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RISK APPETITE TURNED TO RISK
AVERSION IN AUGUST

In August, investor behaviour was characterised by
risk appetite in the first half of the month, while re-
newed risk aversion dominated in the second half of
the month. This development probably reflected a re-
sumed uptrend in short-term U.S. government bond
yields following a period of flatter yield trends in July.
Towards the end of August, yield rises intensified
against a backdrop of messages from both the Fed-
eral Reserve and the ECB reiterating the need for
monetary tightening to curb inflation. Last month,
global equities went down by 3% in local currencies, or
2.4% in DKK, according to MSCI ACWI. MSCI EM
yielded an excess return in August of 1.2% relative to
areturn of -3.5% for MSCI| World. Within MSCI World,
returns were lowest in Europe, followed by the U.S.
and Japan. As mentioned, yields increased in August.
Danish 10Y government bond yields increased by 80bp
to some 1.9%, touching the June level. Last month, risk
premiums of European corporate bonds trended unu-
sually when credit spreads (ie the yield pick-up on in-
vestment in a corporate bond relative to a govern-
ment bond) of investment grade bonds widened by
13bp yet tightened by 32bp for high-yield bonds. As a
result, the two asset classes generated excess returns
of -50bp and 170bp, respectively, relative to the return
on comparable government bonds.

Business confidence declines and consumer
confidence stabilises

Business confidence indicators continued declining in
August. This was the case in the U.S., Europe and Ja-
pan according to the so-called Flash PMIs from S&P.
The adverse trends occurred in both the manufactur-
ing sector and the service sector. At end-August, three
of the mentioned six indicators dropped below index
50, and the remaining three indicators fell to 50-51.
These points to a business sector in the OECD area
with negative or almost flat growth rates. By con-
trast, last month, consumer confidence was up in the

U.S., Europe and Japan, albeit from extraordinarily
low levels. Consumer confidence was likely impacted
by the price decline of certain commodities, including
petrol, over the summer. In China, the situation is de-
teriorating. Long-lasting problems in the Chinese
housing market have an adverse impact on the econ-
omy and now on the Chinese banking sector and the
ability of the authorities to sell land to raise funds for
building projects. This development recently triggered
a number of measures. The key policy rate has been
lowered. Lending facilities, earmarked to finance the
real estate sector, are provided to the banking sector.
New infrastructure projects are being launched. Over-
all, these measures mainly aim to stabilise a stressed
real estate sector rather than stimulate private de-
mand. The measures are likely to play a limited role in
restoring the confidence of the corporate and house-
hold sectors.

Investment conclusions and asset allocation

The economic outlook is extremely uncertain. Central
banks have initiated a synchronised monetary tight-
ening cycle at a time when the key indicators signal a
growth slowdown in the OECD area. The current situ-
ation underlines the dilemma faced by the central
banks with their ultra-lenient monetary policies trig-
gered by the corona crisis. Inflation targets now have
a much higher priority than growth targets. The syn-
chronised monetary tightening cycle, viewed sepa-
rately, forms a basis for the tactical economic mo-
mentum to continue in the OECD - at the risk of lead-
ing to turnarounds in strategic areas, such as job and
housing markets. This is the basic purpose of a mone-
tary tightening and applies mainly in a time with an
unusually tight job market and historically high wage
inflation, particularly in the U.S. Relative to the finan-
cial markets, history shows that developments in the
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mentioned tactical and strategic indicators are essen-
tial for return patterns. Return losses on risky assets
relative to risk-free assets

m are at the tactical level highest in CLI down-
turn phases

m are further intensified when CLI downturn
phases occur in periods with negative impact
in strategic indicators

With the prospect of further declines in tactical as
well as strategic indicators, financial markets may be
more prone to begin pricing in the combination of de-
clinesin both indicators, leaving the typical return pat-
tern to yield higher returns on risk-free assets relative
to risky assets.

Earnings forecasts over the past few months have
been adjusted downwards, particularly in U.S. compa-
nies. This could prompt a major and long-lasting turn-
around. Despite the downwards adjustment, a 12%
rise is still expected over the next 18 months. This in-
creasingly contrasts with signals from the Conference
Boards LEI, down over the past five months. The de-
cline in LEI signals a turnaround, with earnings growth
replacing earnings decrease. A defensive asset alloca-
tion is generally preferred. Both equities and corpo-
rate bonds are underweighted relative to government
bonds and covered bonds, see the publication (in Dan-
ish): "Taktisk risikoniveau saeenkes". The Minimum Volatil-
ity segment within the equity spectrum is over-
weighted, see publication. The risk of the strategies de-
rives from several factors, relating in part to the eco-
nomic areaq, if growth momentum is restored and ac-
celerates in the near future, and in part to the political
areq, if the current contraction cycle is suddenly re-
placed by an expansion cycle. The probability of these
potential outcomes is, however, deemed to be low as
both areas are at an early stage of the developments
expected in the coming quarters.
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https://www.nykredit.dk/globalassets/formue/asset-management/manedsrapporter/2022/juni/taktisk-risikoniveau-sankes-juni-2022.pdf?utm_source=sfmc&utm_medium=email&utm_campaign=AA+Monthly+Allokeringsoversigt+-+Template&utm_content=Forum+for+aktivallokering%3a+Taktisk+risikoniveau&utm_id=270623&sfmc_id=71042076
https://www.nykredit.dk/globalassets/formue/asset-management/manedsrapporter/2022/marts/overvaegt-min-vol.pdf

