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Nordics “nudged” higher 

on earnings growth 
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   Unrealistic optimism is a pervasive feature of life; it characterizes most people in most 

social categories. When they overestimate their personal immunity from harm, people 

may fail to take sensible preventive steps. If people are running risks because of 

unrealistic optimism, they might be able to benefit from a nudge. In fact, we have 

already mentioned one possibility: if people are reminded of a bad event, they may not 

continue to be so optimistic. 

Richard H. Thaler, the winner of this year’s Nobel prize in economics, 

 from his book “Nudge: Improving Decisions About Health, Wealth, And Happiness” 

 

Richard Thaler, Professor of 

Behavioral Science and Economics at 

the University of Chicago, is known 

for his lifelong pursuit of behavioral 

economics, which is the study of 

economics and finance from a 

psychological perspective. The Royal 

Swedish Academy of Sciences 

awarded Thaler the Nobel prize in 

economics for “incorporating 

psychologically realistic assumptions 

into analyses of economic decision-

making. By exploring the 

consequences of limited rationality, 

social preferences, and lack of self-

control, he has shown how these 

human traits systematically affect 

individual decisions as well as market 

outcomes.” In short, economic theory that assumes that humans are well-informed and 

rational in their decision-making is flawed. Neither humans nor markets are rational or 

efficient. We thank the Swedish Academy of Sciences for recognizing the fallacy of human 

rationality assumed in most economic modelling (and financial market forecasting!). And 

Thaler for his reminder that “unrealistic optimism is a pervasive feature of life.” We might add 

that it is both a pervasive and necessary feature in a long investment life! 

 

Equity markets remain buoyant, with the Nordics propelled higher in October by a 

constructive third quarter earnings season so far. With more than two thirds of the companies 

in our Nordic universe having released their earnings reports, aggregate earnings growth for 

the third quarter is close to 7% y-o-y. Meanwhile, aggregate y-o-y sales growth is a more 

moderate 4%. However, the differences in EPS growth across sectors is significant, with 
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energy, basic materials and industrial companies scoring double-digit gains in earnings 

growth. The Fund’s long book has been concentrated within these three sectors and the 

month’s positive performance was in large part due to our sector exposure. 

 

The Sector Sigma Nordic Fund rose by 3.09% in October (Class A NOK figures). World equity 

markets measured by the MSCI World Index (USD) rose 1,92% in October. The Nordic equity 

market, as measured by the VINX Benchmark Index (NOK), rose by 2,76% for the month. 

 

Global economic activity edged higher in October 

The global economy continued to make solid and steady progress in October, with the J.P. 

Morgan Global All-Industry Output Index inching higher to 54.0, up slightly from 53.9 in 

September. Output growth was strong in both the manufacturing and service sectors. Global 

new orders increased for the hundredth month in a row in October, and also remained 

sufficiently strong to test capacity, leading to a further increase in backlogs of work. This is 

especially worth noting as it suggests that the need for business investment to increase 

production capacity may yet emerge before this business cycle ends. We also noted that price 

pressures eased slightly according to the survey, as rates of inflation in both input costs and 

output charges slowed in October. As we emphasized in last month’s shareholder letter, 

“when global growth is this good”, the Nordic equity markets have historically outperformed 

global markets. In connection with third quarter earnings releases from a slew of Nordic 

companies the message we are hearing has been the same; growth is broad-based across 

“all” geographic regions globally and is expected to remain at current “high” levels in the near 

term, while raw material cost inflation has not impacted earnings significantly, partially due to 

success in implementing price increases because of robust demand. 

 

JPMorgan global PMI output 

 

 

Portfolio Return and Attribution 

Sector Sigma Nordic (Class A NOK) rose 3.09% in October. In local currency terms Sweden 

rose 2.27% (OMX30), Denmark rose 2.57% (OMXC20), Finland fell by 0.88% (OMXH25) and 

Norway rose by 3.68% (OBX). The Fund’s net long position has averaged 54% in October. 

Our net long exposure was 55.2% at month’s end.  
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The best profit contributor in October came from the long positions in AkerBP. Additionally, 

the Fund’s cyclical long exposure within the materials sector performed strongly in October, 

with pulp and packaging exposed names doing especially well. AkerBP, the Norwegian oil 

exploration and production company, gained 21.95% in October driven by two events. Firstly, 

AkerBP announced its acquisition of Hess Norge for USD 2 bn. The deal gives AkerBP 150 

million barrels of oil equivalent (boe) reserves, 195 million boe of contingent reserves and 

adds 24,000 boe per day of production. In addition to added reserves and production AkerBP 

will hold 100% ownership in the fields previously shared with Hess where AkerBP is the 

operator. With significant tax losses carried forward, the deal looks very attractive, as AkerBP 

can increase its dividend as well as target improved oil recovery (IOR) on the acquired assets 

with low development costs. In sum, the acquisition was seen by the market as highly value 

enhancing for Aker BP. Secondly, AkerBP reported third quarter results in October that were 

better than expected on all levels largely due to a realized oil price that was 5% higher than 

expected.  

 

The Fund’s exposure to the pulp and packaging theme bore fruit in October with the two 

Finnish companies Stora Enso and Metsa Board increasing 12.38% and 9.91%, respectively. 

Both pulp and packaging material prices have been on a tear through 2017. Pulp prices have 

been driven by stronger-than-expected demand in all markets, but particularly in China. In 

addition, demand for pulp in China in 2017 shot up after the Chinese government banned the 

import of certain types of recycled paper for environmental reasons. The restricted supply of 

recycled paper in China has increased demand for virgin pulp as a substitute and has driven 

up pulp globally. Both Stora Enso and Metsa Board are long pulp (meaning production 

exceeds pulp needs for own consumption related to packaging material production) and 

therefore benefit from stronger pulp prices. Going into November, we have started to rotate 

exposure within the pulp and packaging sector towards companies with a net “short” pulp 

exposure that will benefit from a gradual flattening out and subsequent cyclical decline in pulp 

prices.  

 

The largest loss contributors in October came from the Fund’s long positions in banks. 

Svenska Handelsbanken fell 2.36%, SEB fell 3.82% and Danske Bank fell 3.22%. In the 

Nordic region the financial sector has continued to underperform the overall market in recent 

months, as interest rates remain near all-time lows and the prospect of a near-term 

improvement in net interest margins remains elusive. Furthermore, there are signs that both 

Norwegian and Swedish residential real estate prices have peaked, a development which can 

be expected to dampen bank lending growth going forward. Nonetheless, the large Nordic 

banks are well-capitalized, many have dividend yields above 5% and therefore offer attractive 

risk-adjusted return potential over the next 3-12 months. 

 

Portfolio Risk 

The Fund’s expected annual volatility was 6.4% at the end of October, compared to historical 

volatility of 22.5 % for the VINX Benchmark, and 16.5% volatility for the VINX Benchmark 

over the past 5 years. At month’s end, the Fund had 38 positions (of which 22 longs and 16 

shorts), a gross exposure of 97.5% and a net long exposure of 55.2%. Value-at-risk (VAR) 

was 0.6% at month’s end, up from 0.5% in September. 
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Investment Strategy 

Volatility continues to be curiously absent in financial markets. Markets were completely 

unfazed in their reaction to the first steps by the ECB (European Central Bank) to ease its 

monetary-stimulus program. On October 26th the ECB announced that it will cut in half the 

amount of bonds it buys each month to 30 billion euro (from the current 60 billion euro) 

beginning in January 2018. Mario Draghi, the ECB’s President, stressed that its purchase 

program remains open-ended (i.e. no date for when it will end), and that it was not tapering, 

just a downsizing of QE. Technically Draghi may be right, although reduced bond purchases 

also equals reduced liquidity supply from the ECB. For now, liquidity apparently remains 

abundant, still reducing – or placing a lid on – already low risk premia across asset classes. 

 

The outlook for economic growth remains upbeat and equity market sentiment is positive. The 

Fund’s long book is still overweight sectors and companies that will continue to see above 

average earnings growth as long as the current economic upswing shows no sign of 

significantly losing pace. Although the number of individual names in our short book is smaller 

than usual, we maintain index put positions to protect the Fund’s capital and to limit downside 

should a sudden equity market correction of some magnitude occur. 

 

 

 

Sector Sigma Nordic investment team 

Jannik Arvesen Investment Manager / CIO 

Bjørn Tore Urdal Investment Manager 

Jan Gabrielsen Investment Manager 
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Performance Analysis

Performance since inception

As at October 31, 2017

Class A 

NOK 

Class A 

USD **

Class A 

EUR

Absolute 

UCITS 

European 

Equity

NAV at month end  1,525.93    115.80    109.83    132.30 

Last month 3.0% 3.0% -3.0% 0.6%

Year to Date -3.0% -2.6% -5.5% 4.1%

Last 12 months 3.0% 3.4% 0.3% 5.0% 

Last 3 years annualised 3.6% 3.0% 3.4%

Since Inception* 52.6% 41.9% 9.8% 32.3% 

Compounded growth, p.a 8.2% 6.8% 2.7% 5.4%

Standard deviation 7.0% 7.0% 7.3% 2.9%

Sharpe ratio 1.17 0.97 0.24 1.86

Best Month 4.4% 4.0% 4.0% 2.1%

Worst Month -4.1% -4.1% -4.2% -1.9%

Positive Return 60.0% 56.3% 48.7% 73.4%

Maximum drawdown -10.1% -9.9% -8.8% 0.0%

*Class A NOK since inception June 25th 2012, Class A EUR was launched March 27th 2014.

**The performance reported is for Class B USD from June 29th 2012 until May 7th 2014, and for Class A USD from May 7th 2014 onwards

Class A NOK Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD

2017 -0.71% -0.77% -0.11% -0.58% -2.92% -1.18% -1.45% -0.74% 2.60% 3.01% -2.96%

2016 -4.10% -0.95% -0.44% -1.47% 1.86% -0.36% -0.44% -0.89% 1.77% 0.30% 2.16% 3.95% 1.14% 

2015 0.97% 0.20% 1.26% -1.78% 1.61% -1.59% 2.08% 0.08% 0.61% 1.21% 1.91% 0.35% 7.04% 

2014 4.04% 0.05% -0.12% -0.85% -0.03% 2.21% -0.42% -0.45% 3.45% 1.76% 2.89% 2.85% 16.30% 

2013 1.17% 2.67% -0.92% 1.69% 2.50% 0.25% 1.82% 2.48% 4.37% 2.24% 2.92% 1.59% 25.22% 

2012 0.16% 0.77% 0.16% -0.61% -0.02% -1.32% 0.62% -0.26%

Attribution last month Total Attribution YTD Total

Long book 9.7% Long book 18.7% 

Short book -6.7% Short book -21.7%

Sum 3.0% Sum -3.0%

Analysis of Risk

Portfolio Exposure
% of 

NAV

Number 

of 

Positions

Net 

Exposure
% Gross Exposure

Long 76.4% 22 7.0% 11.9% 5.8% 

Short -21.1% 16 10.6% 10.9% 5.7%

Net 55.2% 10.9% 14.9% 5.3%

Gross 97.5% 5.5% 6.0% 4.8% 

-11.2% 11.5% 4.1% 

19.0% 22.5% 4.0%

15.0% 15.4% 3.6%

0.6% -1.5% 7.0% 3.5% 

6.4% 55.2% 100.0% 3.4% 

3.4% 

43.5% 

4.1% 4.3% -2.7%

2.8% 2.9% -2.1%

12.3% 12.9% -2.1%

5.2% 5.3% -2.0%

13.7% 24.4% -1.8%

11.9% 44.8% -1.6%

5.3% 5.4% -1.6%

55.2% 100.0% -1.5%

-1.4%

-1.2%

-18.1%
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This document is intended for general information purposes only and does not constitute solicitation of or an offer to participate 

in any investment. This document does not, nor does it purport to, constitute any form of investment advice, recommendation 

or independent analysis. Consequently, it has not been prepared in accordance with the rules and regulations governing such 

publications. The information in this document is not, and does not purport to be, complete. Interests in investment funds 

managed by Sector Asset Management AS or any of its subsidiaries, affiliates or associated companies (collectively, “Sector 

AM”), will only be made available to a limited number of professional investors, including institutional investors, certain high 

net worth entities and certain high net worth individuals, upon request. An investment in any investment fund managed by a 

Sector AM carries a high degree of risk and is suitable only for sophisticated investors. The offering documents for the relevant 

investment fund should be read carefully and potential investors should seek independent investment advice before making 

an investment. No assurance can be given that the stated investment objectives will be achieved and the value of investments 

may fall as well as rise. Past performance is no guarantee for future returns. The Sector AM, its directors, officers and 

employees do not accept any form of liability (whether arising in contract, tort or negligence or otherwise) for any error, 

omission or similar misrepresentation in this general information or for any loss or damage (whether direct, indirect, 

consequential or otherwise) suffered by the recipient of this information or any other person. The information is strictly 

confidential and has been made available to a limited number of professional investors upon request only and should not be 

copied or circulated to anyone but the addressed recipients. We make no warranties that the content in this presentation is 

appropriate for use in countries other than Norway. 


