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The moods on the global markets have now gone nine months without a change as the 
abundant liquidity provided by central banks dominates any uncertainty. Autumn should 
clarify whether and how healthy market volatility will return. We expect that the fading 
pandemic will lead to stronger economic growth and a moderate tapering by central banks. 

Unstable equilibrium. Global stock markets have now gone nine months without a serious 
correction. High returns with low risk are obviously welcome, but it is not likely to be a stable 
equilibrium. The big question now is how and when volatility will return. 

Liquidity kills volatility. There is still plenty of uncertainty in the world. The pandemic 
continues to hamper economic activity, extreme weather shocks herald the start of the real 
climate crisis according to media assessments, and policy plans are unclear. However, as long 
as central banks kindly provide liquidity and negative real yields and growth is not threatened, 
markets appear to almost completely ignore the short-term noise. 

Two possible scenarios. The current situation can end in two ways. The benign way for 
investors is that growth becomes so strong that central banks can wind down the liquidity 
injections. This would bring back normal volatility but maintain a strong earnings foundation. 
The less benign way is that growth suffers a proper setback where central banks cannot 
restore inflation expectations. This would potentially be more damaging as both earnings and 
valuations would be hit. 

Growth is currently slowing. Global growth has declined over the summer, so right now, we 
are moving away from the benign scenario described above. The main culprits are the renewed 
virus outbreaks in the US that appear to have penetrated vaccine defences, weak growth in 
Asia, which is partly also due to lagging vaccination levels, and the tight economic policy in 
China. This means that precautionary macro indicators are deteriorating and there are 
indications that the peak of the mini-boom may be passing. 

The health crisis is still unpredictable. The key risk is that vaccines turn out to be less efficient 
than we hoped. The number of patients requiring hospitalisation in the United States is growing. 
However, the US vaccine rollout has been patchy, and the outbreaks are concentrated in 
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lagging states. The situation in Europe and Japan is more encouraging, and our key assumption 
is that vaccines will ultimately make it possible to open up the economy to a large extent. 

Growth to rebound if pandemic eases. If this assumption holds, pretty much everything else 
currently points to a rebound in growth. Monetary policy is extremely lax in both Europe and 
the US, and interest rates will probably stay low even after a tapering. Job creation is strong, 
saving rates are high, and business investments are about to take off. Vaccination rates in Asia 
are now rising very rapidly and the monetary policy in China is easing, suggesting that the 
economy will be reopened there as well. 

We believe that tapering will restore volatility. Fed chair Powell struck a neat balance 
between near-term support and preparations for tapering in his recent speech at Jackson Hole. 
With the inflation rate still running well above target, we suspect the road to tapering is short if 
macro prospects improve. This would most likely result in a correction for equities. 

After all, even slightly higher (nominal) interest rates would mean the exact opposite of the 
environment in which we have spent the last ten years or so. This would probably trigger the 
correction and rotation of risky assets, shifting money from, for example, the more expensive 
and more interest rate-dependent sectors in the stock markets to value equities. We do not 
expect equities to lose their attractiveness as an asset class. It is more likely that positions are 
rotated within this asset class (equities) in the slightly longer term. 

However, bonds clearly remain problematic as in a situation where interest rates are low and 
there is a risk of inflation, the risk-return ratio of bonds is extremely low. Therefore, we still 
have a negative attitude towards government bonds, longer-term corporate bonds, and money. 

 


