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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: ‘stagflation’ vs earnings

Markets volatility driven by cross-currents

Volatility continues on strong cross-currents of ‘stagflation’ (lower growth 
but higher inflation) and strong earnings and less ‘wall of worry’ issues 

❏ (-) US inflation sticky at 5.4% and interest rate expectations rising
❏ (-) Q3 GDP growth expectations fell from 6% to 1.3%
❏ (+) Third quarter earnings, so far, 15% better than expected
❏ (+) ‘Wall of worry’ easing from debt ceiling to budget 

Remain focused on upside from growth recovery

Growth outlook firm (+28% China exports, +9% US retail sales) and to 
strengthen (-50% global virus cases, 65% first vaccination rate)

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

❏ Cautious on fixed income, USD, defensive equities and China

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: surviving the cross-currents 

Nervous markets facing cross-currents. ‘Stagflation’ in focus 

❏ High and sticky US inflation and growth concerns (‘stagflation’) 
❏ Start of stimulus withdrawal with Fed set to taper soon
❏ Broader ‘wall of worry’ from Washington DC to Beijing

…but balanced by earnings, resilient growth, and less covid

❏ Strong earnings start, with 83% US companies beating forecasts
❏ Export growth from ‘world’s factory’, China, rebounded 28%
❏ Plunging covid cases, rising vaccination rates, still high lockdowns 

Commodities and crypto continues to lead performance

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

❏ Energy (higher gas and oil prices) and financials (rising bond 
yields) are leading the sector rally

❏ China equities seeing some stability after sharp losses

Past performance is not an indication of future results.

Growth=Russell 1000 Growth, Value=Russell 1000 Value, R2k=Russell 2000, REIT= S&P US Real Estate, Bcom=Bloomberg Commodity, BTC=Bitcoin
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Macro: growth 2x average, and bond yields to rise   

Economic growth remains very strong

❏ The International Monetary Fund (IMF) published its latest global 
economic outlook. Behind the various forecast changes is a 
message of still strong economic recovery. This should continue 
to drive higher earnings. 

❏ Their 8% China GDP forecast matches our view. That it has the 
policy flexibility to manage its property challenges. 

❏ Whilst their crypto and carbon transition deep-dives are clear 
signs of their surging investor importance.

US bond yields to rise further

❏ US 10-year bond yields been rising (prices falling), and have more 
to go. Fed is to buy less bonds and inflation and growth are rising 

❏ This will drive investment style rotation to so-called Value (IWF) 
from Growth (IWD), and help financials (XLF) and energy (XLE). 

❏ The copper/gold ratio points to modestly higher yields ahead.
❏ The ratio (see chart) shows the number of ounces of gold needed 

to buy a pound of copper. Gold as the longest standing 
safe-haven asset, and copper the opposite, used across industry

Past performance is not an indication of future results.
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Earnings: third quarter off to a good start

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

❏ The good news is that analysts earnings expectations are far too 
low in our view. Consensus is looking for a 7% earnings decline 
this quarter versus last (see chart) and only single-digit earnings 
growth for next year (we see 20%)

❏ We see revenues rebounding as virus cases fall and economies 
re-open further. This will help support profit margins at 
all-time-high levels and offset rising cost pressures

Third quarter results going to plan, so far

❏ S&P 500 third quarter results have got off to a very strong start, 
led by banks

❏ The ‘big 4’ US banks (JPM, BAC, C, WF) grew earnings 55% versus 
last year, 25% above analysts expectations

❏ Overall 10% of the S&P 500 has reported. 83% have beaten 
expectations, by and average 16%

Past performance is not an indication of future results.



7

Valuations: how to deal with the risks

High valuations remains the markets biggest risk (see chart)

❏ …and why we are so focused on continued strong earnings 
growth as an offset and ‘insurance policy’ to potentially lower 
valuations, as the Fed begins to tighten monetary policy

❏ Are a number of other reasons not to be over-concerned
❏ Valuations have already come down 15% this year
❏ They should remain above average as

❏ Tech sector weight is 2x historic average, and 
the sector twice as profitable as the market, 
justifying a higher valuation

❏ Bond yields and interest rates will rise, but 
remain a fraction of the levels seen historically, 
supporting above average valuations

Investors can take extra ‘insurance’ by owning cheap sectors

❏ We are fundamentally positive on many of the sectors most 
exposed to the economic recovery (so-called ‘cyclicals’) we see as 
re-accelerating, such as energy and financials 

❏ They have the added benefit of being the two cheapest sectors in 
the market, reducing the risk of lower valuations

Past performance is not an indication of future results.
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Countries: forgotten Japan and playing Commodities

Japan, the world’s forgotten market

❏ Japan (EWJ) is the world’s 3rd largest economy, 2nd largest stock 
market, and best major Q3 performer. This comes as, or because, 
it is chronically overlooked. Only 12% of our Retail investor 
survey saw it as one of the best markets. Despite its cheap 
valuation, net-cash balance sheets, low correlation with others 
(which helps in pullbacks), and many world beating stocks, from 
Sony (SONY), to Toyota (TM), and Nintendo (NTDO) 

❏ But it suffers from persistent deflation, poor demographics, high 
debt, and low shareholder rights. It is a stock pickers market.

Soaring commodity prices are driving stocks and currencies

❏ The major equity markets with the largest index weight of 
commodity stocks is Russia, Norway, two of the best performing 
markets and FX this year. Interesting Brazil ranks no3 but is one of 
the worst performers, given its political risks.

❏ Markets such as Japan have few commodity stocks, and also 
import near all their commodities. This has helped make the JPY 
the worst performing major currency this year

Past performance is not an indication of future results.
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Themes: renewables boom, and debt constraints 

How fossil fuels and renewables both do well

❏ International Energy Agency (IEA) says renewables investment 
needs to more than triple to meet government's 2050 ‘net-zero’ 
carbon transition pledges (see chart)

❏ This is set to be boosted by further commitments at the ‘COP 26’ 
UN Climate Conference from October 31-November 12

❏ It is also supported by today's higher-for-longer fossil fuel 
prices that further incentivize renewables

❏ These are enormous, multi-decade supports for renewables. See 
31-stock smart portfolio @RenewableEnergy, from China Longyuan 
(0916.HK) to SolarEdge (SEDG)

Implications of high corporate debt, from China to bond yields

● Company debt as percentage of GDP near 100% globally, as big as 
government debt (105%) levels, and well-above households (65%) 

● Has important implications for China (explains Evergrande crack 
down) and bond yields (why they will not rise huguely)

● But overall, debt levels are falling as GDP and company profits 
rebound. Company default rates are under 4% even for the riskiest 
junk bonds. US corporates have record $1.8 trillion cash

Past performance is not an indication of future results.
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Sectors: consumer support, and global tech leadership

Consumers set to pass the holidays test

❏ The strong consumer is a key market support, and to come into 
own this holiday season. Jobs and wage growth are helping. The 
‘wealth effect’ from higher housing, equities, and crypto values is 
big. The ‘excess’ savings built over the crisis huge. 

❏ Offsets ‘fiscal cliff’ of less government support, and 5% inflation
❏ This is good for retail themes, like smart portfolios 

@FashionPortfolio and @TravelKit, and ETFs like XLY. 
❏ Also see enormous $115 billion November 11 China ‘Singles Day’ 

run by Alibaba (BABA), with JD.com (JD.US) also involved

US leading the tech race, but look out for Startup nations and Europe

❏ Technology has become the main driver of investment returns. 
The World Digital Competitiveness survey measures how countries 
use tech to drive growth. Latest results contain several surprises.

1. The US dominates tech competitiveness. 1st place for fourth year.
2. East Asia is surging, with China up 15 places over the same period.
3. The dominance of smaller ‘start-up’ countries, from HK to UAE
4. Europe’s strong showing, with strong returns and high valuations

Past performance is not an indication of future results.
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Commodities: ‘gas-ageddon’ and the broadening rally  

Europe’s ‘gas-ageddon’ driving energy price concerns (see chart)

❏ Winners are the energy self-sufficient US, Saudi Arabia, Russia, 
Canada; gas exporters like Shell (RDS.L), Cheniere (LNG), Gazprom 
(OGZDL.L); and smart portfolio OilWorldWide 

❏ 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%.

Commodity rally is broadening (see chart)
● Commodities as diverse as uranium (powers nuclear reactors), zinc 

(galvanises metals), palladium (auto catalytic converters), soda ash 
(glass), and lumber (construction). All surged last week alone

● CRB commodity index now +150% since Covid low, similar to GFC

Remain in a rare ‘sweet spot’

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

❏ Retail investor survey shows the most favoured asset class to add 

Past performance is not an indication of future results.
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Currencies: Fed rate expectations supporting USD

Interest rate lift-offs and commodities driving currencies

❏ USD firm as market expectations for an earlier Fed interest rate 
lift-off next year accelerate (see chart). Similar drivers have 
boosted the GBP

❏ Also significant divergence between those benefitted (CAD, NOK) 
and hurt (JPY) by surging oil and commodity prices 

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 with large foreign sales, such as IT (XLK) with 57% sales 
from overseas. 

❏ By contrast, stronger local currencies impact the large number of 
very global and generally lower profit-margin European (EZU) 
companies. Over 50% of UK and European corporate sales come 
from abroad, and would become less profitable.

Past performance is not an indication of future results.
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Crypto: ready to retest all-time-highs? 

Crypto recovery continues. Bitcoin (BTC) back over $60,000

❏ Bitcoin regained $60,000 level, closing in on May all-time-high 
$63,000

❏ Boosted by upcoming US SEC deadlines on deciding on a bitcoin 
ETF, and the November ‘taproot’ upgrade, the first upgrade in 
four years, set to boost efficiency and privacy

❏ Fourth quarter bitcoin seasonality is the strongest of the year, 
similar to equities (see chart)

❏ Polkadot (DOT), Solana (SOL), and Filecoin (FIL) added to the eToro 
platform, taking total coins to 32

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 over 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, and 
@FuturePayments

Past performance is not an indication of future results.


