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2020 brought economic and political pressures on
a scale few Americans have seen in their lifetimes.
With the rise of the pandemic and the drop in
economic activity, we saw record low interest rates
and lower employment rates. Add to that rising
trade tensions with China and growing social stresses within the
U.S.—and it has been an unsettling year. Still, the global stock
markets produced stand-out returns as the year drew to a close!
In this issue we asked a sampling of our trusted sub-advisors what
2021 might have in store, and we think you’ll find their answers cover
a range of scenarios. AllianceBernstein describes three prospective
stages for the U.S. economic cycle. American Century anticipates
growth, but argues for active risk management and caution in the
technology sector. GAMCO finds 10 solid reasons to own stocks in
2021. AXA Investment Managers takes an international perspective,
specifically on the Eurozone, while Brandywine Global anticipates
what continued low inflation might mean in the global search for
yield. Finally, a bonus article makes this a Take 6 Views: Invesco
handicaps three different scenarios for the economy and points out a
few asset allocation recommendations.
We wish you all a healthy and prosperous 2021.
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A Road Map to the Coming
U.S. Economic Cycle
Eric Winograd, Senior Economist
AllianceBernstein

For the first time since the COVID-19 outbreak, the basic
contours of the U.S. economic trajectory are in clearer focus,
giving us more confidence in sketching out three coming
stages that collectively take us from near term to long term.
(continued on next page)
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A Road Map to the Coming U.S. Economic Cycle (continued)

Three anticipated coming stages for the U.S. economy

These forecasts are based on individual opinions and do not guarantee future results. They should not be interpreted as investment advice or used as a basis for
any investment or financial decision.
Source: AllianceBernstein, As of December 2, 2020

Near Term (1–5 Months): Very Slow Growth and Low Inflation
The coronavirus is likely to accelerate throughout the holidays, with activity restrictions likely to tamp down
growth—even without another round of broad national lockdowns. We don’t expect a contraction as we do in
Europe, but risks point in that direction. At the very least, slow growth and low inflation is likely for the next
several months. A vaccine tomorrow won’t put many people back to work today.
Accommodative monetary policy and stagnant fiscal policy. The Federal Reserve (Fed) will keep monetary
policy easy for the foreseeable future. We see a greater than 50% likelihood that it will ease further near term,
most likely by recalibrating its quantitative easing (QE) purchases to hold down longer-term interest rates. We
think there’s a good chance this will happen in the first quarter of 2021.
The Fed may feel compelled to act because fiscal policy is unlikely to pick up the slack. A divided Washington,
DC, will likely struggle to deliver fiscal stimulus, and if it does succeed, the package will, at best, probably offset
some of the economic damage from the winter—not boost growth.
Low interest rates. Given the bleak environment, the Fed simply won’t let rates rise meaningfully. We expect
10-year Treasury yields to range from 0.75% to 1.25%. Equity markets will wrestle with balancing vaccine
optimism and sparse investment alternatives against elevated valuations and a fiscal impasse. The dollar is
more likely to weaken than strengthen; it’s a bit expensive by most metrics, and the market will likely look ahead
to the next regime, which is likely to be dollar negative.
Medium Term (2Q 2021–4Q 2021): Accelerating Growth, Temporary Inflation Bump
Assuming effective vaccines become more widely available during 2021, the most-distressed industries can
begin to open in the second quarter and see resurgent activity over the summer, as people begin to travel,
attend in-person recreational events and do the things they couldn’t do for most of 2020. It won’t quite be an all
clear, but we should see a boost to growth as mobility improves.
(continued on next page)
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A Road Map to the Coming U.S. Economic Cycle (continued)

As growth increases, inflation is likely to exceed the Fed’s target temporarily next spring, as sharp price declines
from earlier 2020 drop from the year-over-year calculation. The underlying inflation rate will still likely be below
target, but headline consumer price inflation numbers will top 2.0% in mid-2021 before falling off again.
Accommodative monetary policy, contractionary fiscal policy. The Fed won’t just soften the blow from
COVID-19 and then go back to “normal.” It was worried about the outlook before the pandemic, and a reopening
rebound won’t change that. The Fed may not ease more, given its limited tool kit, but don’t look for any
tightening either. We expect the central bank to articulate its eventual QE exit, but that move won’t happen until
late 2021 at the earliest—with 2022 a more likely time frame.
Higher inflation expectations (which the Fed wants) could speed that timetable. We think fiscal policy would
move the needle there, but if Congress won’t pass meaningful stimulus in a bad economy it’s not likely to do so
in a strengthening one. Our outlook is for limited fiscal support at best, so the fiscal impulse for next year is
very likely to be contractionary.
Low interest rates and a weaker dollar. If growth accelerates as we expect, the Fed will be more amenable to
rising rates than in a weakening economy, so we see the scope for higher rates expanding during 2021. However,
with the Fed worried about the long term and still using QE to keep policy accommodative, rates are likely to
stay within a range of 1.0% to 1.50% for most of next year.
Equity markets will continue to wrestle with elevated valuations and an improved economy, with Fed
expectations potentially acting as the tie breaker. If investors start worrying about tighter monetary policy, a
headwind will develop. The dollar will most likely weaken over the medium term; for a few months, this will look
like proper reflation.
Long Term (2022 and Beyond): Sluggish Growth, Tepid Inflation
All of the factors that argued for lower growth pre-COVID-19—including high debt, populism and deglobalization,
remain—most of them accelerated by the pandemic. These trends will weigh on growth over the long run, as
they have for most of the past decade. Nominal GDP growth barely averaged 4% in the five years before the
pandemic; that level or even a bit lower seems likely on the other side.
Impotent monetary policy, fiscal policy as the key. In the long run, the Fed can’t generate sustainable
inflation on its own, making fiscal policy the key variable. Both monetary and fiscal policy must be in sync—
“joined at the hip,” as we call it—to push up growth and inflation sustainably. The Fed has opened the door, and
incoming Treasury Secretary Janet Yellen would be happy to walk through it with a sizable fiscal boost. But
Congress controls fiscal policy, and the expected political balance makes this unlikely.
Historically, when central banks monetize debt—as the Fed is essentially doing—inflation rises. But that’s
because fiscal authorities have taken advantage of that monetization by spending. If the U.S. can manage to do
that, it could break out of its rut and into a different regime. If not, the Fed won’t generate the higher inflation
it’s targeting. It all comes down to fiscal politics.
Low interest rates, potential loss of economic growth advantage. As long as the U.S. is in the expected
low-growth, low-inflation regime, the Fed will keep rates very low, limiting the potential rise in market-driven
rates. This isn’t to say that 10-year Treasuries will always yield below 1%, but a return to something on the order
of 2.5% or 3.0% isn’t likely for the foreseeable future.

(continued on next page)
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A Road Map to the Coming U.S. Economic Cycle (continued)

The U.S., with stagnant or even contractionary fiscal policy, would be almost alone among major economies.
This position would make its nominal GDP likely to flatten out sooner—and less likely to move meaningfully
higher over any forecast horizon. An environment like this could erode the growth advantage that has bolstered
U.S. equity markets at the expense of other regions. It would also suggest scope for long-term dollar
appreciation if the U.S. is left behind while the rest of the world works toward reflation.

2

U.S. Equity Investment Outlook
Peruvemba Satish, CFA Chief Investment Officer, Disciplined Equity
Kevin Toney, Chief Investment Officer, Global Value Equity
Greg Woodhams, CFA, 0Co-Chief Investment Officer, Global Growth Equity

Historic Concentration in Stock Market Argues for Active Risk Management
The market’s rebound to historic highs in recent months is highly unusual. For one, the rally has occurred in a
remarkably narrow segment of the market. In the broad Russell 1000® Index, the number of stocks
outperforming the index this year is as small as it has been since the technology bubble of 1998-1999.
Sector and style performance reflect the narrowness. From a sector perspective, consumer discretionary and
information technology have beaten the market by a wide margin, while from a style perspective, our analysis of
financial market data indicates high growth, profitability and momentum are virtually the only factor groups to
outperform the broad market so far this year as of November 30, 2020. To put an even finer point on it, the
difference in performance between high- and low-growth companies is as wide as it has been since 1999. The
spread between high and low profitability and expensive and cheap stocks is the widest in the 25 years we’ve
been tracking the data. And, high and low momentum spread is the largest since 2008.
We believe this has important implications going forward. Mean reversion is real— historically, these
relationships have tended to reverse or return to “normal” over time. With the market so stretched, we believe
actively managing downside risk is a key challenge because these reversals can be sharp and sudden.
We believe market risk is elevated and index-based strategies could be overconcentrated in richly valued stocks
trading at historic extremes. —Peruvemba Satish
Investors May Be Buying Large Tech Stocks at Market Highs
Investors may be paying too much for large-cap technology stocks that have risen to historically high levels.
Despite sharp declines in March and April amid COVID-19 lockdowns, the Russell 1000® Growth Index was up
more than 30% year to date as of August 31.
Technology stocks have helped drive growth’s advance. The result is an extreme valuation disparity with large
growth stocks trading at more than 32x earnings compared to just over 18x for large value stocks. As Satish
alluded to in his comments, this price trajectory is reminiscent of the technology bubble and financial crisis—
events that didn’t end well for many investors.
Beyond valuation, large technology companies face regulatory risks. In the U.S. and Europe, Big Tech
companies face antitrust concerns, issues related to user privacy protection and the spread of disinformation.

(continued on next page)
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U.S. Equity Investment Outlook (continued)

Taxes also loom large. Many multinational companies have legally avoided taxes using “transfer pricing”
strategies. They set, or transfer, prices of transactions among subsidiaries to register profits in low-tax
countries. This tax avoidance may change as developed countries collaborate in addressing some of the most
flagrant tax-avoidance strategies.
Highly concentrated portfolios are more vulnerable to swings in performance. Owning a diversified mix of
small-, mid- and large-cap stocks reduces the risk of holding a high concentration of large tech stocks. A mix
of growth and value exposures may also benefit performance as the long period of growth’s outperformance
could reverse in the future. Diversification doesn’t guarantee a profit or prevent a loss, but offers the potential
to manage volatility, improve risk-return characteristics and help mitigate risk.
As value investors, we believe holding a high concentration of stocks from a handful of large tech companies
poses downside risks. —Kevin Toney
Traditional Growth Sectors Are Home to Innovators
Discussions about whether investor portfolios should tilt toward growth versus value or whether certain
corners of the stock market are too expensive frequently overlook a key point: Traditional growth sectors
contain many of the companies redefining markets and business models.
Growth stocks have outperformed value stocks this year, and investors will have to decide whether they think
the outperformance is justified. Earnings growth in the growth universe also continues to outpace that of the
value universe. Further, this earnings growth isn’t restricted to a small number of companies.
Some have compared today’s market conditions with the dot-com era of the late 1990s through early 2001. We
disagree with this comparison, especially when we talk about large-cap growth stocks. Dot-com era leadership
came from companies with negative cash flows. Today, leadership comes from companies whose free cash
flow metrics are comparable to businesses in consumer staples, a sector noted for stable cash flows.
In our view, the investment challenge in today’s growth market is divining the duration and defensibility of
cash flow growth even as businesses change. Our research efforts take the long view. Multiple investment
themes in health care and technology have the power to transform—cloud computing, 5G telecommunications
networks, advances in cancer treatments and innovations in drug discovery tools, to name a few. Growth
strategies may help you gain exposure to these breakthrough developments.
Sectors and investment styles have rotated in and out of favor over time. We don’t let near-term concerns
about these shifts stand in the way of having long-term exposure to companies that are redefining markets
and business models. —Greg Woodhams
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Top 10 Reasons to Own Stocks in 2021
Howard F. Ward, CFA
Chief Investment Officer-Growth, GAMCO Asset Management

1.

An old Wall Street adage holds that sometimes a volatile market entices investors to buy despite doubt and
negative news. Right now, the “Wall of Worry” stands tall. If historic fires, hurricanes and social tensions
are not enough, how about the fall surge in COVID-19 cases, fading fiscal stimulus, sticky unemployment as
growth slows, election anxiety on both sides and a still unknown degree of permanent economic damage?

2.

Vaccines are coming, along with antivirals, with the task of widespread vaccine inoculation likely starting in
2021. Shutdowns of the economy are now unlikely. Vaccine progress should support rising consumer and
business confidence. Unemployment will continue to trend lower.

3. Large company surveys support a continuing “V” shaped rebound for the economy and GDP growth of 4-5%
in 2021. Many technology companies and companies with strong e-commerce operations have seen a
work-from-home driven acceleration in growth. The economy should be operating at record levels for GDP
and profits before 2022, although not all businesses will prosper.
4. Stimulus spending is coming. We expect passage of a fiscal stimulus package around $900 billion at some
point before February of 2021. This will provide support to the many smaller businesses and individuals
disadvantaged by COVID-19 and hopefully provide a bridge of support until vaccines are widely available
and the economy largely restored.
5. Small businesses are optimistic. The NFIB Small Business Optimism Index has returned to pre-COVID-19
levels. Small businesses employ twice as many people as large companies, so this is critical to a
sustainable recovery.
6. Housing is booming. Housing is the biggest job creator (with its multiplier) and we have a housing shortage.
Pent-up demand, demographics, work from home (with the flight to the suburbs) and record low mortgage
rates have created lean inventory levels of homes for sale. Housing has a long runway.
7.

Despite COVID-19, government lock downs and widespread unemployment, household net worth is at a
record high of $119 trillion, up $8 trillion from the end of March. This supports consumer confidence and
speaks directly to the financial well-being of the investor class.

8. Capital chases returns. Stocks are up and interest rates are at all-time lows. Money market funds reached
nearly $5 trillion in assets this summer, a record high. Equity allocations will rise thanks to TINA (There Is
No Alternative), FOMO (Fear of Missing Out) and FOMU (Fear of Massive Underperformance).
9. The Powell Put. Fed Chair Jay Powell cut rates to 0% and started QE with only 100 confirmed cases of
COVID-19. He is guiding to no rate rise through 2023. He is willing to let inflation overshoot the Fed’s 2%
target if it is good for jobs. His QE program is open-ended. He increased the Fed’s balance sheet by $2.5
trillion in 6 weeks, a feat that took 5 years (2008-2013) in the Great Recession. Liquidity is the fuel for all
bull markets. If inflation returns, stocks provide protection.
10. Dividends. Dividend income has never been so important. The S&P 500 dividend yield is 1.8%, well above
the 0.7% on a 10-year Treasury, which in turn is well above current yields offered by money market funds.
Investors, both individuals and institutions, are starved for income. Dividends offer a relatively generous
income stream and dividends grow roughly in line with earnings for the overall market. This is the new
normal and it will be this way for years.
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Eurozone – It’s not over yet
Apolline Menut, Eurozone Economist, AXA Investment Managers

Key points
•

Good news on the search for a coronavirus vaccine is unlikely to change the macro trajectory before
mid-2021 – we expect a weak end to 2020 and a shallow recovery in the first half of next year.

•

But by providing a horizon to normal health conditions, it should help governments to opt for more generous
stimulus. Deficits will remain large.

•

The ECB will make sure it does not really matter. Implicit yield curve control is on the way. This will require
flexibility. Discussions on the limits won’t be easy though and should be seen in the broader context of
revamping Brussels fiscal rulebook.

2020 not ending fast enough
For Eurozone economies, 2020 cannot end soon enough. After a 15.1% decline in the first half of the year and a
strong, but partial, rebound in the Q3, the euro area economy is set to contract again in Q4 (-4.1% qoq). The
autumn lockdowns triggered by the pandemic’s second wave are less restrictive than in the spring (schools, the
public sector and industry remain open this time), and so is our assumption of activity hit (-10% in November on
average for the euro area versus around -25% in April). But the euro area will finish the year 8.3 percentage
points (ppt) below end-2019 levels and with large dispersion across countries. Virus developments, stringency
of restrictions, exposures to the most affected sectors (see chart on top of next page) and fiscal supports vary
across countries. For that reason, we see German growth shrinking by “only” 6% yoy in 2020, half of the
contraction we expect in Spain, and much better than the 7.7% decline we project for the euro area as a whole.
A vaccine will boost growth in the second half
We expect a shallow recovery in the first half of 2021. The news of a vaccine from Pfizer and Moderna is
positive, helping dispel concerns that the lockdown/re-opening pattern and its persistent damage to trend
growth would be permanent. Yet its near-term growth impact should be limited in our view – production and
distribution capacity constraints suggest herd immunity may not be reached before the summer. In the
meantime, we think governments will keep in mind a key lesson of the summer experience: in an imperfect
testing/tracing environment, restrictions must be lifted gradually.
Despite a potentially positive confidence boost from the vaccine, countries have entered their second wave on
a weak footing, having managed only partial repair from the first. Eurozone consumer confidence had plateaued
over the summer and edged down in October even before stringent restrictions were announced. Although the
labor market impact has been largely cushioned by short-time working schemes, the number of unemployed
has increased by 15% since February and there are multiple signals of a job-poor recovery: employment fell by
2% yoy in Q3 and firms hiring intentions are down in both the services and industry sectors. In this context,
precautionary savings should remain elevated in the months ahead, capping household spending.

(continued on next page)
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Eurozone – It’s not over yet (continued)

Sectors most affected by renewed restrictions

Source: Datastream and AXA IM Research, as of November 16, 2020

The flipside is that corporations will continue to see demand as a key factor limiting production. Once again,
this comes while activity levels have not fully recovered from the first wave. Even in the less affected industry
sector, the capacity utilization rate is still 6% below its pre-crisis level – it has barely improved from a record
low in the services sector. Despite the help from short-time working schemes, profits have been squeezed,
credit risks are piling up – banks have tightened credit standards on corporate loans already and expect further
tightening in Q4 – and debt has risen sharply. This is not conducive to stronger investment, even without
mentioning the risks of rising bankruptcies. So far, these have been suppressed by temporary regulatory
forbearances, but demand may not pick up quickly enough to avoid them.
The broad deployment of a vaccine should allow for a full unwinding of containment measures, leading to some
growth acceleration in the second half of 2021. A supportive external environment will add to a significant
bounce-back of the domestic hospitality sector. Household consumption (precautionary savings to be
unleashed) and exports (rising tourism) should fuel the recovery, but an investment rebound is likely to be
capped by the debt legacy. In Q4 2021, we see euro area private consumption just 3.2% below its pre-COVID-19
level, but investment still 8.1% lower. Overall, the Eurozone should round off the year with 3.7% annual growth,
followed by another solid 4.4% in 2022. Still, the economy would only be back to its pre-pandemic level at the
end of our forecast horizon (See top of next page).

(continued on next page)
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Eurozone – It’s not over yet (continued)

Exhibit 6: A long time to come back to square one

Datastream and AXA IM Research, as of November 16, 2020

Enabling “last mile” policy support in the first half of 2021
If we think the vaccine boost to growth will be limited in the near term, we nonetheless believe it will have a
strong and early impact on economic policies. The perspective of restoring normal conditions at some point in
the second half of 2021 should make policymakers more generous with their stimulus. Indeed, if the first half of
the year is the “last mile”, then fiscal authorities should be less worried about the risks of an endless drift in
public debt and take the risk of providing more support in the months ahead.
This would be particularly relevant for Spain, which has adopted a slightly more hesitant fiscal approach so far.
Indeed, fiscal stimulus in 2020 has been broadly similar across countries at around 4.5 to 5.5% of GDP, but the
GDP loss, as discussed above, has not – meaning that Germany has done relatively more, and moved earlier,
than Spain to repair its economy. For 2021, Spain is betting heavily on the Next Generation EU package funds
(€27bn), but disbursement will not happen before the second part of the year and will only peak in 2024. On a
side note, we remain constructive on the resolution of the rule of law standoff: the economic – and probably
geopolitical – pain for Poland and Hungary would be too significant for them to actually veto the EU budget.
Germany, France and Italy did not wait for the vaccine to boost their fiscal responses. Renewed lockdown
pushed France to shift its fiscal cliffs, extending short-time work and state loans guarantees schemes. In
addition, the quantum of help to enterprises has increased. Germany announced a €10bn support package to
pay 70 to 75% of revenue losses to businesses directly affected by the November lockdown and an extension of
the bridge-funding fixed-cost grants for business until mid-2021. In France, eligibility for the solidarity fund
payments has been eased and payments are being more generous than in the spring. The same is true in Italy,
with a €8bn package. We believe the vaccine will make it easier for these damage control measures to be
extended well into Q1 and could even spur some proper demand stimulus. One obvious consequence is that
2021 deficits – and debt – will be larger than planned in the Budgets sent to the European Commission in
mid-October. We think the European Central Bank (ECB) will make sure this has no adverse impact.

(continued on next page)
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The ECB – in it for the long haul
ECB support during the first phase of the pandemic has been prompt and swift, ensuring easy financing
conditions and reducing fragmentation. More is coming in December to face the second wave. At the ECB
Forum on central banking, President Christine Lagarde suggested that the Pandemic Emergency Purchase
Programme (PEPP) and the Targeted Longer-Term Refinancing Operations (TLTROs) will remain the tools of
choice. We expect a top-up of the PEPP by €500bn with an extension until end-2021, with reinvestments until
end-2023, and more generous TLTROs, with a longer discount period until end-2021 at least, and potentially a
lower dual rate.
But beyond the short-term monetary policy hints, Lagarde seized the opportunity of the ECB Forum to explicitly
unveil a strategic shift, which to some extent pre-empts the conclusions of the review which has barely started
(and where we expect symmetric inflation target and some implicit form of average inflation targeting). By
saying that “monetary policy has to minimize any ‘crowding-out’ effects” of fiscal policy, she is de facto
engaging the ECB in an implicit yield curve control. This means that a relaxed approach to the ECB limits
should be here to stay. Indeed, the central bank can hardly tell governments “we have your back” and then
withdraw support because their holdings of sovereign bonds have reached a certain level. In the near term, this
has only limited implications – flexibility is embedded in PEPP, and an extension until end-2021 seems (almost)
a done deal.
Yet things might get a bit bumpy towards the end of 2021. By that time, as per our baseline, the euro area will
no longer be in a proper “state of emergency.” Maintaining PEPP beyond such point would be difficult to justify.
True, inflation would still be below target at 1.5% as per the ECB’s latest forecasts – artificially boosted by
upward base effects due to the reversal of the German Value-Added Tax rate cut. This alone would mean the
monetary policy stance will have to remain accommodative. Fiscal policy will also probably need to remain
supportive, as output gaps would still be significantly negative. This should call for boosting the ECB’s
“ordinary” quantitative easing program, the Asset Purchase Program (APP). A fiscally-supportive German
government (with general elections in September 2021) and the Recovery and Resilience Fund (which offers
another pool from which the ECB will be able to buy) might help to buy time before the APP limits bind. Still,
the market may question the credibility of APP if the ECB fails to explicitly tackle the “limits” issue.
Cooperation between monetary and fiscal policy needs mutual trust, and that’s why discussions in Brussels on
the fiscal rulebook will be key to monitor.
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Global Fixed Income: The Year of Less Uncertainty,
More Certainty
Jack P. McIntyre, CFA

In determining where bond markets may head in 2021, there are three major developments to consider. First
and right out of the gate is the remaining influence of COVID-19 on the global economy. The pandemic will
impact economic activity through the first half of the year with a significant shift in the second half. However,
this impact will not be linear across all economies. It also will be a case of “it’s darkest before the dawn,” as
infection and mortality rates will remain elevated until the vaccine implementation program becomes more
widespread. However, we need to consider what scenario is already being reflected in bond market sentiment.
The Treasury market appears to be looking into 2021 when the vaccine will be readily available (see Chart on
the next page). The prior two times when hospitalization rates were in the vicinity of 60,000 people there was a
flight to safety bid in Treasuries. Not this time, despite the hospitalization rate being at 100,000 and likely to
rise. This change signals the Treasury market is more forward looking and starting to discount 2021’s
normalization, aided by the widespread distribution of the vaccines.
(continued on next page)

January 2021 I 10

Global Fixed Income: The Year of Less Uncertainty, More Certainty (continued)

U.S. COVID-19 Hospitalizations vs. 10-Year Government Bond Yield
Persons, %, As of December 3, 2020

Source: Brandywine Global, Macrobond, The COVID Tracking Project

The second key factor to figuring out the glide path for global bond markets involves expanding the uncertainty
analysis to also include “political and economic” uncertainty. This factor is more concentrated on the U.S. but
has a global reach. In early January, we will learn the outcome of the run-off Senate election in the state of
Georgia, which is critical to the U.S. political and economic agendas. When push comes to shove, we will see an
orderly transition of power at the White House in mid-January. We expect to see overall political volatility
diminish in 2021 and beyond.
The third factor involves the global monetary policy front, where we also expect to see less uncertainty due to
key influences. Inflation should not be a significant issue in 2021, which will keep global monetary policy biased
toward more accommodative polices. This expectation is drastically different from the post-Global Financial
Crisis (GFC) experience when there was a collective rush to remove policy stimulus (see Chart on the next
page). The use of “unorthodox” policies back then ignited a fear of monetary induced inflation. However, it
never happened. Central bankers have since changed their tune on inflation coming into 2021 with a more
welcoming attitude toward higher prices. Unlike in the past, they won’t fight it. If market rates were to spike
higher, we would expect an increase in rhetoric on the potential use of yield curve manipulation, but we are not
there yet.

(continued on next page)

January 2021 I 11

Global Fixed Income: The Year of Less Uncertainty, More Certainty (continued)

Central Banks Were Quick to Remove Stimulus after the GFC
%, As of December 3, 2020

Source: Brandywine Global, Macrobond, RBA, ECB, RBNZ, Riksbanken

What are the market implications of this “step function” lower in medical, political, economic, and monetary
policy uncertainty? It means that bond market volatility will remain low, which will support the collective search
for yield in 2021. Marry this development with a shortage of yield. There is now in excess of $17 trillion equivalent
of negative-yielding nominal sovereign bonds. The bottom line is fixed income securities that offer a riskadjusted yield relative to this giant pool of negative-yielding bonds will capture outsized capital flows. Yes,
spreads have already narrowed across most non-sovereign credit, but there will be more room to go. However, we
expect the primary beneficiary of these capital flows to be emerging market local currency bonds. On a real yield
basis, they continue to look attractive outright and relative to developed market bonds (see Chart below).
Real 10-Year Bond Yield Rankings - Based on 12 Month % Change of Headline CPI
% as of October 31, 2020

Source: Brandywine Global, Macrobond
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2021 Investment Outlook
A macroeconomic and asset allocation framework
Kristina Hooper, Chief Global Market Strategist, Invesco

The year 2020 saw the global economy plunged into economic turmoil. Unlike many past crises, this one was
unique in that it was not economic in origin but started as a health crisis. The COVID-19 pandemic rapidly
impacted the economy through lockdowns across the globe, which stymied economic activity and caused an
unprecedented destruction of demand. Given these circumstances, we recognize that the shape of economic
growth in the coming year is dependent on a wide variety of factors, including: infection rates, fiscal policy,
monetary policy, public health policy including the severity – or “stringency” – of lockdowns, progress towards
the development of therapies and a vaccine, and consumer and business confidence.
To address the breadth of possibilities that lie ahead in this environment, we at Invesco brought some of our
experienced investment professionals and thought leaders together to create an outlook for 2021 – a base case,
an upside scenario and a downside scenario. Our goal is to provide you with a range of possibilities, enabling
you to select the scenario that aligns most closely with your expectations for the coming year. To provide a
broader perspective we have addressed these scenarios on both a global basis and with respect to specific
economies – the United States, the eurozone and China. We begin first with an assessment of the macro
outlook, followed by the investment implications we see tied to see these conditions.
What we have learned thus far
An economy’s ability to manage the spread of the virus is critical to its economic recovery in the absence of a
vaccine. East Asia – in particular, China, Japan and South Korea – has managed the virus well as a result of
targeted lockdowns and coordinated social efforts. Much of the developed world and many emerging markets,
on the other hand, have struggled to contain the pandemic. This difference is reflected in economic activity:
those countries that have effectively curtailed the virus have been less impacted economically. We must also
recognize that even in the absence of lockdowns, economic activity can be impacted by a rise in infections,
which can impact confidence and result in behavioral shifts in consumption.
We have also learned that the pandemic has disproportionately impacted the services industry versus the
manufacturing industry due to social distancing measures and changes in behavior. We expect this pattern is
likely to continue until a vaccine is developed and distributed.
This recovery has also demonstrated the importance of policy support throughout this crisis for both
economies and markets. Across the globe, countries have enacted significant fiscal spending programs; as a
result, the economic recovery has been relatively strong in a number of economies. Some economies have run
the risk of not providing adequate fiscal stimulus, especially some emerging markets economies.
Major central banks around the world have provided even greater monetary policy support, undertaking a range
of policies to support economies including a massive expansion of their balance sheets through large-scale
asset purchases. In addition to impacting the economy, this has had a substantial impact on capital markets.

(continued on next page)
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Our Base Case
Our base case scenario projects that the global economy continues to recover albeit unevenly and at a slower
pace. COVID-19 had an extremely negative impact on the Chinese economy, but its recovery is well underway.
We expect China to outperform given its better control of the virus, while the US and Eurozone are likely to
experience pauses in their respective re-openings given our expectation of partial lockdowns – although some
fiscal stimulus will continue to support activity. Our assumption in this scenario is that an effective vaccine will
be developed and rolled out in the back half of 2021. In this environment, we expect the goods economy will
continue to outpace services earlier in the year until the rollout of a vaccine in the second half of 2021, when
services rebounds more robustly.
Our Upside Case: “V” for Accelerated Vaccine
In this scenario, the global economic recovery is more robust, led by China but with other economies
participating more quickly due to the development and distribution of a vaccine in the first half of 2021. We also
assume greater fiscal stimulus in this scenario affords a faster recovery.
Our Downside Case: Double-Dip
In this scenario, we assume multiple waves of the virus which are difficult to control, requiring renewed
national lockdowns in many countries and weighing down the global economy. In this scenario, we assume
fiscal and monetary stimulus is too slow and inadequate as the political will and fiscal space for these policy
actions prove to be less than in 2020.
Asset Allocation Recommendations
These three scenarios in turn dictate our asset allocation views:
In our base case scenario, we expect equities to outperform fixed income as growth moves above trend, the
global earnings cycle recovers, and risky assets are supported by ample money supply growth. Gradual reopening of face-to-face sectors to favor cyclicals, value and small/mid cap stocks, also supported by attractive
valuations and rising bond yields. Improving risk appetite and a depreciating US dollar drives outperformance
in emerging market (EM) equities over developed markets (DM). Currency and local market valuations favor DM
ex-US over US equities, supported also by cyclical outperformance in 2021 and a rotation away from growth
into value sectors and regions. In fixed income, we believe credit markets have room for additional spread
compression and may offer attractive risk-adjusted returns. Global yield curves may steepen with gradually
rising bond yields but remain well-anchored by asset purchase programs and low inflation expectations. Real
assets are expected to do well with low and stable inflation.
In our upside scenario, we would take a more ‘risk on’ approach, expecting equities to more dramatically
outperform fixed income. Given our assumption that a vaccine will be developed more quickly, we would expect
cyclicals, value and small/mid cap stocks to begin to perform well earlier in 2021.
In our downside scenario, we would take a more ‘risk off’ approach, expecting fixed income to outperform
equities. Within equities, we would favor defensives, given our expectation that it will take longer for the
development of a vaccine. Within fixed income, we would favor US Treasuries, credit and longer duration bonds.
In this environment, we would favor the US dollar versus other currencies.
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IMPORTANT INFORMATION
Information provided in this newsletter is general in nature, is provided for
informational purposes only and should not be construed as investment
advice. The views and opinions expressed are those of the authors as of
the date of their contribution, and do not necessarily represent the views
of their affiliated investment advisors, Equitable Investment Management
Group, LLC or its affiliates. Any such views and opinions are subject to
change at any time based on market, or other conditions, and are not
intended to be a forecast of future events, a guarantee of future results or
investment advice. Securities and sectors referenced should not be
construed as a solicitation or recommendation, or be used as the sole basis
for any investment decision.
Past performance is not a guarantee of future results. Portfolio re-balancing
and diversification do not guarantee a profit or protection against loss in a
declining market.
No guarantee or representation is made that investment objectives and/or
opinions stated will be achieved. The experience of each specific client
or investor may vary.
The information has been established on the basis of data, projections,
forecasts, anticipations and hypotheses, which are subjective. These
analyses and conclusions are the expression of an opinion, based on
available data at a specific date. Due to the subjective aspect of these
analyses, the effective evolution of the economic variables and values of the
financial markets could be significantly different from the projections,
forecasts, anticipations and hypotheses, which are communicated in this
material.
Russell 1000® Index measures the performance of approximately 1,000 of
the largest companies in the Russell 3000® Index, and represents
approximately 92% of the total market capitalization of the Russell 3000®
Index. It is market-capitalization weighted.
Russell 2000® Growth Index measures the performance of those Russell
2000® Index companies with higher price-to-book ratios and higher
forecasted growth values. It is market-capitalization weighted.
S&P 500 Index or the Standard & Poor’s 500 Index is a marketcapitalization-weighted index of 500 of the largest publicly traded
companies in the U.S.. The index is widely regarded as the best gauge of
large-cap U.S. equities.
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1290 Funds is part of the family of mutual funds advised by Equitable
Investment Management Group, LLC (EIM). EIM is a wholly owned subsidiary
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Equitable Distributors, LLC is the wholesale distributor of the 1290 Funds.
Equitable Advisors, LLC (member FINRA, SIPC) (Equitable Financial Advisors
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An investor should consider investment objectives, risks,
charges and expenses carefully before investing. Obtain a copy
of the prospectus at 1290funds.com, which contains this and
other information, or call (888) 310-0416. Read the prospectus
carefully before investing.
The Funds are distributed by ALPS Distributors, Inc., which is not affiliated
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