
 

 

 

 

 

 

 

 

 

 

 

 

 

Macroeconomic Scenario 

The data released over the past few weeks have confirmed that the recovery of economic activity 

– already very robust in the US at the beginning of the year – is now spreading to Europe as well 

thanks to the containment of the health crisis and the subsequent reopenings decided by 

governments.  

In the US there have been some big surprises in both employment and inflation (which have 

accelerated considerably due to supply-side constraints and the impact of reopenings), making the 

short-term economic outlook more uncertain, and which could lead the Fed to start discussing 

tapering as early as its mid-June meeting (although this is not yet our baseline scenario).. 

 

Equity Markets 

In May, equity markets showed some signs of 

uncertainty mainly due to the dynamics of 

inflation, especially the core component, whose 

rise surprised analysts, and lower than expected 

employment numbers. While these dynamics 

may appear worrying, we believe that in the 

coming months their evolution will return to a 

more normalised path as lagging sectors such 

as transport, hospitality and outdoor leisure 

progressively move beyond the pandemic, and 

some bottlenecks in the international supply and 

distribution chains that have slowed the 

production and delivery of goods are eliminated.  

In any case, the markets continued with the 

sectoral and style rotation that distinguished the 

first part of the year, rewarding Value stocks over 

Growth stocks with monthly gains of three to four 

percentage points and sectors such as Energy, 

Financials and Materials earning more than the 

market average. 

Macroeconomic data continued to provide 

support, with manufacturing and service PMI 

indices that continue to surprise with increases 

in the US and continuous growth in Europe as 

well. We are therefore maintaining our fairly 

positive view on Japan, Europe and the 

emerging markets and our neutral view on 

the US. 

 

Bond Markets 

For the moment the expected acceleration in 

inflation has not moved the treasury market, 

where yields continued to trade in a narrow 

range while the main central banks, with the 

exception of Canada, have kept their stimulus 

plans unchanged.  

The ECB quashed speculation of a forthcoming 

PEPP tapering and has managed to counteract 

the rise in government security yields in Europe.  

The central areas of focus remain the 

temporary nature or otherwise of the 

acceleration of inflation, a topic that is 

currently dividing the market, and the timing 

with which the different central banks will 

scale up monetary stimulus, while growth 

data confirm the robustness of the cyclical 

expansion.  

In this context we maintain a duration 

underweight on the government component and 

confirm our neutral view on corporate bonds. 

The allocation on the HY segment also remains 

neutral, while we confirm our overweight position 

in the emerging market in local currency, and in 

particular on the Chinese bond market. 
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Macroeconomic scenario 
 

US: A more uncertain economic 

scenario 

After the acceleration in the first quarter driven 

by fiscal measures, growth strengthened 

further in the current quarter (so we expect 

GDP to increase by 10% annualised), thanks in 

particular to the strength of consumer sales.  

However, there were significant surprises both in 

employment, which was very weak in April (but 

with a modest recovery in May), and in the 

dynamics of wages and prices, with an increase 

in core inflation (+0.9% mom, the highest since 

1981) again in April, well above expectations, 

driven by supply constraints (e.g. in the case of 

used cars) and the impact of reopenings.  

A significant surprise also came from the Fed, as 

for the first time the minutes of the April meeting 

mentioned the possibility of discussing a 

reduction in security purchases at a forthcoming 

meeting.  

Euro Area: Ready for take-off 

With the vaccination campaign expanding 

(by the end of June 50% of the population in the 

Euro Area should have received at least one 

dose) and the spread of the virus under control, 

the long-awaited reopening of services 

began, which should lead to a strong 

rebound in GDP growth as early as the 

second quarter (at 5.5% qoq annualised, with 

upside risks in our estimates), with a further 

acceleration to 15% in the third quarter.  

At the same time, inflation is also accelerating, 

driven by increases in commodity prices and 

unfavourable “base effects” compared to last 

year (in the midst of the first pandemic wave).  

In May it returned to 2% (from 1.6% in April) for 

the first time since the end of 2018. There will 

be tensions between supply and demand 

during the summer reopenings, but significant 

price increases will be concentrated in only a few 

sectors and not generalised.  

We expect the ECB to remain 

“accommodative”: purchases of the PEPP will 

be reduced, especially by the end of the 

summer.  

China: Consumption still 

uncertain 

April data showed uneven economic growth, 

with robust foreign demand on the one hand and 

a clear weakness in retail sales on the other. 

However, the outlook for consumption 

remains positive thanks to signs of 

improvement for both employment and 

wages.  

The data are in line with an acceleration in 

growth in the second quarter to 6.1% 

annualised, followed by a deceleration in the 

second half of the year due to a slowdown in 

exports and restrictive real estate policies.  

The recent rapid appreciation of the yuan and 

the fear that it might damage prospects of export 

growth prompted the PBoC to raise the 

reserve requirement ratio on foreign 

currency deposits for the first time in 14 years 

after unnecessary verbal attempts. 

  



 

 

Equity Markets 
 

Surprising upward inflation 

Data on inflation and its expectations held sway 

during the month of May, after the publication of 

the core data for April found a month-on-month 

rise of 0.9% – 0.6% above expectations – and 

an annual growth of 4.2%, a value that had not 

been seen since 2008.  

Uncertainty about how to interpret the figure and 

whether or not it should be considered transitory 

led to a momentary correction in stock prices 

that have since recovered, closing the month just 

below the level at the end of April.  

However, the macroeconomic backdrop remains 

solid, with activity indices such as PMIs growing 

steadily, especially in the US and Europe, and 

stable above the level of 50, indicating 

expansion.  

However, the underlying financial trends have 

not changed, with the sectors and equity classes 

most exposed to a cyclical recovery doing better 

than market averages, and the sectors most 

exposed to technology and with longer durations 

suffering in relative terms. 

Against this backdrop, we confirm our fairly 

positive view on European, Japanese and 

emerging equities and our neutral view on 

US equities. 

Specifically: 

- in the US we are sticking to the neutral 

approach we implemented in late February with 

respect to US equities, on expectations of 

greater consolidation than in more cyclical 

markets such as the European ones.  

The fundamentals are solid: the economic 

growth and profits appears robust for the current 

year and for the next, but valuations are higher 

than in other markets and in 2021 there is no 

longer the advantage in terms of profit dynamics, 

due to the comparison effect and the reopening 

of other economies. The market composition 

makes it more sensitive to changes in interest 

rates and decisions regarding taxation (such 

risks have receded in the last period); 

- our view about Europe remains fairly positive 

as it is supported by expectations of renewed 

economic growth and profit growth thanks to the 

progress in the vaccination campaign and the 

stimulus provided by Next Generation EU in 

certain countries. According to our estimates, 

the improvements do not yet appear to be fully 

priced in into equity prices. Valuations have 

been compressed since the beginning of the 

year and, in relative terms, appear to provide 

support with respect to other countries and the 

bond components. The style and sector 

composition makes the index better arranged 

against a backdrop of rising rates and inflation 

on a global level; 

- The Japanese market is lagging behind other 

markets in terms of performance, suffering the 

most negative developments in the spread of the 

virus over recent times, as well as slowness with 

the process of immunising the population and 

the consequent delay in economic and profit 

recovery. The outlook indicates an improvement 

in local and global economic conditions, and the 

more depressed valuations and low duration 

should favour the Japanese market in the phase 

of interest rate rises, while the depreciation of 

the yen should facilitate a recovery in profits. We 

therefore maintain a moderately positive view; 

- Even for the emerging countries, the 

moderate overweight is justified by 

expectations of a strengthening in the recovery 

of profits, as a result of the cyclical recovery on 

a global level, and the related discounted 

valuations. Supporting signals come from 

various indicators, including the resumption of 

exports from sectors with greater cyclical 

content, even if in the first quarter there were 

bottlenecks and limitations to mobility that 

created erratic movements in some sectors and 

countries. 

 

  



 

 

Bond Markets 
 

 

Central banks reiterate the 
temporary nature of price 
acceleration while the market 
remains focused on the timing of 
tapering 

The acceleration of inflation is a temporary 

phenomenon and it is still too early to start 

reducing monetary stimulus: this is the 

message of the Fed and the ECB as the market 

tries to anticipate a forthcoming start of QE 

tapering.  

Expectations of rising inflation and still-

depressed nominal rates maintain a strongly 

expansionary real rate profile by continuing to 

support spread asset classes, while market 

uncertainty about the trend of growing inflation 

remains particularly high. 

Government bonds 

The allocation remains unchanged, with an 

underweight on Treasuries and European core 

government bonds. We confirm the idea that the 

ongoing rise in inflation will continue in the 

coming months, but also that this trend is 

predominantly transitory.  

At the same time in the US a reduction in 

purchases by the Fed during 2022, as floated 

by market operators would, according to our 

estimates, result in a significant reduction in 

coverage of new issues of treasuries, raising 

expectations of monetary tightening along 

the curve and the sensitivity to 

macroeconomic data, inducing us to maintain 

the asset class underweight.  

We confirm the underweight position in the 

European core market: despite the ECB's 

apparent intention not to precede the Fed and to 

avoid unwanted tightening of financial 

conditions, cyclical re-acceleration is proceeding 

and should lead to a revaluation of the monetary 

policy stance.  

We remain more constructive on peripheral 

issues mainly due to questions of carry. 

Spread products 

We confirm our neutral position on IG 

corporate bonds. This asset class still has a 

higher risk-return profile than the government 

component, but it is more vulnerable to the 

recovery of the risk premium along the 

government curve.  

We maintain our neutral view of High Yield 

bonds because at a time when the equity 

overweight is not excessive, taking a relatively 

low duration credit risk to improve the 

current profitability of the bond component 

of the portfolios seems to be a viable option. 

However, spreads are much more compressed 

than in previous months and, over the medium 

term, cyclical risk appears to be more favourable 

in the equity market. 

We confirm our preference for subordinated 

financial bonds and CoCos. The capital ratios 

of the issuing banks are solid and the earnings 

season that has just ended showed better-than-

expected results and a return to positive growth 

for 2021. In the past financial bonds have shown 

resilience in periods of rising rates, and this cycle 

is no different. Valuations are beginning to be 

historically compressed, but retain a margin 

of relative attractiveness in the credit world.  

We are keeping our exposure overweight on 

emerging markets bonds for cyclical and 

valuation reasons, with a preference for the 

local currency component and an emphasis 

on the Chinese currency. We acknowledge 

that some Chinese corporate credit segments 

trade at valuations that do not fully reflect the 

true credit risk, but we primarily concentrate our 

exposure in the government component and the 

policy bank component to contain the weighting 

of corporate bonds. 
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DISCLAIMER: 

 

This material has been prepared by Fideuram Intesa Sanpaolo Private Banking Asset Management 
SGR S.p.A., which is an asset management company enrolled in the register of the asset 
management companies held by the Bank of Italy no.12 and belonging to the Intesa Sanpaolo 
banking group (“Fideuram Asset Management SGR”).  

This material has been prepared based on data processed by Fideuram Asset Management SGR 
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