of COVID-19, or some form of vaccine 
setback, poses a potential risk to the recovery. Likewise, a 
somewhat faster increase in nominal and real interest rates 
might also disrupt the economic recovery predicted to occur 
in 2021.

Yields on corporate bonds with a lower risk – investment 
grade (IG) – are very low or even negative. All else being 
equal, that makes conditions more difficult for generating 
returns. However, we expect these companies to benefit from 
increased central bank stimulus; they are often large, stable 
companies and should be able to handle the effects of the 
economic downturn relatively well. Limited yields on gov-
ernment and corporate bonds should also lead to increased 
demand for IG bonds in order for investors to generate some-
what higher returns in relative terms. 

Emerging market debt

In the latter part of 2020, most emerging market (EM) coun-
tries performed well, and the global economic recovery in 
2021 is expected to provide continued good potential. 

After strong outflows from emerging market bond markets 
during the first quarter of 2020, capital has started to return. 
The expected upturn in global economic activity and trade is 
positive for this kind of markets, which are highly dependent 
on the rest of the world. 

Rising commodity prices and a weaker US dollar are addi-
tional factors that could make a positive contribution. Most 
emerging markets are major commodity exporters and 
benefit from rising commodity prices. Many of them have also 
taken out loans denominated in USD; the interest expense on 
these loans indirectly falls when the dollar weakens. 

Joe Biden’s move into the White House is also seen as a posi-
tive factor in emerging markets, since he is less protectionist 
than Donald Trump. Biden’s presidency also means some-
what worse conditions for the US dollar (but is better for EM 
countries’ dollar-denominated loans). This reflects continued 
stimulative monetary policy from the Federal Reserve, fiscal 
measures that are expected to partly cancel each other out 
(large stimulus packages, but also highter taxes), and new 
Treasury Secretary Janet Yellen’s philosophy of letting the 
market set exchange rates without political interference. 
Expectations that US key interest rates and bond yields will 
remain relatively low will also contribute to better conditions 
for emerging market debt. 

Credit defaults for companies in both emerging and devel-
oped markets have not been as high as was feared in 2020, 
partly because corporate borrowing has been limited. 

After a long period of weak performance, many EM currencies 
have strengthened over the past six months – for instance, 
the Chinese yuan, South Korean won and Mexican peso. Al-
though it is difficult to say definitively that the negative trend 
has been reversed, there are good prospects for a further 
strengthening of many EM currencies. 
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Health care is facing major global challeng-
es, where an ageing population with greater 
needs and more unequal access to care must 
be looked after using ever-scarcer resources.

In health care technology, or “health tech”, a 
revolution is underway. Using new technologi-
cal tools, the care experience can be improved 
both in terms of quality and efficiency. Add to 
that increased computer availability and ad-
vances in artificial intelligence (AI), enabling 
faster, more accessible and individualised 
responses.

As so many times before, humankind’s ability 
to innovate is an important driving force, which 
we hope and trust will solve one of the great-
est social sustainability problems of our time.

A worsening health care crisis

The world’s population is getting older. The United Nations esti-
mates that the number of people over age 80 will triple between 
2019 and 2050, from 143 to 426 million globally. The older we 
get, the more money we spend on health care − the average cost 
for an 80-year-old is four times higher than for a 40-year-old. An 
older and older population also means that tax revenues from 
fewer people must finance care for more people as the workforce 
becomes a smaller share of the total population.

Theme: Health tech

A technological 
revolution in  
health care
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Lifestyle diseases are common causes of death

Of the ten most common causes of death, at least five can be regarded 
as directly related to our lifestyle (marked in green). Our dietary and 
exercise habits are unfortunately two reasons why these diseases are 
becoming more and more common.

Source: Smart health communities and the future of health, Deloitte, 2019

In many ways, modern lifestyles are also harmful to health. 
We move less, while being exposed to more stress and 
eating in more unhealthy ways. According to the Swedish 
Public Health Agency, 90,000 people in Sweden fall ill each 
year with diseases linked to diet and physical inactivity. 
Today, half of all adults in Sweden are overweight or obese. 
The percentage has doubled since the 1980s, and the World 
Health Organisation (WHO) is seeing the same trend global-
ly. Because there is a strong link between health care costs 
and body mass index (BMI), this trend is putting pressure on 
the health care sector.

In one study, for example, the Deloitte consultancy predict-
ed an annual increase in health care costs in sixty countries 
of 5.4 per cent between 2018 and 2022. Between 2013 
and 2017, the corresponding figure was only 2.9 per cent. 
Deloitte also pointed out that health care costs amounted to 
more than 10 per cent of global GDP in 2019. And of course 
this was even before COVID-19 broke out.

The world’s ageing population and our unfortunately more 
and more unhealthy lifestyles will ultimately contribute to 
catastrophic cost increases and capacity problems in health 
care. This is where new technology comes into the picture.

What is health tech?

Health care technology, or health tech, is an increasing-
ly common term for innovations, technical devices and 
software programmes aimed at increasing the efficiency, 
productivity and overall quality of health care, as well as 
facilitating the development of new drugs and treatments.

Health tech generally focuses on the situation of individu-
als, in order to create customised care. In this way, various 

health problems can be treated in a more optimal way. 
Health tech benefits from a growing quantity of medical 
data – for example heart rate, fitness, steps and sleep − 
that patients themselves can gather using a watch or mobile 
app. Devices such as Bluetooth sensors can help measure 
blood sugar in diabetics or check that a medicine has been 
taken in the right amount at the right time. Increased access 
to such sensors of various kinds is one reason why the quan-
tity of available data is growing exponentially. A 2017 report 
from Stanford University predicted that health-related data 
would increase by 48 per cent yearly from 2013 to 2020, or 
by 15 times in seven years.

Technology enables us to monitor our own health and even 
receive tips on how we can live in healthier ways in order 
to proactively identify and manage health risks. Paying 
early attention to risks can also help ease the burden on the 
health care system and improve public health in general.

Visiting the doctor from your living room couch

The internet has grown into an enormous information plat-
form, including for the health care sector, and will play a key 
role in the health tech of the future. Simple diagnoses may 
often be only a Google search away, and self-diagnosis of 
course also eases the burden on health care.

If we still need help from a physician, health tech may also 
be part of the picture. “Telehealth” apps (or online doctors) 
are a product area that has grown very rapidly in recent 
years. These mobile applications digitise the care process 
by letting us meet a physician digitally, for example via chat 
or video call. A patient can receive immediate help while 
sitting at home, and the doctor can issue prescriptions and 
follow up on medication using data collected by patients 

More and more people are getting older and older

As living standards and access to health care improve, we are living 
longer and longer. In 2017 the number of people over 60 was about 382 
million, which the UN predicts will increase to nearly 2.1 billion by 2050.

Source: United Nations, 2017
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themselves. If more serious illness is suspected, the patient 
can be sent to the relevant specialist clinic.

Overall, the wealth of information will be greater, and by 
using digital channels the process will be faster, because 
in many cases we only need a few steps instead of visiting 
several different health care institutions. In addition, govern-
ment costs will decrease if visits to health care centres can 
be supplemented by digital alternatives. 

Digital patient records create new opportunities

Accuracy and confidentiality are vital in health care. As 
we begin to delve deeper into digital health care, there are 
admittedly some risks, but also many benefits. It requires a 
very high standard of IT security, but at the same time doc-
tors avoid having to enter test results into different systems, 
since health tech devices save the information, or patients 
themselves have gathered the data.

Effective communication and record keeping are just as im-
portant as equipment and medicines. Digital solutions have 
the potential to minimise paperwork and to automatically 
ensure compliance with standards for the flow of health 
care information and how medical data storage should take 
place. In addition to the efficiency aspect, digital medical re-
cords can be both safer and more environmentally friendly 
than the traditional paper alternative.

Government health care expenditures are  
exploding

Health care costs have steadily increased as a percentage of GDP since 
the early 20th century. An ageing population and unhealthy lifestyles are 
two of the reasons.

Source: WHO, OECD

Digital medical records also make it possible to use more 
of the Internet of Things (IoT) in health care. Patients can 
be provided with scannable ID bracelets that provide the 
doctor with medical record information. These data can also 
be supplied to other health care providers over a secure 
network in order to improve or simplify information sharing, 
facilitating communication between different departments. 
In addition, entire medication processes can be automated 
with the help of programmes that handle everything from 
prescriptions to physical delivery and follow-up.

Broad areas for the use of AI 

Artificial intelligence (AI), a field with enormous future 
potential, is an important piece of the puzzle in the future of 
the health care industry. AI can be used in diagnosis, drug 
administration and research, robotic aids for surgery or 
optimising patient flows in order to minimise waiting times 
and maximise resource utilisation. The adoption of AI is 
increasing at a rapid pace.

Making accurate diagnoses quickly is one of the keys to 
more effective health care. Here, for example, AI is used in 
software that helps to detect cancer and other potentially 
deadly diseases at an earlier stage than the human eye can 
see them. Furthermore, doctors can now use mobile apps to 
photograph wounds or liver spots via mobile apps and use 
AI to analyse appropriate measures.

In the pharmaceutical industry, AI and machine learning are 
used in research and development of new preparations. 
For example, AI can speed up time-consuming tasks such 
as optimising chemical combinations in drugs. In addition, 
we can now also identify patients in whom a given drug 
would potentially have a strong effect, since it has become 
much cheaper to map the genetic make-up of individuals. 
In so-called precision medicine, treatments are tailored to 
individual conditions.

Modern surgery uses a lot of robotics, also based on AI, to 
assist with various tasks. In recent years, great progress 
has been made in this field. Perhaps the most common 
example is assistant robots that can help the surgeon during 
an ongoing operation. The shape of such a robot may vary, 
depending on the purpose of the operation and what pro-
cedure is being performed. There are even more advanced 
robots that enlarge the operating area and translate the 
surgeon's hand movements. In addition, Augmented Reality 
(AR) and Virtual Reality (VR) can supply enhanced or 
enlarged images, making it possible to perform operations 
with incredible accuracy and fewer incisions. This results in 
fewer superficial injuries during operations, and thus fewer 
complications, faster healing and less strain on the health 
care system.
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Sustainability is high on the health tech agenda

The health care sector is of great interest from a sustainability perspec-
tive, and there are many connections with the United Nations global sus-
tainable development goals. Sustainability aspects may serve as positive 
drivers in the future, both for investors and for the world at large. 

Source: sdgs.un.org

A somewhat more controversial application of AI can be 
found in the ongoing pandemic. Both China and South 
Korea used automated facial recognition systems early in 
the pandemic to analyse the spread of COVID-19. This was 
then used to identify potentially infected individuals who 
had been in contact with confirmed infected people, based 
on movement patterns. This can, of course, be regarded as 
an invasion of privacy, even if the main reason behind such 
action may be justified.

Assistive technology can greatly improve the lives of people 
with disabilities. Here, AI is used in products that can help 
with everything from hearing loss to cognitive and physical 
problems. They can thus give the individual a much higher 
degree of independence and quality of life. In the future, 
even artificial eyes for the blind or artificial ears for the deaf 
may become a reality.

A new form of printing

Do you need a new heart, a kidney or perhaps a new ovary? 
Then 3D printing may be a solution in the future. In 3D print-
ing, specially designed machines and materials are used 
to create artificial organs and human tissues. You can also 
create virtual images of organs, making it easier to provide 
realistic training for aspiring surgeons.

3D printing is also used in biomedicine, since the material 
that is used is very flexible in terms of what properties it can 
be given. For example, you can design pills that contain sev-
eral different drugs with varying release times. These are 
then transported to the relevant area of the body and are 
broken down at the right time. Together with robotic pills, 
which can be moved via AI and delivered to the right part 
of the body to perform examinations, take samples or clear 
arteries, the future looks bright even at the nano level.

The health care of the future

In the future, the above-mentioned technologies will cer-
tainly continue to be developed, with more and more areas 
of application. There are also many new niches in health 
tech with astonishing potential. One example is Google's 
protein folding solutions, which made great progress during 
2020. In a revolutionary way, these AI programs can predict 
what a protein will look like and what structure it will as-
sume in its three-dimensional form. Its 3D structure is what 
gives the protein its function and is thus extremely interest-
ing to researchers. This has been a major question mark in 
biology for over 50 years, and this solution has the potential 
to help bring about major advances in cancer research and 
complex drugs.

In addition to more advanced technologies, mature inno-
vations can be applied more widely over time, for example 

thanks to reduced costs. This is especially important in less 
developed parts of the world, where technology can bring 
major improvements and create more equitable health care 
for everyone. This, in turn, can contribute to progress on 
several of the UN's global sustainable development goals, 
such as good health and well-being (3), clean water and 
sanitation for all (6), sustainable industry, innovation and 
infrastructure (9) and reduced inequalities (10). Like envi-
ronmental aspects, social factors are increasingly high on 
the agenda. This may be a positive driving force for health 
tech companies in the future.

Investing in health tech

Like most technology-related sub-sectors, health tech 
is growing and evolving rapidly. A report from Evaluate-
MedTech (2018) predicts that the market for medical (or 
health) technology will grow by 5.6 per cent annually be-
tween 2017 and 2024. The fastest growing sub-sectors are 
predicted to be neurology, diabetes treatments and surgery.

Google, Amazon and Apple are just three of the numerous 
tech giants that have recently made acquisitions in the 
health care field. There may be many synergies between 
large tech companies and smaller niche companies, offering 
important growth opportunities for both. We see this trend 
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A winner in the wake of the coronavirus crisis

Health tech, exemplified by an equity index, has performed very strongly 
over the past five years and has attracted more attention this past year 
because of the pandemic. The sector has major potential but also entails 
risk. Careful positioning and a long-term perspective are recommended to 
potential investors.

Source: Bloomberg

as a potential market driver, where acquisition activity may 
push up health tech share prices.

At the same time, high growth rates and strong potential are 
reflected in company valuations. This undoubtedly means 
that the health tech field carries much higher risk than the 
stock market as a whole. 

For example, if we look at the ROBO Global Healthcare 
Technology and Innovation Index (HTEC) − which provides a 
global exposure to leading companies in health tech − today 
22 out of 50 companies do not make any profit at all. For 
the remaining 28 companies, the forward-looking price-to-
earnings (PE) ratio for 2021 is approximately 63, and for 
2022 around 34.

There are many challenges that will need to be addressed. 
The use of more advanced robotics will require a great 
deal of training, and the legal framework of health care is 
famously bureaucratic and complex. There is also a risk 
that this complexity will increase − given the quantity of 
different software and services from different providers − 
and doctors may be forced to work in numerous different 
systems. In the future, it will thus be important to establish 
standards and harmonise the technology.

The companies that are the most likely to succeed are 
probably those that create the best solutions to problems 

Great potential earnings growth in medical  
technology

The medtech (or health tech) sector is projected to grow rapidly, as 
are corporate earnings. The chart shows expected earnings growth for 
American medtech companies between 2019 and 2024. The percentage 
figures indicate expected annual earnings growth during the period.

Source: Bain & Company, 2020

that are shared by health care systems − solutions that will 
contribute to scalability and help establish future stand-
ards. But identifying such companies is not an easy task. For 
instance using a thematic index fund, you may achieve a 
diversified exposure to health tech and assume less compa-
ny-specific risk. 

Conclusion

Our ageing population, with its growing medical needs, must 
be cared for using scarcer resources. There is also great ine-
quality in access to care. Of course this is a hard equation to 
solve, but the light at the end of the tunnel seems to be mov-
ing closer. Human innovative power is being put to the test, 
but it also appears to be the solution to one of the greatest 
social sustainability challenges of our era. It may eventually 
contribute to both longer life expectancy and better living 
standards for a very large number of people.

Health tech is a highly attractive part of the health care 
sector, with justifiably high share valuations. It is far from 
risk-free. However, its numerous sustainability aspects and 
its acquisition potential are well placed to serve as positive 
drivers for investors, and in a broader perspective also for 
the world at large. Given the enormous structural growth 
potential of health tech, it may offer good opportunities for 
solid returns to the long-term investor.
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Efforts to build a more sustainable world are 
intensifying in many places, not least in the  
European Union, where two important initia-
tives will be launched over the next year –  
the so-called Taxonomy Regulation and the  
Sustainable Finance Disclosure Regulation. 
Both measures force market participants to 
make major adjustments, but they mark just 
the beginning of a large-scale transition to a 
more sustainable society, which will have a 
significant impact on financial markets, capital 
flows and investments. 

Over the past five years, the EU has worked with a number of 
different initiatives to create a more sustainable economy. As part 
of the EU’s large-scale commitment to a green transition, the EU 
Green Deal, it has been preparing plans to promote sustainable 
investments. In March 2018, the EU published its Action Plan on Fi-
nancing Sustainable Growth. In it, the European Commission spec-
ifies concrete actions and proposes essential legislative changes 
in order to drive financial investments in the direction of more 
sustainable growth. This means that many economic sectors will 
need to become more climate-smart – a transformation that will 
require large amounts of capital. 

Although the President of the European Commission, Ursula von 
der Leyen, has set a new direction for the EU’s climate policy 
and allocated a larger proportion of its budget to climate-related 
objectives, public financing is not enough. To achieve its own sus-
tainability goals as well as global ones, the EU has an ambition to 
influence capital flows in the financial market. One aspect of this 
is redirecting private investments by means of regulations.

Among the first measures implemented is the establishment of a 
classification system for sustainable activities, the EU taxonomy, 
the first part of which will go into effect at year-end 2021. 

Theme: The new EU taxonomy

Green is the new 
black
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What is the EU taxonomy?

The EU’s new taxonomy is a tool that enables capital 
market participants to identify and classify companies 
from a sustainability perspective. The overall objective of 
the regulation is to create a uniform definition and ensure 
common guidelines in the financial sector as to what actu-
ally constitutes a “sustainable” investment. Until now, there 
have been fairly low standards for calling a financial product 
sustainable. Each market player has largely been able to 
provide its own definition of what sustainability is, based on 
its own preferences, and has thus been able to attract inves-
tors. The EU taxonomy is a new common standard for both 
companies and investors. It reduces the risk of misleading 
information about investments related to sustainability 
issues.

The Taxonomy Regulation deals largely with transparency 
and requires all major companies in the EU (companies 
included under the EU’s Non-Financial Reporting Directive 
or NFRD) to report sales, capital expenditure and operating 
expenditure in line with the regulation. In addition to these 
companies, financial market institutions will also need to 
report how large a percentage of their products are sustain-
able. 

How the EU taxonomy works

The taxonomy does not classify a company as such, but 
instead considers its various economic activities: both reve-
nue-producing and investing activities. Once it is determined 
which activities are covered under the regulation, an assess-
ment is made as to whether they meet relevant criteria and 
are seen as making a substantial contribution to any of the 
taxonomy’s established objectives. The activities that are 
covered under the regulation and also meet the taxonomy’s 
criteria are each assigned a percentage. The sum of these 
figures shows how large a percentage of the company’s 
activities are environmentally sustainable according to the 
EU’s definition – in other words, to what extent the compa-
ny is in line with the EU taxonomy. 

The taxonomy thus takes a binary approach, classifying 
economic activities as environmentally sustainable or not. 
But in order for an economic activity to qualify as environ-
mentally sustainable under the regulation, it must not only 
substantially contribute to at least one of the six established 
objectives listed below, but must also not significantly harm 
any of the other objectives. These economic activities must 
also meet certain minimum requirements for the EU’s social 
objectives, such as labour rights and respect for human 
rights. 

“Taxonomy” = 
the art of designing 

classification systems
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Implementation and effects of the taxonomy

The new EU taxonomy will be implemented in several stag-
es. This task will focus initially on limiting global warming in 
accordance with the Paris Agreement. The aim is to be the 
first climate-neutral continent by 2050. 

When implemented next year, the taxonomy will thus 
include the first two objectives above – climate change 
mitigation and climate change adaptation. From the outset, 
this will include a number of sectors identified as together 
accounting for 93.5 per cent of the EU’s direct greenhouse 
gas emissions, according to the Greenhouse Gas Protocol 
(GHG), with changes in them considered crucial to the tran-
sition to a fossil-free society. The EU’s Technical Expert Group 
(TEG) has identified some 70 economic activities in these 
sectors that can make a substantial contribution to climate 
change. For each activity there is a threshold value defined 
in order to calculate whether a company’s activity meets 
the objectives. 

Activities that have low carbon dioxide emissions are not 
the only ones to receive a good sustainability rating in the 
new EU taxonomy. The taxonomy also allows companies in 
transition to call themselves sustainable by including capital 
expenditure in their calculations. This means that compa-
nies operating today in a “dirty” industry can qualify if they 
make investments that promote EU objectives, in this case 
environmental objectives. 

On the other hand, it is not enough to operate in the “right” 
industry, with the right activities. One example is companies 
that work with hydropower. Hydropower as such contrib-
utes to EU objectives since it can replace fossil fuels, but 
the taxonomy takes into account the industry’s entire life 
cycle, which also includes the construction of hydropower 
plants. There is a threshold value for how much carbon 
dioxide in total may be produced both in the construction of 

The Taxonomy Regulation’s six established  
objectives: 

Climate change mitigation

Climate change adaptation 

Sustainable use and protection of water 

and marine resources

Transition to a circular economy 

Pollution prevention and control 

Protection and restoration of biodiversity 

and ecosystems

1
2
3

4
5
6
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power plants and the power plant’s electricity generation. 
The business must fall below this threshold value in order to 
qualify as “green”.  

With the gradual introduction of objectives and the initial 
focus on the Paris Agreement’s carbon dioxide reduction 
target, it also means that far from all companies and eco-
nomic activities will be included in the taxonomy during the 
first stage. Moreover, for some activities included, there are  
no threshold values as of yet. 

All in all, this means that only a limited proportion of global 
listed companies will be included. Based on our calculations, 
roughly 20 per cent of the sales of global listed companies 
will be included in the first stage. Only some 2-5 per cent of 
these sales are estimated to be fully in line with the taxon-
omy – in other words, are generated from green activities 
and meet the threshold values set by the EU. 

This may seem like an alarmingly low figure if the EU is to 
fulfil its commitments, but there are several reasons behind 
it. Access to essential data and relevant activities that are 
not yet included are two of them. But the most important 
explanation is that the taxonomy is not a general classi-
fication system for the sustainability work of companies. 
Its purpose is to identify the particular operations that can 
contribute to certain sustainability goals identified by the 
EU, which means that today many listed companies are not 
affected. 

The importance of the taxonomy for investors

For investors, the EU taxonomy represents not just an 
opportunity to assess the degree of sustainability for an 
individual equity investment. They can also aggregate 
the various components in their portfolio and arrive at a 
theoretical estimate of how environmentally sustainable 
the entire portfolio is. As noted, most portfolios will initially 
contain a low percentage of businesses considered sustain-
able under the new taxonomy, but this will increase as the 
task of implementation expands going forward.

Along with the taxonomy initially being limited initially to 
two objectives, there are also other effects to take into 
account. Companies that are “sustainability darlings” today 
may possibly receive a different classification in the new 
taxonomy. 

The taxonomy enters into force on January 1, 2022 and 
will be a fundamental pillar of future sustainable financing. 
Future standards will also use this taxonomy as a starting 
point. 

The Sustainable Finance Disclosure Regulation

The Disclosure Regulation is another new EU law with a sus-
tainability theme and is among the first regulatory require-

THEME: THE NEW EU TAXONOMY

ments for many financial companies. Unlike the taxonomy, 
which describes the degree of sustainability in a company’s 
economic activities, the Disclosure Regulation concerns the 
conduct of financial market participants. 

The aim of the Disclosure Regulation, which enters into 
force as early as March 2021, is to increase transparency 
around sustainability work related to financial products and 
in investment advisory services. 

Financial market participants and financial advisors will 
have to disclose information to investors about how they 
take sustainability-related aspects into account in their 
processes and products. This includes sustainability risks 
but also sustainability opportunities, for example if their 
product promotes environmental and/or social objectives. In 
practice, it means the regulation will result in a new group-
ing of financial products such as funds or discretionary port-
folios. Unlike the EU’s Taxonomy Regulation, the Disclosure 
Regulation also takes into account social aspects (the S in 
ESG or environmental, social and corporate governance).

For example, funds will be classified into three groups, 
called Article 7, 8 and 9 funds. Article 7 funds include 
investments that do not give any particular consideration 
to sustainability issues. Article 8 funds take sustainability 
issues into consideration in their management, while invest-
ments in Article 9 funds are required to have sustainability 
as their primary objective. In our view, most funds in the 
Swedish market will end up under Article 8, but many fund 
companies will strive to achieve Article 9 status, at least for 
some products.  

The Sustainable Finance Disclosure Regulation enters into 
force on March 10, 2021. 

Some conclusions

The new regulations should not be viewed as the answer 
to all sustainability questions in financial markets, but they 
are important steps along the way. Sustainable investments 
have long been discussed, and sustainability analysis has 
become an increasingly crucial element of asset manage-
ment. This work has been developed over time, but the 
definitions of what is sustainable are still abstract and leave 
a great deal of room for interpretation. However, the screen-
ing criteria in the taxonomy are usually precise and quan-
tifiable, so companies will no longer be able to claim that 
revenue is “green” in their sustainability report if it is not. 

In the Nordic and Swedish markets, many companies are 
generally at the forefront of sustainability efforts. Many 
of the companies that have already made some progress 
in the transformation of their economic activities will gain 
greater visibility through the EU taxonomy, although one 
criticism that can be raised is that the taxonomy lacks an 
assessment for or makes questionable assessments about 
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certain types of sustainability work. But over time, these 
companies will probably have better capital procurement 
opportunities in financial markets. 

Although only a small proportion of listed companies will ini-
tially be affected by the Disclosure Regulation, the direction 
is clear. Both financial market players and companies must 
adapt their processes. More stringent requirements will be 
imposed on sustainability work, reporting and transparen-
cy in all companies. There will initially be a fair number of 
questions to work out concerning implementation of the 
taxonomy, and a lot of work remains, including determining 
threshold values. 

As for effects of the Disclosure Regulation, it will undoubt-
edly help increase the visibility of the sustainability ambi-
tions and risks of both fund companies and asset managers. 
In addition to making analysis easier for sustainability-con-
scious investors, it is also quite likely to strengthen the fi-
nancial industry’s sustainability, to the benefit of everyone’s 
sustainability efforts. 

The above-described measures being implemented by EU 
political leaders and legislators may also be reinforced 
by countries such as China, which emphasises the impor-
tance of more sustainable growth in its new five-year plan. 
The newly inaugurated US president, Joe Biden, who has 
already taken the initiative to re-join the Paris Agreement, 
is expected to launch the most far-reaching climate pro-
gramme in US history, which will have a global impact on 
sustainability work. 

What is happening is now also increasingly apparent to 
investors across the world. Capital flows are being direct-
ed more and more to investments that are characterised 
as sustainable. As the chart below shows, last year saw 
inflows to funds described as sustainable (ESG) whereas 
other funds had outflows. Last year, sustainable funds 
delivered better returns in most cases than the alterna-
tives. Given the strong ambitions in this area, not least the 
forceful EU initiatives described here, we expect this trend 
to persist. Also under way is a very widespread conversion 
of existing funds into sustainable ones.

Growing interest in ESG funds

Globally, equity funds classified by Morningstar as taking environmental, 
social and governance (ESG) factors into account increased their net 
inflow (more deposits than withdrawals) in 2020, while funds that do not 
take ESG into account saw net outflows. Globally in this case means equi-
ty funds in every geographic area where Morningstar has data coverage.

Source: Morningstar, Dec 2020
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Excerpt from the Nordic Outlook research report.  
You will find the full report at seb.se/nordicoutlookreport. 

Global recovery is being delayed by lockdowns due to this 
winter’s COVID-19 surge, but the GDP decline early in 2021 will 
be milder than last spring. By mid-year, growth will take off as 
more people are vaccinated. Exceptional stimulus is creating 
questions about inflation, public sector debt and widening 
social gaps, but our main scenario is that it will support a 
balanced upturn amid continued low interest rates and yields 
and a normalisation of corporate earnings.

The various phases of the COVID-19 pandemic continue to 
dominate economic and financial developments. Incoming 
data from late 2020 have mainly surprised on the upside, 
even though the second wave of lockdowns started as early 
as the beginning of November. Since then, the spread of the 
virus has escalated further and led to expanded restrictions. 
But vaccination roll-outs have now begun in many countries, 
helping sustain optimism both in sentiment surveys and in 
financial markets. Although vaccines enable us to see the 
light at the end of the tunnel, the economic response to the 
lockdowns in the next few months will be important. Many 
sectors are hard-pressed. Further official stimulus measures 
will be needed to limit the number of bankruptcies and redun-
dancies in struggling sectors.  

Exceptional stimulus measures obscure our view 

One important task of Nordic Outlook is to analyse what 
shape economies will be in once restrictions can be phased 
out more permanently. Official crisis responses have been 
so far-reaching that it is rather difficult to distinguish the 
underlying situation on various issues. What is the actual con-
dition of labour markets in various countries, and how large 
a debt burden have we imposed on the future once the crisis 
has faded?  Perhaps the most important question is to what 
extent stimulus measures, especially exceptional monetary 
expansion, will change the solid low inflation environment 
of recent decades. Long-term behavioural changes due to 
the crisis are also of interest. It has been popular to draw 
far-reaching conclusions that the “post-coronavirus world” 
will look different. Some sectors will probably suffer pro-
longed downturns, but we will probably also see big rebounds 
in many areas due to a strong urge to get back to normal life. 

Good potential for a lasting recovery 

Our main scenario is that a sustained and balanced recovery 
will begin late this spring when vaccinations reach wider 
population groups, while the spread of infections will also be 
slowed by warmer weather in the northern hemisphere and a 
higher degree of immunity. The recovery will make its strong-
est advances during the second half of 2021 but in Europe, 
GDP growth measured as an annual average will nevertheless 
be higher in 2022. 

Most indications are that over the next few years, expansion 
can occur without general bottleneck problems on the supply 
side of the economy. Although there are already signs that 
companies are finding it hard to find the right employees in 
some sectors, for example in the United States, this is a rather 
narrow phenomenon and is probably largely driven by the 
fact that the restrictions themselves hamper labour mobility. 
Public sector debt is rising sharply in many countries, espe-
cially the US. Yet as long as the central banks are prepared 
to help, we see no risks that major austerity measures will be 
needed in the next few years. Now that Joe Biden has finally 
moved into the White House, the political risk level is also 
lower, despite deep polarisation in American society.

Resilient despite broad lockdowns

Recent widespread COVID-19 infections have led to expand-
ed and prolonged restrictions and lockdowns. According to 
some indicators, lockdowns in Europe are as extensive as last 
spring. This applies, for example, to the University of Oxford’s 
Government Stringency Index. Meanwhile other metrics − 
such as mobility indices − are showing that everyday life is 

International overview
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not as paralysed as last spring. Businesses and households 
are apparently more prepared to manage the situation, and 
there is also a greater political ambition to design the restric-
tions in ways that still allow workplaces to remain open. Since 
government statistics are published after a time lag, it is still 
unclear how extensive the economic damage will be.   

No clear normalisation until summer 

The spread of the virus has worsened recently, making the 
vaccine issue even more crucial. The main message conveyed 
by the authorities in charge is that it should be possible to 
vaccinate broad categories of people before this summer. Our 
basic assumption is that governments will be cautious about 
reopening economies before vaccinations have reached suffi-
ciently broad segments of the population. Yet it is reasonable 
to assume that warmer weather in the northern hemisphere 
and a higher degree of immunity will also help to slow the 
spread of infection this spring. Assuming that vulnerable 
groups have also been vaccinated by then, there will be room 
for some easing of restrictions by the end of Q1 or by Easter. 

This will contribute to a slight recovery during Q2, but no 
definitive normalisation is expected to occur until later in 
the summer. Our forecast thus assumes a significant upturn 
in summer tourism compared to 2020, which is especially 
important for the countries of southern Europe.

Increasing gaps between US and Europe

The changes in our Nordic Outlook forecast since the previous 
issue in November 2020 have been driven by several factors. 
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Growth and mobility: A clear association

Source: SEB Nordic Outlook

GDP forecasts, year-on-year percentage change

Market 2019 2020 2021 2022

World 2.8 -3.7 5.0 4.3

United States 2.2 -3.5 4.5 3.6

China 6.0 2.3 8.0 5.6

Japan 0.7 -5.2 2.1 1.0

Germany 0.6 -5.2 2.0 4.0

United Kingdom 1.4 -10.3 3.5 8.2

Sweden 1.3 -2.6 2.8 4.8

OECD 1.6 -5.0 3.7 3.7

Euro area 1.3 -6.6 3.1 4.9

Baltic countries 3.7 -2.7 2.7 4.2

Emerging  
markets

3.8 -2.6 6.2 4.8

Source: SEB Nordic Outlook. The table shows forecasts of real economic 
growth in line with our main forecast.

Despite expanded pandemic-related restrictions, late 2020 
turned out stronger than expected and the GDP decline in 
2020 now looks set to reach only 3.7 per cent, compared to 
our previous forecast of 4.4 per cent. The picture in 2021 is 
more divergent. Despite extensive virus spread, US restric-
tions are much milder than in Western Europe. We have also 
factored in even larger fiscal stimulus measures, now that 
it is clear that Democrats have majorities in both US houses 
of Congress. We have thus upgraded our GDP forecast for 
2021 by nearly a full percentage point. In Western Europe, 
lockdowns early in 2021 will inevitably lead to significant 
downward adjustments for the full year.

Increasing divergence between economies 

Recent developments are reinforcing a trend that began last 
summer. At first, most forecasters thought that the pandemic 
crisis would have quite similar effects on different econo-
mies, but since then forecasts for the US have been adjusted 
upward in line with trends, while downward revisions have 
continued in the euro area and especially the UK. 

Our forecast in the latest Nordic Outlook indicates that the 
consensus forecast for Western Europe is still too optimis-
tic. Forecasts for Sweden have long followed the American 
pattern, but recently we have seen a divergence here as 
well. Although the reasons differ, there are similarities with 
developments during the global financial crisis. At first, there 
were hopes that Western Europe would do better because 
the underlying imbalances were not as serious, but in the end 
it turned out that the US bounced back faster and more easily, 
due in part to a more resolute policy response.
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Upturn in debt will level off

Source: SEB Nordic Outlook

Rapid growth in Europe next year 

The widening gap between the outlook for the US and West-
ern Europe will have consequences for both financial markets 
and future forecasts. The difference between the most recent 
figures and expectations in early 2020, before the pandemic 
struck, can be seen as a rough measure of the GDP gap for the 
full year 2021. For the US, the level is 3 percentage points 
lower than in early 2020, while the corresponding decline 
for the UK is almost 10 percentage points. Although the UK’s 
withdrawal from the European Union is expected to have 
permanent detrimental effects, there is still major recovery 
potential throughout Western Europe, as reflected in the 
adjustments to our full-year forecasts for 2022. The increase 
will also occur later in the Nordic countries. This is especially 
clear in Sweden, where we expect GDP to climb by 4.8 per 
cent in 2022 after a modest rise of 2.8 per cent in 2021.

The second wave is changing the risk picture   

The increasing spread of COVID-19, combined with the 
imminent vaccination of broad population groups, is changing 
the risk picture in various ways. In the short term, we see 
greater downside risks, because we may be underestimating 
the negative effects of the current large-scale restrictions 
and potential virus mutations. It is also possible that hopes for 
normalisation of daily life as a result of vaccinations are exag-
gerated. If we have a prolonged period of lockdowns, its spill-
over effects in the form of bankruptcies and financial stress 
may be larger than last spring, since many businesses were 
then under severe pressure for a considerable period. In such 
a situation, it will be difficult to repeat the strong rebound we 
saw when economies reopened last summer.

“Ketchup effect” may lead to strong consumption 

In the near term, we foresee only a limited upside compared 
to our main forecast, since a speedy removal of pandemic- 
related restrictions seems highly unlikely. But a bit later in 
2021, there is greater potential for a more favourable trend 
than in our main forecast. We may have underestimated the 
power of stimulus measures once they have better conditions 
to work in, for example due to households and businesses 
opening their wallets and using their savings from 2020. 
Unlike the 2008-2009 crisis, there is no great need for house-
holds in general to repair their balance sheets, which histori-
cally suggests a rapid recovery. 

Various growth scenarios for the OECD countries 

GDP growth, per cent 2020 2021 2022

Main scenario -4.9 3.9 3.5

Negative scenario -4.9 -0.4 3.1

Positive scenario -4.9 5.7 6.1
Source: SEB 

Our positive scenario implies that some months into 2022, 
the GDP level will not only be higher than before the  
COVID-19 crisis, but also above the underlying trend. We 
believe that the probability of our positive and negative sce-
narios is approximately equal − around 20 per cent – which 
means that the probability of our main scenario is 60 per 
cent.

A rapid recovery is not problem-free 

From a broad societal perspective, it would of course be good 
to have a powerful recovery in which the labour force that 
has suffered during the pandemic can quickly be mobilised. 
This would also ease the burden on public finances and thus 
diminish future vulnerability. But at the same time, such a sce-
nario would also raise questions about how stable our current 
low-inflation environment actually is, and whether central 
banks need to decide sooner on appropriate exit strategies. 
It is not unreasonable to imagine that even a rapid recovery 
might be marginally negative for stock market performance 
− at least if we assume that there is an inflationary reaction. 
This may serve as a reminder that the balanced recovery in 
our main scenario will be challenged from different directions 
in the future.

Crisis responses difficult to measure

In many countries, the official response to last year’s huge 
GDP declines was to enact highly expansionary economic 
policies. When central bank toolkits proved insufficient, fiscal 
policy makers responded and took over the main respon-
sibility via national budgets and extra stimulus packages. 
Compensating for the economic deceleration by means of 
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Different labour supply responses

Source: SEB Nordic Outlook

“short-time work” subsidies (wage subsidies) and direct aid 
to businesses – at the same time as the costs of medical care 
and vaccinations has skyrocketed – puts heavy pressure on 
public sector finances. For a long time, 2020 budget deficits 
seemed destined to reach record-high levels, given all the pro-
grammes that were being unveiled.  But now that hard data 
are available, the burden does not seem so dramatic. 

This is especially apparent in Sweden, where the 2020 deficit 
is likely to reach only 3.5 per cent of GDP. This can be com-
pared to double-digit deficits in 1992 at the culmination of 
a financial crisis. We may well also see the same pattern in 
other countries, once we have a more complete picture of the 
situation.  

Biden’s new stimulus will increase US national debt    

There are relatively wide differences in manoeuvring room 
between countries. In Germany and the Nordic countries, 
relatively low government debt levels will permit a lot of 
flexibility ahead. The strong position of the dollar as a global 
reserve currency also allows room for continued stimulus 
in the US. With the Biden administration benefiting from 
Democratic majorities in both the Senate and the House of 
Representatives, we can expect further stimulus packages 
this year, totalling about the same size as those that were 
implemented in 2020. The stimulus impulse should thus be 
neutral in 2021. 

In the euro area and Sweden, which did not enact equally 
large packages in 2020, this year’s stimulus will be slightly 
more expansionary, although during 2021 and 2022 their 
programmes will be smaller than those in the US. Because of 
larger deficits in the US than in Europe, the increase in public 
sector debt will be more pronounced.  

Resilient labour markets 

Labour markets are continuing to show resilience, at least 
according to the traditional unemployment metrics used 
in Labour Force Surveys. In countries with very large GDP 
declines − such as the UK − we have hardly seen any upturn 
in unemployment at all. However, because of all the stimulus 
measures and relief programmes that have been enacted, it is 
difficult to interpret traditional metrics. 

Throughout the COVID-19 crisis, the gap between the US and 
Europe has been amazingly wide. This is partly due to differ-
ent social safety net systems, but the contrast has been rein-
forced by the purely technical design of relief programmes. 
The US crisis response has aimed at replacing incomes, rather 
than making it easier for businesses to retain their workforce 
and thus maintain high employment. In the US, employment 
fell 13 per cent by mid-2020, but those who remained on the 
job worked about as much as before. Unemployment rose 
very rapidly in the spring of 2020 and has fallen relatively 
sharply since then.

Balancing act when phasing out relief programmes 

Looking ahead, we have a slightly more optimistic picture 
of labour market trends than before. We are likely to see 
some increase in unemployment in Europe as wage subsidy 
programmes are phased out, but it will probably not exceed 
one percentage point. In Sweden, for example, the number 
of people in such programmes has already shrunk by 80 per 
cent without any major effect on unemployment attributable 
to the phase-out. Because of this relatively rapid recovery, 
the degree of permanent exclusion from the labour market 
will be quite small. The wage subsidy system thus appears 
to have been successful in providing relief to businesses and 
employees. 

However, there is always a risk that measures aimed at 
bridging over a temporary downturn in demand will lock 
employees into old economic sectors. To the extent that the 
pandemic leads to lasting changes in demand patterns, these 
programmes may slow down the structural transformation 
process. It is thus an important balancing act to withdraw 
relief measures at a reasonable pace.
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Stable inflation will be resilient to challenges

How inflation reacts to the current experimental environ-
ment − with large official stimulus measures − will be crucial 
to the entire forecast situation. We can see both upside and 
downside risks, but our conclusion is that the low-inflation 
environment of recent decades is likely to persist. Concerns 
that disruptions in global supply chains or sharply increased 
demand in specific areas would result in rising inflation have 
not become a reality. Although we have noted price increases 
in specific areas, they have been far from sufficient to offset 
the general downward pressure on both wages and prices 
due to low resource utilisation.

No monetary shortcuts to inflation

Although consumer price index (CPI) inflation is now rising, 
driven by such factors as the recovery in oil prices, this spring 
that upward impulse will be amplified by base effects. Differ-
ences between the US and the euro area related to inflation 
are now also intensifying, especially in terms of expectations. 
In the US, core inflation (CPI excluding energy and food pric-
es) is also rising significantly following an earlier slump. After 
peaking this spring, it will stabilise slightly above 2 per cent 
starting in the autumn of 2021. However, the Fed's favourite 
inflation metric − core PCE − is expected to remain somewhat 
below 2 percent. 

We are sticking to our view that in situations of continued 
credibility for inflation targets, there are no shortcuts to 
inflation. It will thus be necessary for monetary expansion to 
cause genuinely higher demand and tighter labour markets 
− ultimately also leading to faster wage and salary growth 

− before inflation can rise more enduringly. In Europe, such 
a trend seems distant. Due to generally slowing pay increas-
es and persistently high unemployment, the rate of price 
increases will remain at levels that will make it difficult for 
central banks to achieve their inflation targets. In Sweden, for 
example, newly concluded collective agreements will provide 
yearly pay increases of around 2.2 per cent. Wage and salary 
metrics are currently hard to interpret, but we believe that 
no wage-driven upturn in inflation is likely during our forecast 
period. 

Central banks will face various challenges  

Because of the moderate inflation outlook, central banks will 
also be in a position to help sustain economies during the sec-
ond COVID-19 wave, but there is limited room for manoeuvre 
and continuing hesitation among many central banks to cut 
their key interest rates to below zero. Fiscal policy makers 
must therefore continue to bear the main responsibility, but 
the central banks are ready to ensure that yields on govern-
ment debt remain low. They can do this by promising low key 
rates even if some inflationary impulses should materialise, 
and by increasing their bond purchases to counteract rising 
long-term yields.

Gradual recovery in the EM economies

The emerging market (EM) economies have begun to recover 
after sharp GDP downturns during 2020, but there are 
big differences between countries. Among the hardest-hit 
economies are India, Mexico, Argentina, the Philippines, South 
Africa and Peru, where GDP appears to have shrunk by 8 to 
14 per cent in 2020. 

Bond supply vs central bank purchases

Source: SEB/Macrobond

Energy prices will lift inflation

Source: SEB Nordic Outlook
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China stands out in contrast, with positive growth of 2.3 
per cent. Turkey also seems to have avoided a GDP decline, 
thanks to an explosive increase in lending by banks – but at 
the price of a significant currency depreciation and double- 
digit inflation, which forced the central bank to tighten mone-
tary policy. Taiwan and individual countries in Africa, such as 
Kenya, also appear to have avoided a decline in GDP last year. 
South Korea, Indonesia, Poland and Russia managed relative-
ly well, with declines of less than 4.0 per cent. 

Three factors explain most of the differences: 
1) the extent of COVID-19 spread 
2) the composition of exports and degree of dependence on 
exports and foreign tourism 
3) the scale of fiscal stimulus measures.   

Major potential for India 

Overall, we expect GDP growth in the EM economies to ac-
celerate during the second half of 2021 and approach trend 
level late in 2022. 

Our 2021 forecast is unchanged, but we have revised our 
2022 forecast upward by almost 0.5 percentage points.  This 
is mainly due to a significant upward adjustment for India. 
While China’s overall growth in 2020-2021 has not lost much 
ground compared to the underlying trend, the situation is 
completely different in India. The GDP level there in 2021 
will be only marginally higher than in 2019. Assuming an 
underlying growth trend of around 8 per cent, India has large 
recovery potential. Our forecast of some 7 per cent growth in 
2022 is thus still relatively cautious.

Commodity prices keep rising 

Metal prices fell early in 2020 when it became clear that the 
Chinese economy, which accounts for about half of global 
metals demand, would be affected by the pandemic. But 
because of China’s rapid recovery, prices also recovered 
relatively early.  

The price of iron ore has led the upturn, but there have also 
been significant increases for copper and nickel. Base metal 
prices are expected to climb by 5 per cent in 2021 when 
the global recovery spreads geographically. However, it will 
mainly be the service sector that regains lost ground, limiting 

the impact of demand for commodities. In addition, China’s 
stimulus measures are not on the same scale as after the 
global financial crisis of 2008-2009 or after the 2015 slow-
down. Agricultural and food prices are also expected to climb 
moderately during 2021.   

Oil prices will stabilise at higher levels 

Recent upturns in oil prices are one reason why we have 
adjusted our forecast of the 2021 average Brent crude price 
from USD 55 to 59 per barrel: a sizeable increase compared 
to the 2020 average of USD 43. Both demand and produc-
tion are expected to grow during our forecast period, but 
Saudi Arabia’s appetite for higher prices may lead to output 
restrictions that cause temporary price peaks during 2021. 
Gradually increased supply from Libya, Iran and elsewhere 
will nevertheless push down prices. 

With Joe Biden as the new president, the United States will 
re-join the JCPOA nuclear energy agreement, which will en-
able Iran to boost its oil exports during 2022. In addition, we 
expect US oil production to increase gradually in an environ-
ment where a higher price level is established. 

Taken together, this means we believe prices will stabilise 
around USD 60 per barrel in 2022, representing a downward 
adjustment from our earlier forecast of an annual average of 
USD 65 per barrel. 

Price upturns have led to higher oil price forecasts

Recent upturns in oil prices (the chart shows daily spot prices for Brent 
crude) are one reason why we have adjusted our forecast of the 2021  
average Brent crude price from USD 55 to 59 per barrel: a sizeable 
increase compared to the 2020 average of USD 43.

Source: Macrobond

GDP growth, BRIC countries and EM sphere

Year-on-year % change 2019 2020 2021 2022

Brazil 1.1 -5.0 3.0 2.5

Russia 1.3 -5.0 3.7 2.5

India 4.9 -7.5 9.1 7.2

China 6.1 2.3 8.0 5.6

Emerging markets, total 3.8 -2.6 6.2 4.8
Source: SEB 
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