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Revival of the growth stocks 

One of the recent stock market phenomena, the rotation 
towards value shares, reversed entirely in June. Growth 
indices, such as NASDAQ 100 gained 6.40% whereas more 
traditional names such as Dow Jones Industrial Average 
finished the month flat at +0.02%. This was a result of two 
things in particular: falling interest rate and inflation 
expectations globally as well as delays in reopening of societies, 
especially in Europe. 

Goldilocks environment persists 

The comments following the June policy meeting of the Federal 
Reserve seemed to put an end to the fears of a sudden tapering 
of the monetary policy support. The minutes of the meeting 
revealed that the central bankers do not foresee a lasting 
uptick in inflation but instead attribute it to mostly transitory 
factors. Similarly, they projected an average federal funds rate 
hike of half a percentage point, from today’s average 0.1% to 
0.6% in 2023.  

In our view, these are reasonable projections and if 
materialised, would not derail the current strong economic 
recovery. Following the meeting, the markets seemed to agree, 
at least when it comes to discounting tomorrow’s cash flows to 
the present. Many growth stocks shot up, especially in the 
renewables and electric vehicles industries. 

Thus, the macroeconomic backdrop remains supportive for 
risk assets such as equities and real estate. Even if individual 
data points fell short of expectations, most of the big indicators 
point in the right direction. For instance, the US jobs data keep 
improving, with 559’000 net new jobs created in May from 
previous month, and the consensus estimate (source: 
Bloomberg) expecting 711’000 more in June, with the next data 
release coming out on 2nd July. Similarly, the total 
unemployment rate stands at 5.8% of the labour force, 
comfortably above the pre-pandemic levels. This allows for the 
economic output to grow further without triggering inflation 
fears or rate hike pressures. 

 

Also the PMI’s signal further economic expansion ahead and 
corporate confidence in the future (N.B. readings above 50 
indicate expansion): 

 

However, given the strength of stock market gains in June, we 
do not expect any further advance until the second quarter 
earnings season fully starts around mid-July. The technical 
indicators are hovering alarmingly high, with for instance S&P 
500’s 14-day relative strength index at 64.7: quite close to the 
70-mark which normally is considered as the overbought level. 

Our current asset allocation 

We keep equities in overweight but are not adding to the 
existing positions for the moment. In terms of economic 
sectors, our focus on IT and consumer discretionary (both with 
focus on dominant brands) has paid out very well this year, as 
has the call on Nordic industrials. We see no reason to do 
material changes here, especially as the markets are currently 
re-pricing (lowering) the risk of anti-trust litigation against big 
tech with the recent victories for Facebook and Alphabet as 
well as the settlement between Alibaba and the Chinese 
government. We underweight pharmaceuticals, utilities, 
European banks and oil & gas. In our view, the markets have 
not yet fully understood the magnitude of capital expenditure 
and oil-field write-downs that oil & gas as a sub-sector of 
energy will have to grapple with in the next five years. 

Our perhaps biggest contrarian call comes from the FX market. 
Of the 42 banks that had updated their forecast to Bloomberg’s 
polling in the past 30 days, only five predicted a EUR/USD rate 
of 1.16 or below for Q2/2022. The remainder assumed a higher 
rate, with the median at 1.24. Although the spot rate rightfully 
corrected down to the 1.18 – 1.19 handle following the Fed’s 
recent comments, we believe the spot rate may keep drifting 
downwards towards 1.15 or below over the next 12 months. 
The macroeconomic picture is very much the same as it was 
from 2013 onwards: the US will likely achieve pre-pandemic 
unemployment levels way faster than the Eurozone and 
therefore the Fed react much sooner than the ECB. Similarly, 
although the European fiscal pact from July 2020 neutralised 
some system risks, the pandemic surely did not improve the 
fiscal situation of the Euro area member states. Some of these 
countries simply cannot bear any higher rates and – with the 
diminishing independence of the central banks – the rates will 
not rise in Europe, not at least with the current structure of the 
Eurozone. 
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