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Economic Outlook 2019
Each year, we compile the investment outlooks for the coming year from our various internal and external 
boutiques. We are pleased to share this 2019 collection of outlooks on each boutique’s respective asset 
class with you. We thank you, valued client, for investing with Nordea and wish you a successful 2019. 

Asset Management at Nordea
As an active investment manager, Nordea Asset Management manages asset classes across the full in-
vestment spectrum and aims to serve its clients in every market condition. Nordea’s success is based on 
a sustainable and unique multi-boutique approach that combines the expertise of specialized internal 
boutiques with exclusive external competences allowing us to deliver alpha in a stable way for the benefit 
of our clients.

Internal boutiques

We have established segregated teams for 
key asset classes, allowing each team to focus 
on their primary activity: managing money. 
This means retaining competence centres that 
leave freedom to the investment managers. In 
addition to our Nordic expertise, we have built 
well-established track records over the years 
in both equity and fixed income strategies 
ranging from Credit and Covered bonds to 
Global, European and Emerging Markets 
equities as well as Multi-Assets Solutions.

External boutiques

Nordea External Partners team aims to meet 
investor needs by selecting best-of-breed 
asset managers who can generate alpha in 
specific regions or asset classes. The rationale 
is to concentrate on boutiques focused purely 
on money management in the belief that fund 
distribution distracts investment managers 
from their primary objective: generating 
exceptional investment performance.

Introduction
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Nordea Multi Assets Team
Nordea 1 – Stable Return Fund,  
Nordea 1 – Flexible Fixed Income Fund, 
Nordea 1 – Alpha 10 MA Fund1

• Outlook on economic and earnings growth momentum
for 2019 is weakening, but the risk of recession remains
very low

• Equities earnings growth for 2019 is weaker but
valuation is still supportive, while higher US yields
makes duration a good hedge against equity risk and
wider credit spreads combined with low near-term
expected default rates still being supportive for credit

Going into 2019, we expect economic growth and earnings 
momentum to roll over and volatility to increase in a late cycle 
phase. Indeed, a hawkish FED and tighter financial conditions 
start to hurt global growth and raise fears of recession. From 
a geographical perspective, we still favour Developed markets 
(especially US) over Emerging Markets despite higher valua-
tions. Lower valuation in EM comes together with weaker earn-
ings momentum and higher risk resulting from the trade war. 
Thus, the catalyst for outperformance is missing. From a style 
perspective, we clearly favour the more defensive/low risk equity 
segments, which should be well positioned and outperformed 
in a more recessionary scenario. With earnings growth more at 
risk, we have a high conviction in our Stable/Low Risk Equities 
despite the last two years underperformance, as their earnings 
are more resilient and valued more fairly. As witnessed in Feb-
ruary, October and now December, our Stable/Low risk equities 
don’t always provide price protection during the first round of 
sharp sell offs, but they do offer fundamental protection as their 
earnings sensitivity should be lower than the overall market (see 
chart below). So that means in sell offs which are more senti-
ment and flows driven like in February; first phase of October 
2018 or December 2018, their valuation improves and offer higher 

expected returns and more downside protection when the envi-
ronment becomes more recessionary. 

All in all, equities should do relatively well, albeit higher bouts 
of volatility, considering valuation has come down and earnings 
growth is still supportive. Also the FED is clearly the elephant in 
the room, and should be one of the main drivers of overall equity 
markets performance and market sentiment in 2019.

Regarding fixed income, we still favour US over European dura-
tion as yields are more normalised and offer better diversification 
benefits. US yields are higher compared to the beginning of 2018, 
making duration risk premia more attractive and closer to neutral 
levels (especially at the short end). While the FED has contin-
ued their hiking path invariably in 2018, the likelihood of several 
hikes in 2019 is clearly lower which should be supportive for long 
duration. Also, high quality fixed income should fare well amidst 
a weaker economic growth environment coupled with weaker 
inflation momentum. At the current level, fixed income still offers 
diversification potential in case risky assets sell off and the econ-
omy goes into a slowdown or recession again but the need to 
have other tools available to diversify equity beta risk remains 
more pressing than ever, especially in a year where traditional 
diversification didn’t play out well (i.e duration vs beta).

As for credit, default rates remain in a downward trend and 
despite this, spreads have widened throughout 2018, making 
corporate bond valuation becoming more attractive compared to 
one year ago. The current and expected low level of defaults are 
due to continued corporate earnings growth and rather muted 
corporate investment spending. This is also reflected in corporate 
ratings momentum, which currently show more upgrades than 
downgrades. 

From a long-term perspective, it is still important to highlight 
that expected returns for the next decade will be very different 
from the returns we have seen over the last 10 years, although 
expected returns for certain asset classes have improved in 2018. 
This is especially true for fixed income, where expected returns 
are meagre across the asset class. As such, equities have been 
very much in the spotlight as the main source of returns for the 
coming years; here the question is whether they will be able to 
deliver those expected returns without any significant increase in 
volatility or any sizeable correction. 

As such, investors must have an eye on diversification and find 
investment solutions which can enhance portfolio returns while 
exhibiting a low beta to equity markets. While we have been 
claiming that diversification has been at risk for some years now 
across traditional asset classes, 2018 has proved us right with 
both equities and fixed income suffering losses. That’s why liq-
uid alternatives can offer interesting investment opportunities, 
if wisely chosen, as they can offer low correlation to traditional 
asset classes and exploit alternative sources of returns.

Asset Allocation

1) With effect as of 23 October 2017 the sub-fund is renamed from Nordea 1 – Multi-Asset Fund to Nordea 1 – Alpha 10 MA Fund. 
Source: Nordea Investment Management AB. Date: December 2018. Unless otherwise stated all views expressed are proprietary to Nordea Investment Management AB.
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Nordea Nordic Equities/  
Nordic, Finnish & Swedish  
Equities Team
Nordea 1 – Nordic Equity Fund

• We are cautiously optimistic regarding the duration of 
the current economic cycle

• The Nordic macro development remains mixed

• Weak share price development has left the Nordic 
market trading below its average 

• Companies with global and local stronghold are key 
attractions

2018 was another year of synchronised global growth resulting 
from loose monetary policies and increased employment sup-
ported many parts of the economy. However, increased friction 
in global trade and the reversal of loose monetary policies have 
all dented risk appetite in global equity markets throughout 
2018. We are cautiously optimistic regarding the duration of 
the current economic cycle, with this framework in mind well-
run companies with solid balance sheets and a discretionary 
opportunity to allocate capital in an accretive way remain a fer-
tile ground for stock ideas.

The Nordic equity market had a below average year with large 
deviation between sectors. The material and health care sec-
tors had double digit gains while IT and the consumer discre-
tionary sector declined. Throughout the year there has been an 
ongoing debate between shifting consumer trends and its con-
sequences as the benefits from tax changes in the US among 
other things. On an aggregate level the Nordic market is priced 
at 16x 12 months forward earnings. This is a level that is histori-
cally high, the 10 year average being 14x. However, bearing low 
interest rates in mind the level is not considered excessive. 

A large part of the Nordic universe is exposed to the global 
economy given its historical international expansions. This 
combined with quality business models and strong corporate 
governance is key attractions for the Nordic market. Meanwhile 
the financial and telecom sectors in addition to smaller compa-
nies are more dependent to macro development in the Nordics 
where we are seeing an above trend development. In Sweden, 
the combination of urbanisation, strong export markets and a 
very accommodative Riksbank policy has positively influenced 
the Swedish GDP development in recent years. Going forward, 
a weakening housing market may curb domestic demand, 
especially consumer facing companies.

In Denmark, consumer spending continues to be supported by 
rising house prices and stable to declining interest expenses. 
European export growth is a positive factor impacting employ-
ment in a positive way albeit financial companies’ earnings 
are held back by negative interest rates related to currencies 
pegged to euro.

Finland is clearly starting to benefit from an export driven 
rebound. Despite underlying structural issues the domestic 
demand is likely to remain positive with support from the con-
struction sector and consumer sector in particular. 

In Norway, oil and oil-related companies continued to scale 
back investment. However oil companies investment plans look 
to bottom out in 2018. The domestic economy has held up sur-
prisingly well and with improvements in the labour market sup-
port domestic demand. 

In general, we are cautiously optimistic regarding the duration 
of the current economic cycle. With this framework in mind, 
well-run companies with solid balance sheets and a discretion-
ary opportunity to allocate capital in an accretive way should 
remain a fertile ground for stock ideas. This is reflected in the 
portfolio as we strive to invest in above average companies at 
below average prices.

Nordic Equities 

Source: Nordea Investment Management AB. Date: December 2018. Unless otherwise stated all views expressed are proprietary to Nordea Investment Management AB.
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Nordea European Equities/ 
Fundamental Equities Team
Nordea 1 – European Focus Equity Fund,  
Nordea 1 – European Stars Equity Fund

• European macroeconomics have remained resilient 
during 2018 and should all remain strong in 2019. These 
economic fundamentals stand in sharp contrast to 
valuations, indicating investors’ expectations of a clear 
macroeconomic slow-down for Europe in 2019

• The equity markets’ performance in 2019 is as much about 
expectations for 2020 as it is about 2019, and the US yield 
curve indicates that US GDP growth could weaken further 
into 2020, which could have spill-over effects to Europe

• Market volatility is likely to remain high as the European 
political uncertainty does not appear to be improving

Throughout 2018 the financial markets’ risk appetite was 
unmistakeably damaged due to a deteriorating and ever more 
uncertain political landscape, destructive negotiations on global 
terms of trade, a troubled European car industry, and a US eco-
nomic cycle approaching its peak.

Despite of these risk factors for the financial markets, European 
macroeconomics have remained resilient during 2018, exhib-
iting rising salaries, falling unemployment, robust consumer 
confidence and accelerating exports which should all remain 
strong into 2019.

Many uncertainties remain as we enter 2019. Questions around 
the strength of the US economic cycle, and how a US economic 
slowdown may impact European companies are on investors’ 
minds. In addition, concerns about how the EU will fare in the 
face of Brexit, France’s president Macron and Germany’s chan-
cellor Merkel both losing public support, and Italy fighting hard 
against the EU’s hard line on budget over-runs. 

European equities started 2018 on high hopes for the region but 
throughout the year confidence faded and European equities 
ended up with close to double-digit negative returns. 

The precarious state of the European Union project turned even 
more fragile by the end of May as the realities of a new Italian 
government hit the market when Italy revealed its budget pro-
posal for 2019 which materially deviated from earlier intentions 
to keep reducing the government’s debt. European bank shares 
were the first to get hit as a Banking Union being agreed on by 
the EU member states now seemed increasingly unlikely, and as 
expectations faded for a European interest rate increase by 2019.

European GDP was hit during the summer and into the fourth 
quarter period as the German auto industry experienced pro-
duction problems due to emission standard requirements which 

had ramifications across several European countries deeply 
dependent on the auto industry. 

Investors instead sought refuge in European information tech-
nology shares and other high-growth companies perceived to 
be less at risk from Europe’s troubles. However, these stocks 
were soon thereafter hit by a combination of escalating trade 
negotiations between the US and Asia as well as slowing sales 
of tech products in the US. 

As fourth quarter transpired the US financial markets increas-
ingly showed signs of being late-cycle particularly with the US 
yield curve starting to show indications of an oncoming eco-
nomic slowdown. This had negative spill-over effects to the 
European equity market where the cyclical sectors of tech, 
energy and materials suffered further. 

The factors determining the performance for European equi-
ties in 2019 appear to indicate a very wide range of potential 
outcomes. 

On the one hand, European macroeconomics have remained 
resilient during 2018, exhibiting rising salaries, falling unemploy-
ment, robust consumer confidence and accelerating exports 
which should all remain strong going into 2019, and together 
imply European GDP growth around trend for 2019. These eco-
nomic fundamentals stand in sharp contrast to the valuation of 
European equities which is indicating investors’ expectations of 
a clear macroeconomic slow-down for Europe in 2019. 

On the other hand, cost pressures for European companies 
appear to be building particularly from rising wages, indicat-
ing downside risk to consensus earnings expectations. Fur-
thermore, the equity markets’ performance in 2019 is as much 
about expectations for 2020 as it is about 2019, and unfortu-
nately in particular the US yield curve indicates that US GDP 
growth could weaken further into 2020, which could have spill-
over effects to Europe. 

Finally, market volatility is likely to remain high, if not increase 
further, as the European political uncertainty does not appear to 
be improving anytime soon and as the European and US central 
banks continue to re-move liquidity from the financial markets. 

European Equities

Source: Nordea Investment Management AB. Date: December 2018. Unless otherwise stated all views expressed are 
proprietary to Nordea Investment Management AB.
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The London Company
Nordea 1 – North American Value Fund 

• We are not predicting a recession in the near future and 
believe the US consumer can continue to drive real GDP 
growth in the 2 – 3 % range

• We believe 2019 will see higher inflation expectations, 
higher growth expectations or a rising term premium 
which could lift the long end of the yield curve

• In an environment of lower expected returns and great-
er volatility, we believe the fund offers a defensive op-
tion for equity investors as it mainly owns competitively 
advantaged businesses with stronger balance sheets

Looking forward to 2019, we recognize economic growth is 
slowing and the risk of a recession is rising. However, we are 
not predicting a recession in the near future and believe the US 
consumer can continue to drive real GDP growth in the 2 – 3 % 
range. The US consumer represents roughly 70 % of GDP and 
unemployment is low (3.7 % per the U3 rate) while wages are 
rising (3.1 % increase in average hourly earnings). 

The US Federal Reserve continued to raise the fed funds rate 
during 2018. With concerns of a possible recession rising, the 
Fed appears very open to slowing the pace of future rate hikes 
depending on the economic data. Separately, we believe inves-
tors will continue to focus on the yield curve, which partially 
inverted during December. Higher inflation expectations, higher 
growth expectations, or a rising term premium could lift the 
long end of the yield curve. As the Fed reverses years of quan-
titative easing, that could also push longer term yields higher. 

Talk of higher tariffs continued during the year. So far, any tariffs 
have failed to meaningfully impact trade or negatively affect 
the outlook for most companies. This will be important to watch 
in 2019.

Following the corporate tax cut at the beginning of 2018, we 
experienced greater dividend payments and share repurchases 
by companies. We expect that behavior to continue in 2019. 

The combination of solid economic growth, low inflation (core 
inflation in the 2 % range), and relatively low interest rates (but 
rising) usually creates a positive environment for stocks. We 
believe this holds true today, but we have a more balanced 
view of the market overall. Potential risks include relatively high 
valuations for stocks using traditional metrics (16x P/E, 13x EV/
EBITDA), rising inflation, the impact of increasing tariffs, and a 
more aggressive Federal Reserve. 

While we believe the risks and rewards are somewhat balanced 
as they relate to stocks overall, we always remain cautious and 
focus on limiting downside in each holding. Fortunately, we are 
still finding high conviction investment ideas to populate the 
portfolios. 

Finally, we believe the Nordea 1 – North American Value fund is 
well positioned based on the strength of the companies owned 
and the overall valuation of the portfolio. In an environment of 
lower expected returns and greater volatility, we believe the 
fund offers a defensive option for equity investors. Investors in 
the Nordea 1 – North American Value Fund have the oppor-
tunity to own a group of competitively advantaged businesses 
(judged by return on capital), with stronger balance sheets 
(lower net debt/ebitda), at a valuation roughly in line with the 
market. Typically, a higher quality portfolio of companies will 
trade at a premium to the market. We believe this positions the 
fund very well for the next few years, even if the market contin-
ues to trade modestly higher. 

North American Equities

Source: The London Company. Date: December 2018. Unless otherwise stated all views expressed are proprietary to The London Company.
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Itaú Asset Management
Nordea 1 – Latin American Equity Fund

• Latin America can be a site of economic recovery  
in 2019 

• Brazil could be the bright spot in the region with 
Bolsonaro taking office in January

• Current valuations offer a very attractive entry point

Latin America can be a site of economic recovery in 2019, led 
by its biggest market, Brazil, which responds for roughly 60 % 
of the benchmark. Despite the fact that growth has been lack-
luster throughout 2018, we expect a recovery in the region for 
2019. The economies of Brazil, Chile, Colombia and Peru should 
maintain or accelerate their pace of growth. The exception is 
Mexico, where a slowdown is expected, given uncertainties 
over domestic policies combined with slower growth in the US.  

The election of a new president in Mexico, Mr. Andres Manuel 
Lopez Obrador (aka AMLO), a politician with a populist rhet-
oric and proposals, has affected investors´ confidence in that 
market, which culminated with a heavy sell-off in the 4th quar-
ter of Mexican assets, hurting both the currency and the equity 
market. Macroeconomic uncertainties, combined with a weaker 
currency, higher inflation, and tighter monetary policy in the US, 
have forced the Mexican Central Bank to increase interest rates. 
We do not believe that AMLO´s macroeconomic policy will be 
disruptive, but history shows that populist and non-pragmatic 
policies imply in slower growth, and the combination of slower 
growth and higher interest rates is not the appropriate environ-
ment for equity investments. 

For the Andean markets, we see improving macroeconomic 
dynamics, but valuation is often expensive. Despite persistent 
headwinds for an open economy, such as global trade uncer-
tainties and low confidence levels, Chile´s GDP growth has 
accelerated significantly in 2018 and should maintain its pace 
in 2019. However, we see the Chilean equity market not very 
attractive in terms of valuation. Amongst the Andean markets 
we have had a more constructive view on Peru, as the new gov-
ernment counts on stronger approval ratings to implement the 
desired sound macroeconomic policies. Despite the fact that 
Peru is a relative small market, we find attractive investment 
opportunities from a bottom-up perspective.

Most of our optimism with the region comes from our positive 
view about the Brazilian economy and equity market, and pol-
itics played an important role at the end of 2018 with very pos-
itive ramifications for 2019 and beyond. Mr. Jair Bolsonaro was 
elected president of Brazil in October 2018, and will take office 

on January 1st, 2019. Mr. Bolsonaro, a former army captain and 
congressman for more than 20 years, was elected advocating 
for more orthodox economic policies, and for fierce fight against 
corruption. He has been supported by respected economists 
known by their market friendly opinions, such as fiscal auster-
ity, central bank independence, and privatization bias. The new 
government´s biggest challenge will be to address the weak 
fiscal situation of Brazil, and in order to do so, it is imperative 
that a strong social security reform is approved in congress. If 
that goal is achieved, and chances are that it will, there will be 
a strong contraction of the yield curve, and cost of capital will 
be significantly reduced, which could be a major trigger for the 
equity market. We expect the Brazilian economy to accelerate 
growth from 1.3 % in 2018 to 3.0 % in 2019. Inflation is expected 
to remain low, and interest rate is expected to be constant (low-
est level ever) until the end of 2019. From a top down perspec-
tive this is the appropriate scenario for equity investments.

From a bottom-up perspective we see the Brazilian equity mar-
ket trading at a valuation below its historical average (as per 
graph below), and expect EPS growth for the local stock index 
to be close to 30 % in local currency. Brazil has been our biggest 
overweight exposure. 

From a stock selection perspective, we find that the companies 
we carry in our portfolio are doing very well and are, in many 
cases, thriving. Some of our stocks are trading at very attractive 
valuations with double-digit Free Cash Flow yields and high 
single-digit dividend yields. They are exposed to good secular 
dynamics and will generate strong Free Cash Flow growth in 
the years to come as Brazil finally enters into a mode of sus-
tainable growth. The combination of this top-down with the 
bottom-up scenarios put the Brazilian equity market, and con-
sequently Latin America in a favorable position for 2019 and 
beyond.

Latin American Equities

Source: Itaú Asset Management. Date: December 2018. Unless otherwise stated all views expressed are proprietary to Itaú Asset Management.
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Nordea Emerging 
Markets Equities/  
Fundamental Equities Team
Nordea 1 – Asian Focus Equity Fund,  
Nordea 1 – Emerging Stars Equity Fund

• After a tough 2018, we believe that 2019 will be positive 
for Asian equities and new opportunities will arise

• We believe that good structural long-term 
fundamentals, generally attractive valuation levels, and 
a current relatively low view on earnings and growth 
towards Asian equities compared to its potential over 
the medium term will drive the investment universe

2018 turned out to be one of the most challenging years for 
Asian and Emerging Markets Equities since the global financial 
crisis. This was largely driven by the onset and escalation of a 
US-China trade war, further monetary tightening by the US Fed, 
ongoing Chinese deleveraging and worries about contagion 
from Turkey and Argentina. The contagion worries proved over-
blown, but the trade war and the Chinese deleveraging caused a 
significant deterioration in consumer and business sentiment in 
China which affected the performance of the entire asset class.

Looking into 2019, we are very positive on Asia and EM. After 
significant share price corrections in 2018, Asian and EM equi-
ties are very attractive from a valuation point of view and we 
believe there are several additional tailwinds for the asset 
class. First, the GDP differential between Asia/EM GDP growth 
is widening, as the US economy is likely to decelerate in 2019 
while most Asian economies are likely to maintain a high and 
steady growth. This is important as it is a reversal of a decade 
long trend and this differential has historically driven the out-
performance of Asia and Emerging Markets. Second, as the US 
policy rate gets closer to neutral levels, the US Fed is more likely 
to pause monetary tightening which would support an appre-
ciation of many Asian and EM currencies and reverse liquidity 
flows. Third, there is an increased likelihood of a cyclical recov-
ery in Asia and EM as loan growth and capex are at cyclical 
lows. Finally, any resolution or de-escalation of the US-China 
trade war will boost sentiment as the markets have already 
priced in a growth deceleration. 

We continue to focus our investments in companies and sectors 
that are well-positioned to benefit from this economic transfor-
mation, have strong and sustainable competitive advantages, 
can generate positive returns on their invested capital, and 
manage all their stakeholders in a way that maximizes long-
term shareholder return. We favour the Indian market where 

we find great investment opportunities, particularly in the 
financial and consumer sectors. The Indian economy still offers 
huge potential in terms of urbanisation and industrialisation 
and most products and services are underpenetrated. We also 
find great opportunities in China as focus on deleveraging the 
overall economy are positive for China’s long-term future. Earn-
ings expectations and multiples for the Chinese equity market 
have come down substantially, and this provides the occasion 
to invest in companies within the industries that we find most 
attractive, which includes software, internet, e-commerce, arti-
ficial intelligence, industrial automation, online gaming, and 
consumer goods and services. We also see strong investment 
opportunities in Korea and Taiwan, primarily in the EV battery 
and semiconductor industries. 

In summary, Asia and Emerging Markets continue to be sup-
ported by very attractive long-term fundamentals including 
higher growth, higher savings rates, lower debt levels, younger 
populations, reform, productivity gains and adoption of new 
technology. These fundamentals, coupled with low expecta-
tions and valuation levels that are attractive, should drive the 
investment universe in 2019. 

Asian Equities

Source: Nordea Investment Management AB. Date: December 2018. Unless otherwise stated all views expressed are proprietary to Nordea Investment Management AB.
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Nordea Emerging  
Markets Equities/  
Fundamental Equities Team
Nordea 1 – Chinese Equity Fund

• We believe that China holds some of the very best 
investment opportunities in the world today

• High exposure to structural winners that will benefit 
from the transformation to a more consumption and 
services-led economy

2018 turned out to be a challenging year for Chinese Equi-
ties, driven largely by the onset and escalation of a trade war 
against China by the United States. In addition, policy changes 
in several industries as well as a continued focus on delever-
aging the overall economy in China put additional pressure on 
equity prices, though by and large we believe these structural 
changes are positive for China’s long-term future. Uncertainty 
around the resolution of the trade war remains an overhang for 
China and the rest of the world in the first part of 2019, but we 
continue to remain positive in the medium and long-run and 
believe that China has some of the best investment opportu-
nities globally today, many at bargain prices. Earnings expec-
tations and multiples for the Chinese equity market have come 
down substantially, and this provides the occasion to invest in 
companies within the industries that we find most attractive, as 
China continues to transform into a domestically-led economy. 
We have long been believers in China’s transition to a consump-
tion and services-led economy, as well as China’s ability to move 
up the technological value chain to drive long-term productivity 
gains and support growth. 

We continue to focus our investments in companies and sectors 
that are well-positioned to benefit from this economic transfor-
mation, have strong and sustainable competitive advantages, 
can generate positive returns over their invested capital, and 
manage all their stakeholders in a way that maximizes long-
term shareholder return.

In our view software, internet, e-commerce, artificial intelli-
gence, industrial automation, online gaming, and consumer 
goods and services are industries that hold great potential.

The macroeconomic backdrop has both positives and negatives 
in 2019. On the positive side, we see a more balanced economy 
in China. Growth continues in the consumer and services side 
of the economy, which is now more than 50 % of the total, and 
the supply-side is much healthier on aggregate, with cash flow 
growth allowing SOEs to continue deleveraging, which remains 
the aim of the Chinese government. Despite slowing growth 
due to this deleveraging and some impact from the trade war, 

China has been quite cautious in stimulating the economy in 
2018, though they did announce an important tax cut to con-
sumers which should influence spending in the beginning of 
2019. On the negative side, China and the US have still not 
reached an agreement to end the trade war, though the recent 
agreement to pause escalation of tariffs and begin negotiations 
at the G20 summit is a positive development. As a consequence 
of playing a cautious hand with stimulus in 2018, we feel con-
fident that China has several policy tools it can use to stabilize 
growth next year should we see the trade war negotiations pro-
longed or break down.

In summary, valuations and earnings expectations in China 
have come down significantly due to short-term internal and 
external factors, while structurally we remain constructive on 
the direction of travel of the Chinese economy, and we continue 
to find some of the best investment cases in our EM universe 
in China. 

Chinese Equities

Source: Nordea Investment Management AB. Date: December 2018. Unless otherwise stated all views expressed are proprietary to Nordea Investment Management AB.
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ICICI Prudential Asset  
Management Company Ltd.
Nordea 1 – Indian Equity Fund

• Lower crude prices are positive for India

• Forthcoming General Elections is the key event to watch 
for in 2019 

• Current phase of volatility provides an opportunity to 
accumulate Indian equities for long term returns

The year 2018 began with three major concerns – high crude 
prices, US China trade wars and global liquidity tightening. 
On the domestic front, macro headwinds, political uncertainty, 
currency depreciation and issues with Non-Banking Financial 
Companies (NBFC) weighed on both equity and fixed income 
markets. MSCI India has underperformed 10.4 % in USD terms 
and remained flat in INR terms (+0.2 %). Midcap and small cap 
indices have seen a siginificant correction of 25.2 % and 33.7 % 
respectively, after a sharp rally in 2017. Foreign Portfolio Inves-
tors sold equities worth USD 4.4bn, while Domestic Institutional 
Investor bought equities worth USD 15.9bn. MSCI India has out-
performed MSCI EM index by 3.2 % in 2018. (Source: Morning 
Star Direct, Bloomberg, Currency: USD; Data for the period from 
01 Jan 2018 to 12 Dec 2018).

The Goods and Services Tax (GST) implementation in mid 2017 
helped enhance the tax base and benefited exporters with input 
credits, although revenues still continue to trail budgeted esti-
mates. India jumped 23 notches to rank 77 in the World Bank’s 
ease of business survey, reflecting the structural improvements 
in the economy. IMF expects India’s GDP to grow at 7.3 % for 
FY19 and 7.4 % in FY20 on the back of strengthing of invest-
ment and robust private consumption. The sharp correction in 
brent crude prices in recent months (~40 % from peak seen in 
October 2018) has benefited the economy in terms of a reduced 
import bill, softening inflation and easing pressure on currency. 

Dr. Urjit Patel, Governor of Reserve Bank of India (RBI) resigned 
nine months prior to the end of his tenure for personal reasons. 
The Indian Government quickly appointed Mr. Shaktikanta Das, 
a seasoned bureaucrat, who was involved in the Demonetiza-
tion drive, GST roll-out and the enactment of the new Insol-
vency and Bankruptcy code. Experts believe that Governor 
Das’s experience in finance ministry could bode well for resolv-
ing recent credit and liquidity events in NBFCs, dealing with 
excess RBI capital reserves and RBI’s Prompt Corrective Action 
(PCA) framework for state owned banks. 

The ruling party BJP lost power in three major states in Central 
India (Rajasthan, Madhya Pradesh and Chhattisgarh, contrib-
uting 15 % of total seats in National Parliament). These states 

had contributed significantly to the BJP’s victory in the last Gen-
eral elections in 2014. While state election results are not a per-
fect indicator of General election outcome, these results have 
marked gains for the Congress and some setback for the BJP. 

As we approach 2019, the risk related to crude oil prices seem 
to have abated With crude oil prices cooling off, currency along 
with bond yields have rallied from their recent lows. On the val-
uation front, while MSCI India is trading at 12 month Fw P/E of 
17.5x versus its 10 year average of 15.6x, its 12 month Fw P/B of 
2.94x is closer to the 10 year average of 2.98x. With the sharp 
correction in mid and small cap stocks, valuations on 12 month 
Fw PE and PB basis are below long term averages, thereby pro-
viding opportunities for bottom up stock picking.

Corporate earnings for H1FY19 (April 2018 – Sept 2018) are up 
15 % YoY. With capex already in place, improved capacity utiliza-
tion, sharp fall in commodity prices and a favorable investment 
cycle, earnings outlook continues to remain healthy. As India 
heads into General Elections in 2019, concerns over the Gov-
ernment taking populist measures has resurfaced. Such meas-
ures could add to the fiscal stress and inflationary pressures 
in the economy. We expect Indian markets to remain volatile 
till the General Elections and recommend investors to accu-
mulate equities for making superior risk adjusted returns over 
next 18 – 24 months. Our portfolio construction is biased toward 
large-caps and bottom up stock picking in midcaps which are 
available at attractive valuations.

Indian Equities

Source: ICICI Prudential Asset Management Company Ltd. Date: December 2018. Unless otherwise stated all views expressed are proprietary to ICICI Prudential Asset Management Company Ltd.
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Nordea Danish Fixed  
Income & European  
Covered Bond Team
Nordea 1 – European Covered Bond Fund, 
Nordea 1 – Low Duration European Covered Bond Fund

• Core covered bonds currently offer an attractive pricing 
versus underlying sovereign bonds

• The supply in 2019 will play an important role for the 
spread development of covered bonds

• ECB will remain a supportive factor for spreads as they 
will reinvest redemptions

It has been a difficult year in 2018 for covered bonds: in fact, the 
worst for the asset class since 2011, with a spread widening of 
appx. 25bps (as per 15th of December). With the sell-offs in equi-
ties and other credit instruments, the overall market sentiment 
has turned negative, and this has driven much of the trend in 
covered bonds. We have seen pressure on spreads from a larger 
than expected supply on the primary market. This came hand 
in hand with the decision of the ECB to gradually cut its order 
size from 50 % to 40 %, further down to 30 % and finally to 10 % 
from October on. 

Going into 2019, we see the relative pricing of covered bonds 
versus the underlying sovereign as attractive in core jurisdic-
tions from a historical perspective. Even though we have seen 
senior preferred debt underperform covered bonds in 2018, we 
still see the relative pricing of these as too expensive. We there-
fore find a large covered bond widening in isolation unlikely.

The supply of covered bonds will again play an important role 
in the spread development in 2019. Even though we will see 
around €103bn of redemptions (an increase of more than 20 % 
in comparison with 2018), the consensus between analysts is 
that between €130bn – €150bn of gross EUR benchmark will 
be issued in 2019. That means a relatively high net supply and 
a small upwards pressure on spreads. The large expected sup-
ply was backed by EBA’s report on bank funding plans that 
was published September 2018, expecting banks to front-load 
some of their funding needs to benefit from the low interest 
rate environment. 

However, we still see some uncertainty regarding the supply of 
covered bonds in 2019. It is expected that banks – mostly in the 
periphery – will have to refinance their longer-term refinancing 
operations (LTRO) that mature in June 2020, since the funding 
will no longer be considered as “Available stable funding” in Net 
Stable Funding Ratio (NSFR) by June 2019. Banks will have to 
comply with the NSFR by January 2019. Most analysts assume 

that a new TLTRO will be introduced in 2019, however, with less 
attractive conditions. A new TLTRO will have a negative impact 
on supply in 2019, reducing the needs for banks – mostly in Italy 
and Spain – to use covered bonds as a funding tool. The need 
for senior bonds can also impact covered bonds. Banks need to 
comply with regulations such as Total Loss Absorbing Capacity 
(TLAC) and Minimum Requirement for own funds and Eligible 
Liabilities (MREL) in 2020 and these requirements can be sup-
portive for supply of – especially – Senior Non-Preferred and 
hence supportive for covered bonds spreads as it reduces the 
banks funding need in other instruments but also decreases the 
likelihood of default of the issuer. 

The tapering from ECB has been the talk of the town in 2018. It is 
expected that ECB will end net purchases in the Asset Purchase 
Program (APP) from January 2019 which expects to put some 
negative pressure on spreads. However, the ECB has indicated 
that they will reinvest principal payments, and it is expected 
that it will remain in the same asset classes as the matured 
bond. If ECB choose to use its new capital key when reinvesting 
it will be supportive for the core covered bond markets, while 
the periphery will be underweighted a bit. This effect will not 
have much impact. ECB has already started the tapering grad-
ually over the last years and that the estimated gross purchases 
will not drop that significant in 2019 compared with the last six 
months. Furthermore, there has been indications from espe-
cially bank treasuries, that the spread in core covered bonds 
versus the underlying spread now has reached a level where 
they are ready to increase their exposure in covered bonds. We 
expect new investors to offset the gap that ECB leaves. 

European Covered Bonds 

Source: Nordea Investment Management AB. Date: December 2018. Unless otherwise stated all views expressed are proprietary to Nordea Investment Management AB.
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Capital Four 
Management A/S
Nordea 1 – European High Yield Bond Fund

• Throughout 2018 volatility was elevated due to rising 
concerns related to geopolitics, monetary tightening  
and late cycle slowdown in the global economy 

• Default rates are expected to remain low as 
fundamentals within European High Yield continue to 
look healthy

• As we move into 2019 it seems to become increasingly 
important to avoid negative tail risk 

The European High Yield Market had a negative return for the 
year as the asset class was not insulated from several grow-
ing concerns related to geopolitics, supportiveness of central 
banks, energy prices, late cycle slowdown in the global econ-
omy, etc. Throughout the year volatility was elevated compared 
to 2016 and 2017, especially with bouts of increased volatility 
during early summer and during the fourth quarter. 

Within the European High Yield market, we saw a large dis-
persion of returns across sectors. In general, more cyclical sec-
tors underperformed more defensive sectors due to the general 
risk off sentiment and late cycle positioning as well as business 
model challenges within specific areas (e.g. brick and mortar 
retail companies and paper pulp producers). During the last 
quarter of 2018 there was also a general flight-to-quality and 
the BB-rated part of the European high yield market outper-
formed the lower rated buckets.

Despite the increased volatility we saw default rates remaining 
at very low levels (below 1 %) that are well below the long-term 
average (around 3 %). Most strategists and researchers expect 
the default rate to increase slightly but remain at low levels in 
the 1 – 3 % range throughout 2019 as fundamentals within Euro-
pean high yield continue to look healthy with high interest rate 
coverage ratios and leverage remaining at overall healthy lev-
els. A good measure for the current state of the market is look-
ing at the number of bonds trading below 80 in price. Going into 
2019 this number is currently 2.6 % for the European High Yield 
market with a low likelihood that all these bonds will default. 
We expect default rates to be in the 1.5 % to 3.5 % range in 2019 
with a higher possibility of default rates ending in the lower end 
of the range as the default rate environment stays benign. How-
ever, we see the possibility of a more rapid increase in default 
rates due to increased uncertainty. 

Although the expectation for the development of the economy 
in Europe has dampened somewhat since the beginning of 

2018, where the story of synchronized global growth seemed to 
be the consensus, we do not see a recession as the most likely 
scenario in the short run. In general, economists now expect a 
more modest growth rate of 1 – 2 % and the chart below shows 
that the European High Yield market historically has fared quite 
well when the growth rate has been in the 0 – 2 % range. 

Nevertheless, as we move into 2019 it seems to become increas-
ingly important to avoid negative tail risk as markets seem to 
have a more nuanced and differentiated approach to pricing 
idiosyncratic risk and at the same time the significant growth in 
the lower-rated spectrum of the investment grade universe also 
creates potential for interesting investment opportunities and 
return potential from "Fallen Angels" (Investment Grade com-
panies downgraded to High Yield). All this should favor inves-
tors with a fundamental active and bottom-up focused process. 

As the recent market repricing has resulted in a current spread 
of above 500 basis points compared to spread of below 300 
basis points at the end of 2017 and with only a slight increase 
in default loss expectations compared to a year ago this should 
give investors an attractive running spread compensation for 
the inherent credit risk. At the same time, we also see a high 
probability of spread tightening in 2019 – much like what hap-
pened in the beginning of 2016 and 2011 where we had volatil-
ity without entering a recession. Nevertheless, uncertainty has 
increased – as has the range of outcomes – and we believe 
there will be volatility along the way as macro-driven factors 
such as oil, Italy, Brexit, the Chinese economy etc. will keep 
impacting markets combined with an increase in idiosyncratic 
credit risk. 

European High Yield Bonds

Source: Capital Four Management A/S. Date: December 2018. Unless otherwise stated all views expressed are proprietary to Capital Four Management A/S.
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Nordea Norwegian Fixed  
Income Team
Nordea 1 – Norwegian Bond Fund, 
Nordea 1 – Norwegian Short-Term Bond Fund2

• The general positive outlook for the Norwegian 
economy has led Norges Bank to start hiking rates. This 
might add to volatility in the credit market

Nordea Swedish Fixed  
Income Team
Nordea 1 – Swedish Bond Fund, 
Nordea 1 – Swedish Short-Term Bond Fund3

• The Riksbank hiked for the first time in seven years as 
inflation is above target. There might be good value in 
Swedish spread products

The Norwegian economy is ending 2018 on an upward trend, 
which we expect will continue well into 2019. This can be sup-
ported by positive regional network and consumer confidence 
indicators. Especially non-oil export related businesses could 
see further growth, in particular if the NOK remains on the 
weak side.

The general positive outlook for the Norwegian economy has 
led Norges Bank to move its interest rate path significantly 
during 2018. Norges Bank increased the policy rate by 25bp to 
0.75 % in September. This was the first rate hike in more than 
seven years, and we believe we are likely to see two more hikes 
in 2019, the first probably coming in March. 

Going into 2019, NOK credit spreads are more aligned to the 
levels we see in similarly rated issuers in the EUR-market. We 
expect credit spreads to be remain in a more volatile mode in 
2019 as global monetary easing is fading. 

We expect Swedish economic annual growth to have peaked 
2018 at 2.8 % and to go down to 2.1 % in 2019 as growth in both 
manufacturing and housing investment should fall. Also the 
Swedish central bank, Riksbank, is reducing its monetary sup-
port as they hiked interest rates in December for the first time in 
seven years. The rate hike was warranted as Swedish inflation 
is currently above the Riksbank’s target of 2 %.

At the end of 2018, credit spreads widened, mainly driven by 
declining risk appetite, and investors worrying about a global 
growth slowdown. After a significant spread widening, our view 
is that Investment Grade Bonds trade now at attractive levels.

Entering 2019, we aim to keep a high allocation in covered 
and investment grade bonds, as we find spreads attractive, 
especially in relation to government bonds. Furthermore, yield 
curves are steep and generate a good roll down and carry, as 
well as a decent risk adjusted return.

Nordic Fixed Income

2) With effect as of November 19th, 2018 the sub-fund is renamed from The Nordea 1 – Norwegian Kroner Reserve to Nordea 1 – Norwegian Short-Term Bond Fund and the investment policy of the sub-fund was modified.
3) With effect as of November 19th, 2018 the sub-fund is renamed from Nordea 1 – Swedish Kroner Reserve to Nordea 1 – Swedish Short-Term Bond Fund and the investment policy of the sub-fund was modified.
Source: Nordea Investment Management AB. Date: December 2018. Unless otherwise stated all views expressed are proprietary to Nordea Investment Management AB.
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Income Partners Asset  
Management (HK) Limited
Nordea 1 – Renminbi Bond Fund4

• The Asian USD fixed income market corrected sharply in 
2018 mainly due to China’s deleveraging policy

• Chinese policy adjustment from deleveraging towards 
stabilizing growth in the second half of 2018 together 
with the significant sell-off led us to begin to see 
attractive value in Asian credit

• We believe it is time to consider making an allocation 
into China’s onshore bond market

The Asian USD fixed income market corrected sharply, espe-
cially for high yield bonds, in 2018. Multiple risk factors, includ-
ing Fed rate hikes, China’s deleveraging policy, and the trade 
war, have all contributed to the sell-off. Among these factors, 
we believe China’s deleveraging policy was the most significant 
driver of spread widening.

Beginning late 2016, China’s deleveraging policy has effectively 
stabilized the country’s Debt/GDP ratio and released the most 
significant structural overhaul for its economy in several years. 
The side effects have been slower economic growth and a 
tightening credit environment. Into 2018, Chinese companies, 
especially private enterprises, began feeling the lagging effect 
of the deleveraging policy, as the availability of credit from the 
onshore shadow banking system became much tighter. This 
became more severe after the announcement of a new high-
level asset management rule by the regulator in April, which 
created a freeze on banks and trust companies issuing new 
products. From April to July 2018, total outstanding non-bank 
credit growth was negative, indicating a credit crunch in certain 
segments of the market. The tightening credit environment trig-
gered consistent spread widening across Chinese credits, and a 
repricing of the whole Asian credit space.

Chinese policymakers reacted quickly to the situation and 
began adjusting policy from deleveraging towards stabiliz-
ing growth from July. Conditions in the onshore credit market 
began to normalize from July, stabilizing the total outstanding 
non-bank credit from further declines, and resulting in a grad-
ual recovery in the Asian credit market.

Looking ahead into 2019, with the ongoing trade war uncer-
tainty and slowing economy as a backdrop, we expect Chinese 
policymakers to continue to announce monetary easing and 
fiscal stimulus to stabilize the economy, which will gradually 
normalize the onshore credit market and further ease the refi-
nancing risk for Chinese credits. Considering the policy turning 
point in China, combined with the significant sell-off year-to-
date, we have begun to find good value in Asian credits, espe-
cially higher quality high yield names. We also believe it is time 
to consider making an allocation into China’s onshore bond 
market, the third largest bond market in the world, which is 
now fully accessible for global investors. Considering the RMB’s 
reserve currency status, the large scale of the onshore market, 
the advantages of being a first mover on index inclusion, as well 
as the diversification benefits, China’s onshore bond market 
offers attractive opportunities.

Asian Fixed Income

4) With effect as of November 19th, 2018 the sub-fund is renamed from Nordea 1 – Renminbi High Yield Bond Fund to Nordea 1 – Renminbi Bond Fund and the investment policy of the sub-fund was modified.
Source: Income Partners Asset Management (HK) Limited. Date: December 2018. Unless otherwise stated all views expressed are proprietary to Income Partners Asset Management (HK).
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PGIM Limited
Nordea 1 – Emerging Market Bond Fund,  
Nordea 1 – Emerging Market Bond Opportunities Fund

• EMD faced a series of headwinds in 2018 including 
an increase in US rates, a stronger dollar, and several 
idiosyncratic developments in EM

• A widening growth differential between developed 
market and emerging market economies should be 
supportive for EM assets in 2019

While the Emerging Market Debt (“EMD”) sector faced a series 
of headwinds in 2018 – an increase in US rates, a stronger dollar, 
and several idiosyncratic developments in EM – more attractive 
valuations and still solid fundamentals position the sector for 
constructive performance in 2019. 

As part of our macro base case, we expect continued global 
growth in 2019, albeit with some moderation. Importantly, we 
see a widening differential between developed market and 
emerging market economies next year. With this backdrop, we 
continue to expect the Fed to hike the Fed funds rate twice in 
2019 and for quantitative tightening to continue as well. How-
ever, we see downside risks to the forecast for Fed rate hikes, 
and the FOMC will likely review economic conditions frequently. 

We believe the macro conditions shaping up into 2019 create 
a sound environment for risk assets. One caveat being that the 
continued uncertainty regarding trade wars could affect risk 
sentiment next year. That being said, we believe there is scope 
for a workable tariff agreement given the domestic considera-
tions of Presidents Trump and Xi. 

As for the EMD sector, hard currency spreads may be biased to 
tighten as yields on the hard currency index recently approached 
the widest levels seen since 2006 (with the exception of the 
2007/08 GFC blowup), spreads are reasonable, and EM funda-
mentals are generally solid. The local rate opportunities we see 
in 2019 are predicated on the stable US rates backdrop, sup-
ported by the fact that many GBI countries have steep curves, 
which overestimate the potential increase in local central bank 
policy rates. Our positive base case view for EMFX in 2019 rests 
on the macro backdrop and the relatively attractive valuations. 
Indeed, real effective exchange rates recently returned to the 
lows of 2016, and going forward, performance may be driven by 
improved and manageable current account deficits. 

In terms of potential flows into the sector in 2019, while retail 
flows fluctuate year-to-year and can be difficult to predict, stra-
tegic (institutional) investors increased their allocation to both 
hard and local currency EM mandates in each of the past six 
years. In 2019, J.P Morgan estimates that strategic flow into the 
sector could be flat compared with inflows of approximately 
+$20 billion through late 2018.

Of the prominent risks we’re watching in 2019, we continue to 
focus on China as it pertains to sentiment, flows into the sector, 
commodity prices, and EMFX vis-à-vis the U.S. dollar. In gen-
eral, we expect China’s authorities to dial up debt-creating stim-
ulus until concerns about debt sustainability re-emerge or until 
trade-war fears recede. 

Emerging Market Debt

Source: PGIM Fixed Income. Date: December 2018. Unless otherwise stated all views expressed are proprietary to PGIM Fixed Income.

As of October 2018. Source: PGIM Fixed Income and Bloomberg. Survey forecast for global growth based on 
average forecast from several broker dealers and PGIM Fixed Income calculations. There can be no assurance that 
these forecasts will be achieved. 
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DoubleLine Capital LP
Nordea 1 – US Bond Opportunities Fund

• We continue to believe that US corporate bond 
investors are not being adequately compensated for the 
combination of interest rate risk, liquidity risk and credit 
risk 

• US Treasuries and credit sensitive sectors with attractive 
yield per unit of duration profiles should remain 
cornerstones in multi-sector portfolios 

The strong performance of risk assets to start the year was 
driven by continued improvement in corporate earnings, 
increased global growth expectations, highly accommodative 
monetary policy from global central banks and a benign infla-
tion environment. As a result, credit spreads also approached 
near cycle tights. Volatility increased in February and persisted 
at elevated levels, however global markets remained synchro-
nized throughout the later stages of the first quarter. In Q2 and 
Q3 however, a significant divergence between the US markets 
and the rest of the world took place as ex-U.S. developed mar-
kets and emerging markets faltered as trade concerns and less 
accommodative global central bank monetary policies came to 
the forefront. 

At the beginning of 2018, Mr. Gundlach coined 2018 a “don’t 
lose money year”. His expectation was for US Treasury (UST) 
yields to rise, volatility to increase and equities to have a down 
year as quantitative tightening continued in the US and the Fed-
eral Reserve looked to forge ahead with its rate hike agenda. 
Despite making these proclamations when most experts were 
calling for a ‘melt up’ given strong global growth data, US 
Treasury yields across the curve reached levels that have not 
been breached in years. Further, the global equity market, as 
measured by the MSCI ACWI Index, is negative for the year 
despite being up more than 7 % just 18 business days into Janu-
ary. Volatility, as measured by the VIX Index, hit a level that was 
more than triple where it started the year and still remains well 
above its January level today. 

As we enter 2019, we believe UST yields will continue to rise, 
however we believe UST securities, especially on the front end 
of the curve, should remain a cornerstone in any multi-sector 
portfolio due to the high quality and liquidity they provide. We 
continue to be underweight US investment grade corporate 
bonds due to their long duration profile and the large amount 
of issuance that has occurred in the space since the financial 
crisis. Since 2008 corporate CEO’s have taken advantage of 
the market opportunity and increased their leverage by issu-
ing long dated debt at low rates. Alarmingly, nearly half of this 
issuance has been in the BBB-rated space, only one downgrade 
away from being considered below-investment grade i.e. junk 
bonds. From a credit perspective we favor securities with more 
attractive yield per unit of risk profiles which can be found in 
certain areas of structured products. In addition, while we do 
not predict a recession over the near-term and the majority of 
our internal indicators signal continued expansion, we remain 
biased towards higher credit quality. One rationale for this is 
the flattening of the yield curve that has taken place throughout 
2018. Historically, as the economic environment starts to dete-
riorate the curve flattens. As of November 30th, 2018, the differ-
ence in yield between the 10YR UST and 2YT UST has narrowed 
to 20 basis points. 

Emerging market debt has become more attractive as we enter 
2019. Tensions between the US, a stronger USD and the threat 
of slowing growth in China has caused spreads to widen sig-
nificantly within the asset class throughout the course of the 
year. While DoubleLine has not added to the sector within multi 
sector portfolios, active management allowed us to use the vol-
atility as an opportunity to selectively add risk at more attractive 
valuations within the sector itself. 

Moving forward, we continue to keep an eye out for market 
moving events and catalysts that could create disruption within 
the markets. We believe volatility will persist as investors await 
clarity around key policy decisions from central banks and mon-
itor trade negotiations between China and the US. Globally, idi-
osyncratic risks such as a China slowdown, Brexit uncertainty, 
and high debt levels in Italy are likely to remain a concern for 
investors heading into 2019. Given increased volatility and a 
global economy that appears to be in the late stage of the eco-
nomic cycle, we continue to favor fixed income portfolios that 
are well diversified, actively managed and have a bias to higher 
credit quality heading into 2019. 

US Fixed Income Asset Allocation

Source: DoubleLine Capital LP. Date: December 2018. Unless otherwise stated all views expressed are proprietary to DoubleLine Capital LP. DoubleLine has no obligation to provide revised assessments in the event of changed circum-
stances. While we have gathered this information from sources believed to be reliable, DoubleLine cannot guarantee the accuracy of the information provided. Securities discussed are not recommendations and are presented as examples 
of issue selection or portfolio management processes. They have been picked for comparison or illustration purposes only. No security presented within is either offered for sale or purchase. DoubleLine reserves the right to change its 
investment perspective and outlook without notice as market conditions dictate or as additional information becomes available and assumes no duty to update the recipients of this presentation.
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US credit spreads have been widening out over the past couple 
of months as investors digest the prospects for slower global 
growth, impact from trade wars, tighter monetary conditions in 
the US and overall valuations.  In the investment grade mar-
ket, spreads have leaked wider all year notwithstanding the 
snap-back in Q3.  The movement has been relatively orderly 
and much of it can be attributed to weaker technicals rather 
than deteriorating fundamentals.  More specifically, heavy sup-
ply from M&A transactions, headwinds from FX hedging costs 
for foreign buyers and consequently, reduced demand from this 
cohort have all contributed to wider spreads.  It is also worth 
mentioning that idiosyncratic risk is more prevalent in the mar-
ket today, as we have seen with names such as General Electric 
and the auto manufacturers.

Over the past several months, the financial press has high-
lighted the growth of the BBB credit market and the poten-
tial risk of downgrades into the high yield market.  Today, BBB 
rated issuers represents nearly half the US investment grade 
corporate bond market.  Maintaining higher quality ratings has 
become less important to corporate management teams over 
the past several years as demand for credit has been robust and 
interest rates low.  Consequently, the rating agencies have been 
much more tolerant of debt-funded acquisitions and placed 
greater emphasis on qualitative criteria and interest coverage 
ratios rather than leverage levels.  This resulted in a higher 
representation of investment grade companies operating with 
aggressive leverage ratios that are typical among high yield 
issuers.

As we move forward, our expectation is that spreads present 
further downside risks over the next 6-12 months.  Volatility is 
likely to remain elevated for the foreseeable future.  Forward 
guidance from a number of companies as it relates to capital 
spending, revenue growth and earnings expectations is being 
reduced, while wage inflation and transportation costs are 
headwinds.  Although it can be difficult to predict the begin-
ning of the next economic downturn, caution is warranted.  The 
Fed is expected to raise rates in December whereas the outlook 
for 2019 is less clear.  However, even if the Fed were to pause 
at some point next year (on November 28th Jerome Powell 
believed interest rates were just below the range of estimates 
for neutral), it is important to keep in mind that the unwind of 
the central bank’s balance sheet recently accelerated to $50 
billion per month and will contribute to restrictive credit condi-
tions in the US.  The recent correction in crude oil does provide 
some near-term stimulus, particularly for the consumer, but the 
Fed is faced with a delicate balancing act as it looks to slowly 
achieve a neutral rate following an extended period of ultra-low 
interest rates.

Source: MacKay Shields LLC. Date: December 2018. Unless otherwise stated all views expressed are proprietary to MacKay Shields LLC.  

Jun-1997 Sep-2001 Dec-2006 Mar-2010 Jun-2014 Sep-2018

US IG Industrials ex-Commodity Net Leverage

US IG Industrials Net Leverage

0.5

0.8

1.0

1.3

1.5

1.8

2.0

2.3

2.8

2.5

3.0

Net leverage of US IG Industrials

Source: Bank of America Merrill Lynch, MacKay Shields LLC. Time period: 30.06.1997 – 30.09.2018

US Investment Grade Corporate Bonds

MacKay Shields LLC, 
Global Fixed Income Team
Nordea 1 – US Corporate Bond Fund 

• US investment grade corporate bond spreads have 
widened in 2018 due to weaker technicals

• Spreads might widen further in 2019 as the Fed is 
expected to continue to be more restrictive and leverage 
ratios are high
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Aegon USA Investment  
Management, LLC
Nordea 1 – North American High Yield Bond Fund

• Fundamentals remain healthy but there are several 
headwinds that will continue to be at play in 2019

• Given the magnitude of macro uncertainties, we 
anticipate volatility to remain high

The US high yield market spent most of 2018 trading lower 
as it dealt with the macro headwinds of higher rates, volatile 
equity and currencies markets, and uncertainties around late 
cycle credit market conditions. This was despite strong US GDP 
growth and solid high yield issuer fundamentals (low defaults, 
strong earnings, etc.). Through the first three quarters, the high 
yield market absorbed some of the move in underlying inter-
est rates as spreads tightened by 25 basis points. However, as 
future global growth expectations were lowered in the fourth 
quarter, weakness in commodities and broader credit markets 
overwhelmed the supportive high yield technical conditions, 
and spreads pushed wider by over 100 basis points. While dis-
appointing, relative to other fixed income assets (treasuries, 
investment grade, and emerging markets bonds), high yield still 
managed to be a modest outperformer.

Looking ahead to 2019, we anticipate the high yield market will 
continue to grapple with many of the same concerns that have 
plagued the market in 2018. Headwinds to markets in 2019 may 
include further trade escalation, further quantitative tightening 
by central banks, uncertainties around Brexit and Italian politics, 
slowing Chinese growth, weak energy prices, tight labor mar-
kets in developed economies, etc. 

However, offsetting these risks, the high yield market appears 
to be starting from a relatively strong position. Fundamentals 
remain healthy as most issuers’ earnings have been strong and 
most high yield companies have not aggressively added lever-
age to their balance sheets. Interest coverage ratios are solid 
with balance sheets termed out in relatively low coupon debt.  

This combination should result in another year of below-aver-
age defaults. Additionally, the technical environment remains 
solid as there has been a very limited supply of new issue. 
Despite the elevated leverage of many BBB issuers, we believe 
fallen angel risk from investment grade remains contained in 
2019. Finally, valuations are at reasonable levels given the cur-
rent interest rate and default environment, with yields higher 
than they have been since mid-2016 and spreads outside of 
400 basis points. Given our view that the high yield market is 
starting from a reasonable level, we believe the market is better 
positioned to deal with the negative headwinds than it was in 
2018. Therefore, we expect returns will be modestly better, with 
our base case pointing to 4 – 6 % returns in 2019. That being 
said, given the magnitude of macro uncertainties, we can envi-
sion scenarios where returns deviate materially and anticipate 
volatility to remain high. 

US High Yield Bonds

Source: Aegon USA Investment Management LLC. Date: December 2018. Unless otherwise stated all views expressed are proprietary to Aegon USA Investment Management, LLC.
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DoubleLine Capital LP
Nordea 1 – US Total Return Bond Fund

• We continue to think securitized products are better 
positioned than their corporate debt counterparts, 
especially in a rising rate environment

• Long-term demographic trends including household 
formation and limited housing supply should support 
the US housing market going forward

We continue to think securitized credit looks more attractive 
than both US Treasuries (UST) and corporate credit. Rising 
UST yields are a headwind for all fixed rate investments, but 
US corporate credit – and investment grade bonds in particu-
lar – are uniquely exposed due to their relatively long dura-
tion. As of November 30th, 2018, the Option Adjusted Duration 
of the Bloomberg Barclays U.S. Credit Index was 6.82 years, 
compared to the duration of the Bloomberg Barclays U.S. Mort-
gage Backed Securities Index of 5.30 years. Additionally, in a 
rising rate environment securitized credit has historically out-
performed corporate credit as amortizing principle can be rein-
vested at higher yields.

During 2018, Agency MBS has experienced roughly $1.2 billion 
in gross issuance, largely in line with 2017’s figures. Issuance 
will likely be similar in 2019 with prepayment expectations 
subdued as mortgage rates continue to be near their highs of 
recent years. Spreads largely widened for the MBS sector with 
MBS OAS widening roughly 15 basis points (bps) and current 
coupon spreads against 5/10 yr US Treasuries widening roughly 
20 bps. This will likely continue next year as concerns surround-
ing potential excess supply resulting from the Federal Reserve 
(Fed) no longer reinvesting MBS paydowns remain. The Fed’s 
runoff caps stepped up throughout 2018 to reach their ultimate 
limit of $20 billion per month. In 2019, we expect monthly runoff 
will average roughly $15 billion per month, with seasonal turn-
over factors contributing to month-to-month variance around 
this number. However, bank demand will likely be higher which 
should help absorb some of this excess supply. We also believe 
money managers are likely to step in to help absorb this larger 
supply as price declines in the corporate sector and improving 
seasonals within mortgages may result in a reallocation from 
corporate credit into Agency MBS. 

In the non-agency space, residential mortgage credit was 
well supported during 2018 as strong investor demand kept 
spreads at tight levels. While the sector was not immune to the 
broad-market volatility experienced during the 4th quarter, we 
believe it will continue to perform well on a relative basis due to 
a balanced fundamental backdrop and positive supply/demand 
technicals. Issuance during 2018 reached a post-crisis high as 
over $100 billion came to market. We expect similar volumes 
during 2019 due in part to continued growth in the non-qual-
ified mortgage (non-QM) market and positive securitization 
economics in the Jumbo 2.0 space. Re-performing loans (RPLs) 
will likely remain the largest source of supply as the govern-
ment-sponsored enterprises (GSEs) and banks have an esti-
mated $200 billion remaining on their balance sheets that could 
come to the securitized market. While there have been negative 
headlines recently around weakness in the US housing market, 
we believe long-term demographic trends including house-
hold formation and limited housing supply should support the 
market going forward. However, we expect the current pace of 
home price appreciation to decelerate due to decreasing lev-
els of affordability. Housing market performance is likely to be 
more dispersed on a regional basis as well.

Regarding private label Commercial MBS, short duration, float-
ing-rate “Single Asset Single Borrower” (SASB) investments 
saw the strongest demand in 2018 as investors sought a hedge 
to rising rates. Partly a result of a relatively flat yield curve, we 
continue to prefer floating-rate SASB investments. We are com-
fortable going down in credit in this space given the short term 
nature of the underlying loans, coupled with institutional spon-
sorship, amongst other factors. 

2018 ABS supply is on pace to set a post-crisis high, with year-
to-date issuance of approximately $250 billion. We expect this 
robust level of securitization activity to remain healthy in 2019. 
The collateral comprising ABS continues to benefit from the 
overall strength of the US economy and healthy consumer bal-
ance sheets. A tight labor market – which has added nearly 2.5 
million jobs over the past year – coupled with an unemploy-
ment rate holding at its lowest levels over the past 50 years 
have provided a solid base for consumer debt. Additionally, 
growing issuance in ABS subtypes that are secured by hard 
assets such as transports, renewable energy and data technol-
ogy can offer investors attractive opportunities and improved 
security through collateralization in strategic sectors. We 
believe the ABS sector offers a compelling return per unit of 
risk with a combination of high credit quality, shorter duration, 
strong liquidity and attractive yields relative to more traditional 
sectors of the fixed income market.

US Mortgage Backed Securities

Source: DoubleLine Capital LP. Date: December 2018. Unless otherwise stated all views expressed are proprietary to DoubleLine Capital LP. DoubleLine has no obligation to provide revised assessments in the event of changed circum-
stances. While we have gathered this information from sources believed to be reliable, DoubleLine cannot guarantee the accuracy of the information provided. Securities discussed are not recommendations and are presented as examples 
of issue selection or portfolio management processes. They have been picked for comparison or illustration purposes only. No security presented within is either offered for sale or purchase. DoubleLine reserves the right to change its 
investment perspective and outlook without notice as market conditions dictate or as additional information becomes available and assumes no duty to update the recipients of this presentation.
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ESG Equities / Fundamental  
Equities Team
• We expect ESG to continue to significantly impact 

Equities 

• Environmental considerations will continue to negatively 
impact the automotive sector while plastic will remain 
at the centre stage of environmental issues

• 2019 should see more issues related to Human resource 
management and employee policies

ESG

Source: Nordea Investment Management AB. Date: December 2018. Unless otherwise stated all views expressed are proprietary to Nordea Investment Management AB

Environmental, Social and Governance issues are clearly on the 
rise in Europe and across the globe. We at Nordea believe that 
investors incorporating ESG analysis into investment processes 
will be able to create superior risk-adjusted performance. A 
tighter integration of financial and ESG analysis is essential to 
identify tomorrow’s winners, which will have more sustainable 
business models and the ability to conduct their businesses 
responsibly in relation to their stakeholders – employees, sup-
pliers, customers, investors and society at large.

2018 showed once again how relevant Environmental, Social 
and Governance issues can potentially impact European equi-
ties and we expect 2019 not to be much different.

Within “E”, the ongoing Diesel scandal and related emission 
testing of vehicles has caused consumers to move away from 
Diesel cars at an accelerating speed. Companies and sharehold-
ers in the automotive value chain were negatively impacted 
and we believe this will continue to be a topic for 2019. We 
also expect plastics to stay in focus as consumers opt for more 
sustainable packaging solutions and national regulators adopt 
strategies to prepare for the EU-wide decision to ban single use 
plastics from 2021 onwards.

Within “S”, a rising concern for fundamental and ESG analysts 
during 2018 has been the tightening labour market and related 
cost pressures that have impacted companies’ profitability. 
Human resource management and employee policies are key 
criteria when assessing the sustainability of a company’s busi-
ness model and we see risks of further issues surfacing during 
2019.

Leading ESG Issues 2016 – 2018, by 
Number of Shareholder Proposals Filed

Source: US SIF Foundation, ISS, Sustainable Investments Institute
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Within “G”, we experience that an increasing number of invest-
ment cases are impacted by board-related issues. This often 
centres around key criteria like independence, diversity and pay, 
as well as communication to capital markets and responsive-
ness to shareholders. A diligent analysis of the above will also 
separate winners from losers during 2019.
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The sub-funds mentioned are part of Nordea 1, SICAV, an open-ended Luxembourg-based investment company (Société d‘Investissement à Capital Variable), validly formed and existing in accordance with the laws of Luxembourg and 
with European Council Directive 2009/65/EC of 13 July 2009. This document is advertising material and does not disclose all relevant information concerning the presented sub-funds. Any investment decision in the sub-funds should 
be made on the basis of the current prospectus and the Key Investor Information Document (KIID), which are available, along with the current annual and semi-annual reports, electronically in English and in the local language of the 
market where the mentioned SICAV is authorised for distribution, without charge upon request from Nordea Investment Funds S.A., 562, rue de Neudorf, P.O. Box 782, L-2017 Luxembourg, from the local representatives or information 
agents, or from our distributors. Investments in derivative and foreign exchange transactions may be subject to significant fluctuations which may affect the value of an investment. Investments in Emerging Markets involve a higher 
element of risk. The value of shares can greatly fluctuate as a result of the sub-fund’s investment policy and cannot be ensured. Investments in equity and debt instruments issued by banks could bear the risk of being subject 
to the bail-in mechanism (meaning that equity and debt instruments could be written down in order to ensure that most unsecured creditors of an institution bear appropriate losses) as foreseen in EU Directive 2014/59/EU. 
For further details of investment risks associated with these sub-funds, please refer to the relevant Key Investor Information Document (KIID), available as described above. Nordea Investment Funds S.A. has decided to bear 
the cost for research, i.e. such cost is covered by existing fee arrangements (Management-/Administration-Fee). Nordea Investment Funds S.A. only publishes product-related information and does not make any investment 
recommendations. Published by Nordea Investment Funds S.A., 562, rue de Neudorf, P.O. Box 782, L-2017 Luxembourg, which is authorized by the Commission de Surveillance du Secteur Financier in Luxembourg. Further information can 
be obtained from your financial advisor. He/she can advise you independently of Nordea Investment Funds S.A. Please note that all sub funds and share classes might not be available in your country of jurisdiction. Additional 
information for investors in Switzerland: The Swiss Representative and Paying Agent is BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, CH-8002 Zurich, Switzerland. Additional information for investors 
in Germany: The Information Agent in Germany is Société Générale S.A. Frankfurt Branch, Neue Mainzer Straße 46-50, D-60311 Frankfurt am Main. A hard copy of the above-mentioned fund documentation is also available from here. 
Additional information for investors in Austria: Sub-paying Agent and Representative in Austria is Erste Bank der Österreichischen Sparkassen AG, Am Belvedere 1, A-1100 Vienna. Additional information for investors in the 
Netherlands: Nordea 1, SICAV is a Luxembourg Undertaking for Collective Investment in Transferable Securities (UCITS) registered in the Netherlands in the register kept by the AFM, and as such is allowed to offer its shares in the 
Netherlands. The AFM register can be consulted via www.afm.nl/register. Additional information for investors in France: With the authorisation of the AMF the shares of the sub-funds of Nordea 1, SICAV may be distributed in France. 
Centralising Correspondent in France is CACEIS Bank, located at 1-3, place Valhubert, 75013 Paris. Investors are advised to conduct thorough research before making any investment decision. Additional information for investors 
in Belgium: The Representative Agent in Belgium is BNP Paribas Securities Services S.C.A., Brussels branch, 25 Rue de Loxum, Brussels, B-1000-Belgium. A hard copy of the above-mentioned fund documentation is available upon 
demand free of charge. Additional information for investors in Spain: Nordea 1, SICAV is duly registered in the CNMV official registry of foreign collective investment institutions (entry no. 340) as authorised to be marketed to the public 
in Spain. The Depositary of the SICAV’s assets is, J.P. Morgan Bank Luxembourg S.A. In Spain, any investment must be made through the authorised distributors and on the basis of the information contained in the mandatory 
documentation that must be received from the SICAV’s authorised distributor prior to any subscription. The Representative Agent is Allfunds Bank S.A., Paseo de la Castellana 9, ES-28046 Madrid, Spain. A complete list of the authorised 
distributors is available in the CNMV’s webpage (www.cnmv.es). Additional information for investors in Portugal: The Management Company of the SICAV, Nordea Investment Funds, S.A., and the Depositary of the SICAV’s assets, J.P. 
Morgan Bank Luxembourg S.A., are validly formed and existing in accordance with the laws of Luxembourg and authorized by the Commission de Surveillance du Secteur Financier in Luxembourg. Our distributor in Portugal is BEST - 
Banco Electrónico de Serviço Total, S.A., duly incorporated under the laws of Portugal and registered with the CMVM as a financial intermediary. Additional information for investors in Italy: Fund documentation as listed above is also 
available in Italy from the distributors and on the website www.nordea.it. The updated list of distribution agents in Italy, grouped by homogenous category, is available from the distributors themselves, at State Street Bank International 
GmbH – Succursale Italia, branches (located in the main towns of each region), BNP Paribas Securities Services - Succursale di Milano, Banca Sella Holding S.p.A, Banca Monte dei Paschi di Siena S.p.A., Allfunds Bank S.A. Succursale di 
Milano, Société Générale Securities Services S.p.A. and on the website www.nordea.it. Any requests for additional information should be sent to the distributors. Before investing, please read the prospectus and the KIID carefully. We 
recommend that you read the most recent annual financial statement in order to be better informed about the fund‘s investment policy. The prospectus and KIID for the sub-funds have been published with Consob. Additional 
information for investors in the United Kingdom: Approved by Nordea Bank Abp, 5 Aldermanbury Square, London EC2V 7AZ, which is regulated by the FCA in the United Kingdom. Additional information for investors in Sweden: 
The Paying Agent is Nordea Bank Abp, filial i Sverige, Smålandsgatan 17, Stockholm SE-105 71. The Representative Agent is Nordea Funds Ltd, Swedish Branch, Mäster Samuelsgatan 21, Stockholm, SE-105 71. Additional information for 
investors in Denmark: The Information and Paying Agent is Nordea Danmark, filial af Nordea Bank Abp, Finland, Strandgade 3, Christiansbro, DK-1401 Copenhagen K. A hard copy of the above-mentioned fund documentation is available 
here. Additional information for investors in Norway: The Paying Agent is Nordea Bank Abp, filial i Norge, Essendrops gate 7, Postboks 1166 Sentrum, NO-0107 Oslo. The Representative Agent is Nordea Funds Ltd., Norwegian Branch, 
Essendrops gate 7, Postboks 1166 Sentrum, NO-0107 Oslo. Additional information for investors in Finland: The Paying Agent is Nordea Bank Abp, Satamaradankatu 5, FI-00020 NORDEA, Helsinki. The Representative Agent is Nordea 
Funds Ltd, Satamaradankatu 5, FI-00020 NORDEA, Helsinki. Additional information for investors in Latvia: The Representative and Paying Agent is Luminor Bank AS, Skanstes iela 12, Riga, LV-1013. Additional information for 
investors in Estonia: The Representative and Paying Agent in Estonia is Luminor Bank AS, Liivalaia 45, 10145 Tallinn. Additional information for investors in Lithuania: The Representative and Paying Agent in Lithuania is Luminor Bank 
AB, Konstitucijos pr. 21A , 03601 Vilnius. Shareholders must evaluate possible investment risks and take this into consideration when making investment decisions. Information for investors in Brazil: This is a strictly privileged and 
confidential document for the purposes of a potential investment in foreign securities on a one-on-one basis with potential investors with a pre-existing relationship with Nordea Investment Funds S.A. This document contains information 
addressed only to a specific individual and is not intended for distribution to, or use by, any other person. This document (i) is provided for informational purposes only, (ii) should not be construed in any manner as any solicitation or offer 
to buy or sell any securities or any related financial instruments, (iii) should not be construed in any manner as a public offer of any securities or any related financial instruments, and (iv) and will be addressed to a potential investor with 
restrict access of information. Nordea 1, SICAV have not been, and will not be, registered with the Brazilian Securities Commission (Comissão de Valores Mobiliários - CVM), and must not be offered or sold in Brazil except in circumstances 
which do not constitute a public offering or distribution under Brazilian laws and regulations. Any public offering, placement or distribution, as defined under Brazilian laws and regulations, of securities in Brazil, is not legal without prior 
registration under Law No. 6,385 of December 7, 1976, as amended. Documents relating to the offering of the Nordea 1, SICAV, as well as information contained therein, must not be supplied to the general public in Brazil (as the offering 
of the Nordea 1, SICAV is not a public offering of securities in Brazil) or used in connection with any offer for subscription or sale of the Nordea 1, SICAV to the general public in Brazil. Investors within Brazil should consult with their own 
counsel as to the applicability of these laws and regulations or any exemption there from. Source (unless otherwise stated): Nordea Investment Funds S.A. Unless otherwise stated, all views expressed are those of Nordea Investment 
Funds S.A. This document may not be reproduced or circulated without prior permission and must not be passed to private investors. This document contains information only intended for professional investors and financial advisers 
and is not intended for general publication. Reference to companies or other investments mentioned within this document should not be construed as a recommendation to the investor to buy or sell the same, but is included for the 
purpose of illustration.






