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When will the global carry trade die?
We are in an equity overshoot supported by better economic data as we move to the right part of the U-shaped
recovery. Fear of missing out and very low interest rates are supporting this process amid high cross-asset correlation and in some cases very low risk premiums. Most of us suspect that a short squeeze is coming and much as
in the explosive rise of bitcoins initially, it can move far more than anyone expects. The more interesting question
is what will kill this carry trade eventually beyond this expected risk event. The answer is a complex one:
1.

Inflation in 2022/2023 should be higher with a Federal Reserve only belatedly tightening.
a. Assuming the Fed gets it right, cyclicals and some value stocks should do well from more solid
internal demand, while the lower ability to leverage and some profit margin compression should hurt
small growth stocks and thin-profit non-cyclical businesses such as in manufacturing (e.g., Ford both
loses and wins in this scenario).
b. If the Fed undershoots, it will be forced to rapidly tighten in 2023/2024, sending shockwaves in the
economy, force de-leveraging and lead to a sharp correction in risky assets.
c.

If the Fed overshoots, the same will happen, but sooner. That is the essence of the difficulty for the
Fed. When inflation is close to being de-anchored, we are close to a potential catastrophe. That
means that interest rate risk as measured by swaptions should be far more expensive.

2.

Excessive valuations and leverage can jeopardize this carry trade especially as it is concentrated only in a
few stocks which is typical of advanced carry trades.

3.

Given that gains were concentrated in a few stocks, risks specifics such as retaliatory measures taken by
China for instance could shake the entire stock market.

4.

The global economy could suddenly decelerate should a trade war accelerate, a health crisis (e.g., USA)
go out of control or a sudden loss of confidence in businesses due to higher corporate taxes as we should
experience in the UK.

Implications
All of these events are the known knowns, the question is what we don’t understand. In an unstable system as we
are currently in, such events are far more likely, particularly in politics. That continues to support the idea of holding
some global hedges (e.g., gold, long-duration US treasuries) and especially increasing exposures to flexible solutions that can quickly adapt their asset allocation.
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What is the value of flexibility? – Canary in the coalmine
A ship moving from port to port does this by minimizing its fuel expenses and riding out a storm. Flexibility, on the
other side, is the ability to quickly adapt to new circumstances, to load onto new winds, sea currents and the likes.
Both will get you to the port—though not necessarily in the same shape, time and speed. Preferences dictate the
combination of the two. One way to look at flexibility is that it better allocates risk premiums in a timely fashion,
typically much faster than traditional asset allocation. Another way to look at it is that the asset allocation is derived from a multiplicity of markets giving a far broader understanding of fault lines or new trends developing in
one place. Hence, the value of flexibility is also in the signal it gives you for your wider asset allocation.

-End-

About Nordea Asset Management
Nordea Asset Management (NAM, AuM 223bn EUR*), is part of the Nordea Group, the largest financial services group in
the Nordic region (AuM 311bn EUR*). NAM offers European and global investors’ exposure to a broad set of investment
funds. We serve a wide range of clients and distributors which include banks, asset managers, independent financial advisors
and insurance companies.
Nordea Asset Management has a presence in Bonn, Brussels, Copenhagen, Frankfurt, Helsinki, London, Luxembourg, Madrid, Milan, New York, Oslo, Paris, Santiago de Chile, Singapore, Stockholm, Vienna and Zurich. Nordea's local presence
goes hand in hand with the objective of being accessible and offering the best service to clients.
Nordea’s success is based on a sustainable and unique multi-boutique approach that combines the expertise of specialised
internal boutiques with exclusive external competences allowing us to deliver alpha in a stable way for the benefit of our
clients. NAM solutions cover all asset classes from fixed income and equity to multi asset solutions, and manage local and
European as well as US, global and emerging market products.

*Source: Nordea Investment Funds, S.A., 30.06.2020

For more information please contact:
José Machi - Head of Fund Distribution Switzerland - Tel.: +41 44 260 80 25 - jose.machi@nordea.ch
Christian R. Weber - Tel.: +41 44 455 56 50 - christian.weber@communicators.ch

3
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Funds S.A. and Nordea Investment Management AB (“the Legal Entities”) and their branches, subsidiaries and representative offices. This
document is intended to provide the reader with information on Nordea’s specific capabilities. This document (or any views or opinions
expressed in this document) does not amount to an investment advice nor does it constitute a recommendation to invest in any financial
product, investment structure or instrument, to enter into or unwind any transaction or to participate in any particular trading strategy. This
document is not an offer to buy or sell, or a solicitation of an offer to buy or sell any security or instruments or to participate to any such trading
strategy. Any such offering may be made only by an Offering Memorandum, or any similar contractual arrangement. Consequently, the information contained herein will be superseded in its entirety by such Offering Memorandum or contractual arrangement in its final form. Any investment decision should therefore only be based on the final legal documentation, without limitation and if applicable, Offering Memorandum,
contractual arrangement, any relevant prospectus and the latest key investor information document (where applicable) relating to the investment. The appropriateness of an investment or strategy will depend on an investor’s full circumstances and objectives. Nordea Investment
Management AB recommends that investors independently evaluate particular investments and strategies as well as encourages investors to
seek the advice of independent financial advisors when deemed relevant by the investor. Any products, securities, instruments or strategies
discussed in this document may not be suitable for all investors. This document contains information which has been taken from a number of
sources. While the information herein is considered to be correct, no representation or warranty can be given on the ultimate accuracy or completeness of such information and investors may use further sources to form a well-informed investment decision. Prospective investors or
counterparties should discuss with their professional tax, legal, accounting and other adviser(s) with regards to the potential effect of any investment that they may enter into, including the possible risks and benefits of such investment. Prospective investors or counterparties should
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potential investment, based solely on their own intentions and ambitions. Investments in derivative and foreign exchange related 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 the investment can greatly fluctuate 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. Nordea Asset Management has decided to bear the cost for research, i.e. such cost is covered by existing fee arrangements (Management-/Administration-Fee). Published and created by the Legal Entities adherent to Nordea Asset Management. The Legal
Entities are licensed and supervised by the Financial Supervisory Authority in Sweden and Luxembourg respectively. The Legal Entities’
branches, subsidiaries and representative offices are licensed as well as regulated by their local financial supervisory authority in their respective country of domiciliation. Source: Nordea Investment Funds S.A. Unless otherwise stated, all views expressed are those of the Legal Entities adherent to Nordea Asset Management and any of the Legal Entities’ branches, subsidiaries and representative offices. This document is
furnished on a confidential basis and 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 eligible investors 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. The level of tax benefits and liabilities will depend on individual
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