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Chinese olive branch on trade? 
Letter to Shareholders – March 2018 
–––– 

   China does not seek trade surplus; we have a genuine desire to increase imports and 

achieve greater balance of international payments under the current account…We will 

enhance alignment with international economic and trading rules, increase transparency, 

strengthen property right protection, uphold the rule of law, encourage competition and 

oppose monopoly. 

       Chinese President Xi Jinping, Boao Forum for Asia Annual Conference, April 9th, 2018 

 

Equity markets globally were very volatile throughout the month of March in the wake of 

Donald Trump’s announcement of trade tariffs at the beginning of the month. As we 

suggested in last month’s shareholder letter, Trump’s actions and tweets over the past month 

may primarily have been intended to bring U.S. trading partners to the negotiating table. As 

the excerpt from a recent speech by China’s Xi Jinping quoted above indicates, trade talks 

between the world’s two largest economies are currently underway, and the conciliatory tone 

of Xi’s speech (although no explicit mention of Trump’s tariffs directed at China was 

mentioned) may allay trade war fears in the very short-term. However, trade issues between 

the U.S. and China (and other U.S. trading partners) are unlikely to be resolved quickly. We 

see the risk of an extended period of market anxiety linked to the potential damage tit-for-tat 

trade restriction announcements could inflict on market sentiment and economic growth 

expectations. We expect headlines on “trade initiatives” to move equity markets sharply up or 

down also in the coming weeks. 

Compounding trade war tensions, and further unnerving equity investors, were the clear 

indications of a slowdown in global growth momentum registered in March. We are inclined to 

believe that more than negative trade noise lies behind this widespread growth deceleration. 

Furthermore, the unwinding of QE (i.e. quantitative easing) measures has just begun, albeit 

gradually, which means liquidity infusion has peaked and tighter financial conditions lie ahead. 

If real interest rates have bottomed (we may soon be leaving NIRP and ZIRP fantasy land!), 

credit spreads will widen, implying headwind as opposed to tailwind for risk assets, including 

equities. Moreover, a peak in growth momentum has historically been consistent with a “soft 

patch” for equities. 

A loss of momentum is also evident in the Nordics. On aggregate, we note that Nordic forward 

earnings estimates have been revised somewhat lower over the past few months, although 

consensus expectations still pencil in healthy y-o-y earnings growth in the range of 6-8%. 

The Sector Sigma Nordic Fund fell 2.74% in March (Class A NOK figures). World equity 

markets measured by the MSCI World Index (USD) fell 3.04% in March. The Nordic equity 

market, as measured by the VINX Benchmark Index (NOK), fell by 2.82% for the month. 
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Global economic expansion slowed in March  

The rate of expansion in global economic output decelerated to a 16-month low in March, with 

slowdowns registered in both the manufacturing and service sectors. The J.P. Morgan Global 

All-Industry Output Index fell to 53.3 in March, down from February’s 41-month high of 54.8. 

According to the March survey, the slowdown in growth was widespread globally, with five of 

the six sub-sectors covered by the survey (i.e. business services, consumer goods, consumer 

services, financial services and intermediate goods) signalling a moderation in output. Only 

the investment goods category saw production rise at a stronger pace, perhaps an indication 

that current output levels are testing capacity. Price pressures also moderated in March, as 

both input and output cost increases slowed. On average, inflation for both price measures 

remained higher in developed nations compared to emerging markets. In last month’s 

shareholder letter, we wrote: “It appears that global growth has stabilized at a high level, but 

that an increased rate of expansion from here is highly unlikely. This also suggests that the 

recent pattern of aggregate earnings estimate upgrades has run its course.” As we already 

have pointed out, aggregate forward earnings estimates in the Nordics have been revised 

marginally lower over the past few months. The loss of growth momentum compared to 

expectations has been sharpest in the eurozone area (see chart below), and offers a partial 

explanation for the recent negative earnings revision trend in the Nordics. Nordic exports to 

Europe account for nearly 60% of all Nordic exports. 

 

Citi Economic Surprise Index for the Eurozone 

 

 

Sweden – earnings growth discounted to tears? 

The Swedish equity market is the largest in the Nordics, accounting for roughly half of the 

Nordic region’s market cap. Sweden’s stock market (i.e. the large-cap OMXS30 index) peaked 

on April 27th, 2015 with a close of 1720. At the time of this writing, the OMXS30 index is 

hovering around 1520, nearly 12% below the peak level reached nearly two years ago. Are 

Swedish equities a bargain now? In SEB’s Investment Outlook for February 2018 we were 

again reminded that equity valuations are at elevated levels. SEB (Skandinaviska Enskilda 
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Banken) expects record earnings for companies on the Stockholm stock exchange in 2018. 

These forward earnings are valued at 18 times, assuming 8-10% y-o-y earnings growth 

compared to 2017 (see graph below). As SEB points out, this is on par with the valuation of 

the S&P 500, where every krona of earnings is valued higher than previously. “Of course the 

question is how long earnings can continue to grow at this pace before interest rates and 

inflation put an end to the party” according to SEB. Our question: What is not already 

discounted to tears? 

 

Swedish Equities – Record Earnings are valued at historically high multiples 

 

Graph from SEB Investment Outlook 

 

 

Portfolio Return and Attribution 

Sector Sigma Nordic (Class A NOK) fell 2.74% in March. In local currency terms Sweden fell 

2.78% (OMX30), Denmark fell 1.53% (OMXC20), Finland fell 2.28% (OMXH25) and Norway 

fell by 2.02% (OBX). The Fund’s net long position has averaged 39.34% in March. The Fund’s 

net long exposure was 25.3% at month’s end.  

 



 

 4 Filipstad Brygge 2, 
PO Box 1994 Vika, 0125 Oslo 

Norway 

Tel: +47 23 01 29 00 

Email: sam@sector.no 

www.sector.no 

The best profit contribution in March came from the Fund’s long positions in the pulp & 

packaging companies Metsa Board and Stora Enso, which gained 13.67% and 2.85%, 

respectively. Pulp prices have remained elevated and continued to increase through the first 

quarter of 2018. The Chinese import ban on recovered paper (RCP) seems to be having a 

significant impact on fibre prices. This pulp price increase remains good news for Nordic pulp 

and packaging producers that are long pulp. We wrote about this trend also in the February 

Letter to Shareholders where we noted that “Volumes for contract are in high demand while 

there are no spot market volumes currently available in the European market. Pulp 

inventories remain low both in Europe and China even though market participants expecting 

pulp price declines have been reluctant to restock. In our view, Upside risks remain (on the 

order of 5-10%) in earnings estimates for both Stora Enso and Metsa Board (another long 

position) for 2018 and 2019”. In mid-March, Metsa Board raised its results guidance for the 

first quarter of 2018 and gave an improved outlook for the sector, citing various reasons; a 

strong market for pulp and paperboard, and a rising market price for long-fibre pulp. The 

share price development among the companies in the pulp and packaging space continued to 

shine in March, building on strength from February.  

 

The Fund’s largest loss contributor came from the long position in the Norwegian oil service 

company Subsea7, whose share price fell 16.49%. Generally weak sentiment in the oil service 

sector combined with lack of news on new contract announcements probably explain the weak 

share price development. We have highlighted this before and wrote the following in last 

month’s letter: “Profitability on the recent contract announcements in both the subsea and 

E&C (engineering and construction) segment within the oil service sector remains a concern 

among generalists, dampening investor enthusiasm for the names in the sector. We believe 

we are well past the low point in oil industry capex and expect select oil service companies 

will benefit from a change in investor sentiment as the year progresses, when visibility on the 

ongoing increase in activity becomes more apparent to all”. We remain holders of Subsea7. 

 

Portfolio Risk 

The Fund’s expected annual volatility was 5.2% at the end of March, 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 27 positions (of which 18 longs and 9 

shorts), a gross exposure of 92.2% and a net long exposure of 25.3%. Value-at-risk (VAR) 

was 0.5% at month’s end, down from 0.8% in February. 

 

Investment Strategy 

The outlook for near-term economic growth remains firm, although a synchronized slowdown 

in the pace of expansion was signalled in March. We expect news on trade issues will keep 

financial markets on edge in the coming weeks, leading to sharp risk risk-on risk-off moves in 

equity markets. In our view, recent trade tiff talk has temporarily restrained an upward move 

in interest rates as QE in reverse has already been set in motion. In the big picture, the 

underlying trend towards a normalization of real interest rates will garner more attention as 

the year progresses. We believe this transition will pose a challenge to risk assets, and believe 

a cautious approach - with relatively low net long exposure - is warranted near-term.  

The Fund’s long book is still exposed to sectors that historically outperform towards the end of 

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

are leveraged to growth and increased capex. However, given increased short-term 
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uncertainty we have reduced our net long exposure, and expect it to be at or below 30% in 

the short term. We continue to purchase index put options to limit downside in the event of a 

severe equity market correction. 

 

 

 

Sector Sigma Nordic investment team 

Jannik Arvesen Investment Manager/CIO 

Bjørn Tore Urdal Investment Manager 

Jan Gabrielsen Investment Manager 



 

 6 Filipstad Brygge 2, 
PO Box 1994 Vika, 0125 Oslo 

Norway 

Tel: +47 23 01 29 00 

Email: sam@sector.no 

www.sector.no 

 
 

 
 

Performance Analysis

Performance since inception

As at March 28, 2018

Class A 

NOK 

Class A 

USD **

Absolute 

UCITS 

European 

Equity

NAV at month end  1,490.78    113.83    131.94 

Last month -2.7% -2.6% 0.1%

Year to Date 0.4% 0.7% 0.1%

Last 12 months -3.7% -2.8% 2.1% 

Last 3 years annualised 0.1% 0.0% 1.5%

Since Inception* 49.1% 13.8% 31.9% 

Compounded growth, p.a 7.2% 3.4% 4.9%

Standard deviation 7.0% 7.1% 2.9%

Sharpe ratio 1.02 0.32 1.72

Best Month 4.4% 3.9% 2.1%

Worst Month -4.1% -4.1% -1.9%

Positive Return 60.0% 53.2% 72.5%

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% 1.19% -2.74% 0.36%

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 0.8% Long book 1.5% 

Short book -3.5% Short book -1.1%

Sum -2.7% Sum 0.4%

Analysis of Risk

Portfolio Exposure
% of 

NAV

Number 

of 

Positions

Net 

Exposure
% Gross Exposure

Long 58.8% 18 4.0% 4.4% STATOIL 4.8% 

Short -33.4% 9 11.9% 12.9% INVESTOR AB 4.5%

Net 25.4% 4.2% 13.0% VALMET 4.4%

Gross 92.2% 4.3% 4.6% NOVO NORDISK 4.3% 

-18.3% 19.8% ESSITY 4.0% 

11.7% 25.2% METSA BOARD 3.7%

13.1% 14.2% DANSKE BANK 3.6%

0.5% -5.5% 6.0% TRELLEBORG 3.5% 

5.2% 25.4% 100.0% ATLAS COPCO 3.3% 

STORA ENSO 3.2% 

39.2% 

2.7% 3.0% Index -6.7%

1.1% 1.2% Index -4.9%

3.9% 12.8% Index -4.8%

11.3% 12.2% Industrials -4.8%

2.5% 17.1% Financials -3.9%

0.6% 50.2% Real Estate -3.6%

3.2% 3.5% Real Estate -1.9%

25.4% 100.0% Index -1.9%

Industrials -1.0%

Industrials 0.0%

-33.4%

Exposure

Top 10 Holdings Long

Industrials

Materials

Real Estate

Ex-ante Risk 

1D VaR (95%)

Annualized St Dev.

Sector Exposure

Consumer Staples

Energy

Switzerland

Top 10 Holdings Short

Britain

Geographical Exposure
Net 

Exposure
% Gross
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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. 


