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February: mixed results from markets 

February was a month of regional and sectoral differences in 
markets. The prospect of higher interest rates and progressing 
vaccination programs shifted the focus from growth to value 
and from the US to Europe and other downbeaten areas. S&P 
500 clocked a total return of 1.13% for the month whereas 
Euro STOXX 50 gained 3.11%. NASDAQ in turn lost 1.50% and 
China’s Shanghai Shenzhen CSI 300 almost the same, -1.49%. 

Are rising inflation and interest rates an issue? 

Investors are usually troubled by some current matter. In the 
past years, the worries have mostly been constant: Brexit, trade 
politics, Eurozone debt and lately the pandemic. With the latter 
gradually receding and quantitative easing ongoing, a new woe 
has emerged: inflation. The general investor concern goes as 
follows: inflation will spike because of various supply side 
bottlenecks. This in turn will force the central banks to taper 
the monetary easing and curb their lending activity, resulting 
in higher interest rates, less investments, credit crunches and 
falling asset prices. 

In our view, the investor community is right about the 
potentially very harmful impact on stocks from rising interest 
rates, unlike many other recent events that have shocked the 
markets globally (such as Brexit which even in its hard Brexit 
form only would have been a local problem). We however 
disagree about the conclusion: in our view, current inflation is 
transitory and will not lead to higher interest rates anytime 
soon. 

Current inflation tendencies are primarily a result of the 
demand fluctuations from last year. Factories around the world 
had been working on low capacity in the first pandemic months 
and were unable to scale up production fast enough to meet the 
rising demand for consumer goods in late 2020. Now there is a 
global shortage of goods like semiconductors and industrial 
chemicals. Also, services will be in high demand, as consumers 
all book their favourite hotels and restaurants when the 
lockdowns are lifted. This may prompt the service sector to 
raise prices. Meanwhile, the container demand has forced 
logistics companies to even fivefold sea freight rates, 
lengthening delivery times and raising prices further. This all 
feeds demand inflation. Add to this the base effect (inflation is 
calculated as the ratio of present, raised prices to last spring’s 
prices which were notably low due to lack of demand then) and 
the inflation will surely make headlines in the spring of 2021.  

However, ultimately the production will catch up with the 
demand. Logistic problems will fade. The inflation will be 
transitory because one key element is missing: wage inflation. 
During the previous long bull market, the highest single 
inflation reading (consumer price index less food & energy) in 
the US was 2.4% p.a., recorded in August 2019. This was 
astonishingly low, considering that in the same year, US 
unemployment hit 3.5%, the lowest figure in 50 years. During 
the same bull market, the US money supply grew by 80% (M2 
growth between March 2009 – September 2019). 

If these two record-breaking numbers did not trigger a higher 
inflation, how would it now go up? The US unemployment 
stood at 6.77% at the end of December, and the money supply 
has “only” grown by 25.72% in the last 12 months. The slack in 

the labour market is so prevalent that most workers will not be 
able to extract wage increases any time soon.  

Also, the trend of the day is remote work which will also 
balance out wage pressures. Think of Silicon Valley companies 
who will suddenly find workforce elsewhere at more 
reasonable salaries. Spotify announced on 12th February that it 
would permanently allow its 6,550 global employees to work 
from any location they choose. Meanwhile, the rise in e-
commerce helps consumers compare prices and thereby keep 
consumer price inflation in check.  

Hence, we struggle to see how the current inflation could be 
anything else than transitory. The money being printed is not 
an issue until we achieve the natural level of unemployment 
and the economy starts to “heat up”. This is however a lengthy 
process, as the history tells us. Therefore, fretting about 
inflation is not justified right now. 

Finally, asset prices have become more vulnerable to smallest 
changes in interest rates. The recent climb of growth stocks 
would not have been possible without the low discount rates. 
Thus, we can expect temporary sell-off’s on stock markets 
along the way, similar to what we came to know as the “taper 
tantrum” of 2013 when the Fed officials pondered aloud how to 
scale back their asset purchases. This is however no reason to 
stay out of the markets because such sell-off’s will likely be 
short-lived and their timing hard to predict. 

Our current asset allocation 

The recent sell-off in late February made growth stocks more 
attractive compared to value. Many of the growth stocks 
include companies from green energy, semiconductors, electric 
vehicles and other segments which we believe will gain in 
importance in the future. Hence, we overweight these. 

The backbone of our equity selection, large and diversified 
companies with dominant brands, has withstood the sell-off 
reasonably well. We also see the big tech consolidating here, 
with more clarity on antitrust concerns both in US and in China. 
For investors with a higher risk appetite, buying travel and 
leisure stocks in anticipation of further lifting of social 
restrictions and put-writing on volatile names to lower entry 
levels may be considered. 

Emerging market shares, especially in Asia, should continue to 
do well. The present rise in US rates would only hurt them if 
the USD appreciated a lot from the present levels, which we do 
not believe will happen.  

On the fixed income side, the sell-off in 7 – 10 -year Treasuries 
made investment grade corporate bonds in USD attractive 
again. With euro denominated risk-free yields remaining 
negative, the investor can only find value by giving up on other 
aspects, be it credit, liquidity, interest rate or other risk.  Thus, 
we underweight credit in euro terms and favour other asset 
classes in more conservative portfolios. 

 

On 1st March 2021, 

with kind regards 

Juho Kivioja 


