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Disclaimer

"eToro is a multi-asset platform which offers both investing in stocks and digital assets, as well as trading CFDs.

Please note that CFDs are complex instruments and come with a high risk of losing money rapidly due to leverage. 67% of retail investor 
accounts lose money when trading CFDs with this provider. You should consider whether you understand how CFDs work, and whether you 

can afford to take the high risk of losing your money.

This is a marketing communication and should not be taken as investment advice, personal recommendation, or an offer of, or solicitation to buy or sell, 
any financial instruments. This material has been prepared without taking into account any particular recipient’s investment objectives or financial 
situation, and has not been prepared in accordance with the legal and regulatory requirements to promote independent research. Any references to past 
or future performance of a financial instrument, index or a packaged investment product are not, and should not be taken as, a reliable indicator of future 
results. eToro makes no representation and assumes no liability as to the accuracy or completeness of the content of this publication, which has been 
prepared utilising publicly available information."
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Summary: tightening finally arrives. Risk versus reward 

Best October in 11 months. Facing Fed tapering and tightening outlook

Strong October rebound across asset classes.  Positive outlook into year end 
and 2022 (S&P 500 target of 5,050). Near term focus on Fed and rate hike 
expectations globally. Much has been priced already, and inflation to calm.

❏ (-) Interest rate hike expectations risen sharply in many markets
❏ (-) Fed $120bn tapering to start. US debt ceiling in December
❏ (+) Better-than-expected Q3 earnings is boosting outlook 
❏ (+) Strongest seasonality of the year. Retail and buy back supports

Remain focused on upside from growth recovery

❏ Favors reflation assets: cyclical equities (financials, commodities, 
industrials), commodities, crypto, small caps, and value 

❏ Cautious on fixed income, USD, and defensive equities

What to watch: China and retail investors

❏ Raised our China view to neutral. Much already priced in
❏ See our proprietary Q3 retail investor beat survey. A key support

Source: CD=Consumer Discretionary. CO=Communications. CS=Consumer Staples. EN=Energy. FN=Financials. 
HC=Healthcare. ID=Industrials. IT=Information Technology. MT=Materials. RE=Real Estate. UT=Utilities. 

Past performance is not an indication of future results.
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Performance: ‘santa rally’ came early 

Markets put some worries behind them in strong October rebound

❏ S&P 500 +6% October. Best since 10% return last November
❏ Consumer discretionary (TSLA) and energy led

❏ Strong Q3 earnings have reminded that growth is strong
❏ ‘Wall of worry’ issues from China to DC have eased, for now

Positive outlook into year end, even with market rate hike concerns

❏ Growth to re-accelerate from weak 2% in Q3 on lower virus
❏ Event risk from Fed tapering (Nov. 3) to debt ceiling (Dec. 3) priced
❏ November/December seasonality is the best of the year
❏ Supports from new retail investors and surging share buybacks

Commodities and crypto continues to lead performance this year

❏ Crypto and commodities are the stand out assets. Bitcoin saw new 
all-time-high, and commodities are +150% from covid lows, in line 
with size of the global financial crisis recovery

❏ Prefer cyclical assets, such as Dow Jones (DJIA) rather than S&P 
500. More sensitive to growth pick up and cheaper (see chart).

Past performance is not an indication of future results.

https://www.etoro.com/news-and-analysis/in-depth-analysis/macro-insights-what-now-after-the-october-rebound/
https://www.etoro.com/news-and-analysis/in-depth-analysis/macro-insights-its-the-dow-jones-stupid/
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Macro: rate views rising. Dealing with our Fed obsession 

Fed to taper $120bn/month bond purchases. Rate hike views changing

❏ Investors re-priced interest rate hikes across world aggressively. 
Early rises now expected in Canada, Australia, UK, and US.

❏ Investors concerned, with US equity markets 180% higher than Fed 
taper in 2013, and Fed balance sheet 160% larger at $8.6 trillion. 

❏ Risks and 2013 parallels are overdone given 
❏ huge communication effort now 
❏ likely shallower eventual interest rate rise
❏ 2013 the best year for equities of the decade
❏ Inflation risks are overdone (next slide)

Is a test for markets globally. History says may react with relief

❏ We see only a modest US interest rate cycle by historical 
standards. This means only modestly lower equity valuations. 

❏ S&P 500 P/E fallen already and deserves to stay above 
average with high tech weight and low bond yields.

❏ We looked at ten first rate hikes this year, from Brazil to NZ. The 
average response was positive. Shows investors had already 
discounted the rate hike. 

Past performance is not an indication of future results.

https://www.etoro.com/news-and-analysis/in-depth-analysis/macro-insights-dealing-with-our-fed-obsession/
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Inflation: what the market is worried about (us less so) 

Inflation expectations been rising. ‘Transitory’ is now for longer

❏ Market inflation expectations have been rising globally.
❏ ‘Transitory’ inflation to last longer. This has accelerated market 

expectations for Fed and other central banks rate hikes.
❏ ‘Flexible’ inflation, from energy to car prices, has spiked (see chart).
❏ More worrying ‘sticky’ inflation to see some rise, from housing 

to wages.

But talk of ‘stagflation’, or even ‘hyperinflation’, is wrong

❏ Markets are obsessed with ‘stagflation’, the toxic combo of higher 
inflation and lower growth. It’s Google searches are four times 
average. This would hurt valuations and earnings if happened.

❏ But it's an overreaction. Inflation is stickier but extrapolating is a 
mistake. Goods demand will slow and switch to services as 
economies re-open, and supply chains and labour will adjust. 

❏ Central Banks will tap-the-brakes, and expectations have quickly 
adjusted for two Fed hikes next year. 

❏ The ‘misery index’ (chart), is a stagflation-proxy. It adds the 
unemployment rate to the inflation rate. We are not even close to 
1970’s ‘stagflation’, and forecasts say numbers fall, not rise.

Past performance is not an indication of future results.

https://www.etoro.com/news-and-analysis/in-depth-analysis/macro-insights-not-even-close-to-stagflation/


7

Earnings: ‘TIM’ is driving Q3 earnings. Forecasts to rise

Earnings is the key market driver, and offset to the biggest risk

❏ Last quarter peak earnings growth (+96%), but we see earnings 
expectations too low, as economic growth accelerates and profit 
margins stay resilient. See EPS growth 2x consensus next year.

❏ Cyclicals (IWD), from energy (XLE) to industrials, will be the greatest 
beneficiary, with their high earnings leverage (greatest earnings 
growth versus increase in sales). 

‘TIM’: Tech, international, and margins driving the Q3 surprise

❏ ‘Tech’ amongst the biggest growth surprises. Remarkable given 
the strong growth and high expectations, and despite mixed 
numbers from Apple (AAPL) and Amazon (AMZN). 

❏ International and Europe has led growth. Europe (EZU) set for 
50% earnings growth, 16% over forecast. International-focused US 
stocks have led the domestic peers. 

❏ Margins surprised, as strong sales have outpaced cost-pressures 
and kept profit margins near all-time highs. 

Past performance is not an indication of future results.

https://www.etoro.com/news-and-analysis/in-depth-analysis/macro-insights-tim-is-driving-earnings-surprises/
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Retail survey: more important than ever, and sitting tight 

eToro global retail investor survey: 6,000 investors in 12 countries, 
answering 25 questions

❏ 56% of investors say they have not repositioned their portfolios, 
despite growing concerns over inflation and the state of the 
recovery. Are investing for the long term.

❏ Inflation remains top concern, with 41% believing it is the 
biggest threat to their investments (up from 38% last quarter)

❏ Retail investors least worried by the prospect of rising interest 
rates, despite potential rises on the horizon

Other highlights: defensives, commodities, and crypto

❏ The data shows a small shift towards more traditional 
defensive sectors, as investors turned to real estate (25%, up 
from 22%) and utilities (16%, up from 13%).

❏ Commodity equities, energy and materials, higher, supported 
by a continued rally. More own crypto than physical commodities 

The future is young and female, and they are different

❏ Survey results highlight the rise of young and female investors

Past performance is not an indication of future results.

https://etoro-production.s3.eu-west-1.amazonaws.com/e-marketing/Research/Retail%20Investor%20Beat%20Survey%20Q3%202021%20Resilience%20of%20the%20retail%20investor.pdf


9

Countries: time to look again at China (and cautious India)

Time to look again at China (MCHI)

❏ China transformed from manufacturing-heavy state-owned market 
to one led by consumer internet, such as Alibaba (BABA), 
Tencent (0700.HK), Meituan (03690.HK), and JD.COM (JD.US). 

❏ Is the world’s no.2 economy and largest commodity importer, and 
remains hugely under-represented in global equities. 

❏ Time to look again. Now neutral on our ‘traffic lights’ framework.
❏ Tech crackdown and growth slowdown now well priced.  

30% global valuation discount. Market building bottom.
❏ Policy support is set to rise, with room to cut reserve 

requirements, interest rates, or provide fiscal support. 
❏ Growth is still strong, with 5.5% GDP and 16% EPS 

(twice the global average) seen for next year. 

Also see smart portfolios like @ChinaTech and @ChinaCar. 

Supported by comparison to regional peer India (see chart)

❏ India (INDA) dramatically outperformed and valuations expensive
❏ More exposed to higher oil prices and a tightening Fed

Past performance is not an indication of future results.

https://www.etoro.com/news-and-analysis/in-depth-analysis/macro-insights-time-to-look-again-at-china/
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Themes: 4 ways to invest in the climate transition 

UN Climate Conference (COP 26) catalysts. Four ways to invest

#1carbon pricing, #2 renewables boom, #3 higher-for-longer fossil field, #4 
ESG investment flows. See 31-stock smart portfolio @RenewableEnergy

❏ Over a $1 trillion carbon subsidy today with the under-pricing of 
carbon. COP26 will accelerate this change.

❏ Only 5% emissions covered by a realistic carbon price.
❏ Carbon prices well-established in Europe (see chart). Just launched 

in China. To spread via national schemes and company policies. 
❏ Costs to keep rising for polluters. And a benefit for renewables

How fossil fuels and renewables both do well

❏ Renewables investment to triple on 2050 ‘net-zero’ (chart)
❏ It is also supported by today's higher-for-longer fossil fuel 

prices that further incentivize renewables

More fund flows to environmental, social, governance (ESG) investing

❏ Sustainable funds have $1.8 trillion, up 75% versus last year

Past performance is not an indication of future results.

https://www.etoro.com/news-and-analysis/in-depth-analysis/macro-insights-why-energy-stocks-should-do-better/
https://www.etoro.com/news-and-analysis/in-depth-analysis/macro-insights-why-energy-stocks-should-do-better/
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Commodities: oil ‘backwardation’ supports prices today 

Commodity rally on a firm footing. Oil ‘backwardation’ supports prices

❏ Oil futures are lower than spot price (see chart). They are 
‘backwardated’. Counter-intuitively this helps prices as;

❏ Encourages selling of inventories
❏ Incentivizes production today. Not future investment
❏ Encourages traders buying (can roll to cheaper contracts)

❏ Don’t overdo the macro impacts. In 2010-2014 when oil last over 
$80/bbl, US inflation was 2.1%, bond yields stable, and equities 
positive. Markets de-commoditised. Manufacturing only 12% US 
economy; direct energy 3% inflation basket; energy equities 3.5%.

Commodities are in a rare ‘sweet spot’

❏ After 10-year underperformance, in sweet spot of rebounding 
demand, tight supply, and higher investment demand (inflation) 

See related smart portfolios @OilWorldWide and @GoldenEnergy. Also 
especially exposed (see chart), like Russia, Norway, Brazil.

Past performance is not an indication of future results.

https://www.etoro.com/news-and-analysis/in-depth-analysis/macro-insights-the-everything-energy-rally/
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Currencies: higher interest rate forecasts driving FX

Repricing of global interest rate expectations helping many

❏ USD firm as market prices two rate hikes next year. Similarly BoE 
first top-5 central bank to raise, helping GBP. Whilst BoC turns 
hawkish, stopping QE and readying to hike, helping CAD. 

❏ Whilst those seen as to only raise interest rate later, such as EUR, 
CHF, and JPY, remain under relative pressure

Weaker USD helps EM, commodities, and tech

❏ A weaker USD would help emerging markets (EEM), by easing 
USD financing and debt pressures. 

❏ Also commodities (DJP), which are priced in USD and become 
cheaper for foreign buyers (as well as related assets like Australia)

❏ US sectors, like IT (XLK), with 57% of sales from overseas. 

Equity market exposure to local currency moves vary dramatically

❏ Stronger local currencies would hurt global and lower margin 
European (EZU) companies. Over 50% UK and European corporate 
sales are from abroad. Switzerland, Sweden, Netherlands most.

❏ Largest economies: US, China, Japan among the least (see chart)

Past performance is not an indication of future results.
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Crypto: bitcoin is now a growing teenager 

Crypto assets regained all-time-highs. 36 coins now on the platform

❏ Bitcoin (BTC) new all-time-high ahead of 13th anniversary, on:-
❏ Launch, and strong fundraising, of bitcoin futures ETFs 
❏ November ‘taproot’ upgrade. The first in four years
❏ BTC as inflation hedge. Rallied as inflation expectations 

spiked, Investor demand for gold fell 7% last quarter
❏ Driving interest in small number of ‘equity-proxies’ (see chart)
❏ Shiba Inu (SHIBxM) +1,000% in three months. Now a top-10 coin
❏ New tokens, taking to 36. ‘Internet of Blockchains’ Cosmos 

(ATOM). Indexing protocol The Graph (GRT). Decentralized 
stablecoin exchange Curve (CRV). Governance token 1Inch (1INCH).

Institutional crypto adoption barely started. To be led by two drivers:

1. By far highest risk-adjusted returns of any asset. Adjusting for 
huge volatility crypto-assets still outpace equities near 5x

2. Correlation with other assets very low. Can be added to a 
diversified portfolio and reduces risk, despite volatility

See related smart portfolios: @CryptoPortfolio, @DeFiPortfolio 

Past performance is not an indication of future results.

https://www.etoro.com/news-and-analysis/in-depth-analysis/macro-insights-the-crypto-equity-rally/

