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Cyclical tailwind vs rising rate headwind 
Letter to Shareholders – January 2018 
–––– 

   From time to time, more often during economic crises than periods of calm, financial 

gurus dredge up that old saw claiming the Federal Reserve has lost control of financial 

markets. That assertion always inspires more curiosity than angst, namely because I 

never viewed the Fed as controller-in-chief. Does the Fed have influence over financial 

markets? You bet. Does it exert guidance? Both verbal and non-verbal – and sometimes 

too much of the verbal variety, to which markets may turn a deaf ear. But absolute 

control? Sorry. You can’t lose what you never had to begin with”.  

Caroline Baum, award-winning economics journalist, Market Watch, January 24, 2018 

 

For months we have maintained that the transition from history’s largest use of 

unconventional monetary measures (i.e. QE – quantitative easing) to a downsizing of 

monetary stimulus would most likely bring about some “rough sailing” in financial markets. 

We are currently at that transitional juncture. Strong cyclical tailwinds met rising interest rate 

headwinds at the end of January, with all Nordic equity markets suffering losses during the 

month’s last week after a strong start to 2018. A process of monetary normalization is 

underway and begs the question whether the global economy is “morphing into a new era of 

secular expansion”, or “as good as it gets” now that central bank life-support action is 

gradually withdrawn. We are inclined to believe that strong synchronized global growth can 

withstand gradual liquidity tightening, leaving room for further equity gains after the ongoing 

corrective phase has fleshed out investor complacency. 
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The Sector Sigma Nordic Fund rose 1.98% in January (Class A NOK figures). World equity 

markets measured by the MSCI World Index (USD) rose 5.31% in January. The Nordic equity 

market, as measured by the VINX Benchmark Index (NOK), fell by 1.29% for the month. 

 

Global expansion accelerates further in January – good for Nordics 

The start of the year saw a further solid and broad-based expansion of global economic 

activity, with the J.P.Morgan Global All-Industry Output Index registering a reading of 54.6 in 

January, up from 54.3 in December. Momentum gained traction as global all-industry new 

business rose at the fastest pace in over three-and-a-half years. Strong new order growth 

tested capacity, leading to the steepest rise in order backlogs since August 2007, indicating 

that a late-cyclical business capex phase is both probable and necessary to meet forward 

demand. Furthermore, price pressures increased at the start of 2018, with both input and 

output costs accelerating. Rates of increase in both measures were steeper in developed 

nations compared to their emerging market counterparts, supporting the inflationary concerns 

that have crept into bond markets since the beginning of the year. Whether this eventually 

translates into higher headline inflation (as central bankers hope and bond investors fret), or 

lower corporate margins, especially within many non-commodity producing sectors, remains 

an open question. All told, forward-looking indicators such as new orders, backlogs of work 

and business confidence suggest that the current upturn will be maintained in the coming 

months. As we have noted on several occasions, the current economic backdrop should 

strongly favour the export-oriented Nordic economies and lead to relative outperformance of 

Nordic equities in the short and medium term.  

 

Portfolio Return and Attribution 

Sector Sigma Nordic (Class A NOK) rose 1.98% in January. In local currency terms Sweden 

rose 1.03% (OMX30), Denmark fell 0.80% (OMXC20), Finland rose 3.17% (OMXH25) and 

Norway fell by 0.58% (OBX). The Fund’s net long position has averaged 59.88% in January. 

The Fund’s net long exposure was 46.9% at month’s end.  

 

The best profit contribution in January came from a high conviction long/short pair trade we 

have pursued in the steel sector. We have held a long position in the Swedish steel producer 

SSAB on the rationale that demand within the global carbon steel market has been 

strengthening, putting upward price pressure on carbon steel prices. Robust global demand 

growth, combined with capacity curtailment in China due to environmental restrictions, have 

created strong underlying fundamentals for the carbon steel market. Against this long 

position, we have been short the Finnish stainless steel producer Outokumpu. We have 

differentiated the carbon steel market from the stainless-steel market, and while the former 

has strong fundamentals, we regard the latter to be in poorer shape despite sharing many of 

the underlying global reflationary drivers. In our view, new stainless-steel capacity skews the 

supply/demand balance to the downside. A newly established joint venture between a large 

Chinese stainless-steel producer and a US stainless-steel producer will circumvent trade tariffs 

in the US and has already had a negative impact on stainless-steel prices in North America. 

Additionally, underlying input cost inflation for stainless-steel producers is generally higher 

than for carbon steel producers. Finally, Outokumpu has struggled with operational issues at 

its US production facilities for several quarters without any near-term prospects of rectifying 

the situation in a satisfactory manner. Consequently, the Fund’s long/short position paid off in 

January as SSAB gained 11.34% while Outokumpu fell 10.85% for the month. The second- 
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best profit contributor in January came from the Fund’s long position in the Swedish industrial 

company Trelleborg, which rose 10.68%. Trelleborg has exposure to a diversified set of 

industrial markets, ranging from farm machinery to oil and gas, and gained on strengthening 

cyclical sentiment and undemanding valuation. The Fund’s short position in the Norwegian 

salmon farming company Marine Harvest also contributed positively with a share price that 

fell 4% for the month. 

      

The Fund’s largest loss contributors came from our long positions in the Norwegian oil service 

companies Subsea 7 and Aker Solutions, whose share prices fell 3.88% and 2.44%, 

respectively. These losses came on the back of a strong December performance, where for 

instance Aker Solutions gained 12%. We remain positive to these companies and reiterate 

what we wrote in last month’s shareholder letter: “Investor sentiment has changed with the 

flow of new project announcements. We continue to expect Aker Solutions to announce new 

contracts going into 2018, especially from upcoming projects in Norway and Brazil. Improved 

oil prices have clearly sweetened the optimism in the oil and gas industry and offshore activity 

is starting to rebound from years in the doldrums. Norway and Brazil are emerging as the big 

drivers for offshore investments in the near to mid-term future.” 

 

Portfolio Risk 

The Fund’s expected annual volatility was 7.1% at the end of January, 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 30 positions (of which 21 longs and 9 

shorts), a gross exposure of 116.4% and a net long exposure of 46.9%. Value-at-risk (VAR) 

was 0.7% at month’s end, up from 0.6% in November. 

 

Investment Strategy 

We believe equity markets can withstand a gradual rise in interest rates, as well as an uptick 

in headline inflation. The outlook for economic growth remains solid, with a synchronized 

global upturn apparently still evolving. A rise in interest rates may deflate “mindless” risk 

tolerance, but a growth-friendly backdrop favours equities, although on a more selective basis 

going forward. 

 

The Fund’s long book is still concentrated in sectors that historically outperform towards the 

end of a business cycle upswing, specifically industrial, materials and energy companies that 

are leveraged to growth and increased capex. Our short book comprises individual names that 

on the whole offset long positions within the same sector, as well as some names we believe 

will be relative underperformers in a rising interest rate environment, such as real estate 

owners and developers. We continue to employ index put options to limit downside in the 

event of a sudden equity market correction. 

 

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 January 31, 2018

Class A 

NOK 

Class A 

USD **

Absolute 

UCITS 

European 

Equity

NAV at month end  1,514.81    115.43    132.86 

Last month 2.0% 2.1% 0.8%

Year to Date 2.0% 2.1% 0.8%

Last 12 months -3.0% -2.3% 3.9% 

Last 3 years annualised 1.1% 0.8% 2.4%

Since Inception* 51.5% 41.5% 32.9% 

Compounded growth, p.a 7.7% 6.4% 5.2%

Standard deviation 7.0% 6.9% 2.9%

Sharpe ratio 1.11 0.92 1.82

Best Month 4.4% 4.0% 2.1%

Worst Month -4.1% -4.1% -1.9%

Positive Return 60.3% 56.7% 73.1%

Maximum drawdown -10.1% -9.9% 0.0%

*Class A NOK since inception June 25, 2012.

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

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

2018 1.98% 1.98%

2017 -0.71% -0.77% -0.11% -0.58% -2.92% -1.18% -1.45% -0.74% 2.60% 3.01% -3.13% 0.49% -5.54%

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 2.1% Long book 2.1% 

Short book -0.1% Short book -0.1%

Sum 2.0% Sum 2.0%

Analysis of Risk

Portfolio Exposure
% of 

NAV

Number 

of 

Positions

Net 

Exposure
% Gross Exposure

Long 81.7% 21 (0.4%) 7.1% VALMET 5.5% 

Short -34.8% 9 15.0% 12.9% BOLIDEN 4.6%

Net 46.9% 3.8% 14.2% VOLVO 4.5%

Gross 116.4% 4.3% 3.7% INVESTOR AB 4.4% 

-15.7% 13.5% LUNDIN MINING 4.4% 

18.5% 21.2% YARA INTERNATIONAL 4.4%

26.7% 22.9% TRELLEBORG 4.3%

0.7% -5.3% 4.5% NOVO NORDISK 4.3% 

7.1% 0.0% 0.0% SSAB 4.2% 

46.9% 100.0% STORA ENSO 4.0% 

44.7% 

3.8% 3.2% Index -7.9%

4.4% 3.8% Index -5.6%

4.4% 9.6% Consumer Staples -4.3%

13.1% 11.3% Financials -3.4%

0.5% 30.2% Real Estate -3.4%

17.4% 39.0% Industrials -3.1%

3.3% 2.8% Financials -3.0%

46.9% 100.0% Index -2.2%

Real Estate -1.9%

Materials 0.0%

-34.8%
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This information is intended for general information purposes only and does not constitute solicitation of or an offer to 

participate in any investment. This information 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. This information is not, and does not purport to be, complete. The information is 

strictly confidential and should not be copied or circulated to anyone but the addressed recipients. The complete 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 

investment manager, its directors, employees and consultants 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.  

Investment in alternative investment fund(s) managed by the investment manager (the “AIFs”) are solely for sophisticated 

investors who are professional clients or eligible counterparties under the rules of the Norwegian Securities Trading Act. The 

AIFs are unsuitable for any person not meeting such qualifications. Investment in the AIFs are intended for investors who 

can accept the risks associated with such an investment and who have no need for immediate liquidity in their investment. 

Investments will be subject to strict limitations on transferability and withdrawal. There will be no secondary or public 

market. The foregoing list of risk factors is not complete. If you are unsure as to whether or not you qualify, please contact 

the investment manager. 

Investment in the UCITS fund(s) managed by the investment manager are suitable for both non-professional and 

professional investors. On the website, you will find the latest updated information to investors, such as KIID documents 

and supplements. 

We make no warranties that the material in this presentation is appropriate or available for use in countries other than 

Norway. Persons receiving this information is obliged to investigate whether there are any restrictions in their jurisdiction, 

and if so, to comply with any such restriction. The investment manager does not accept any responsibility for any failure to 

comply with any such restriction. For further information, please contact the investment manager. 

ADDITIONAL INFORMATION FOR QUALIFIED INVESTORS IN SWITZERLAND 

Funds managed by companies in the Sector Asset Management group, or affiliated companies, that are compliant with Swiss 

law for distribution to qualified investors in or from Switzerland are; Incentive Active Value Fund, Sector Healthcare Fund, 

Sector Healthcare Value Fund and Sector Sigma Nordic Fund. The Swiss representative is Fundbase Fund Services AG, 

Bahnhofstrasse 1, 8852 Altendorf SZ, Switzerland. The Swiss paying agent is Banque Heritage S.A., Route de Chêne 61, 

1211 Geneva 6, Switzerland. Investors in Switzerland can obtain documents of the funds, such as the Confidential 

Information Memorandum and the financial reports free of charge from the Swiss representative. 


