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EQUITY SUMMARY

Equity markets staged an incredible rebound during the second quarter, with global equities 
retracing much of the steep decline that started during the first quarter. Despite the rising market, 

equity volatility remains elevated, but it has declined from the historically high levels it reached during 

the peak of the COVID-19–related economic crisis in March, reflecting the considerable uncertainty 

that persists as companies navigate the perilous global health and economic environment. The 

technology and consumer discretionary sectors have led the recovery while financials and energy 

equities have trailed the market, leaving both sectors deep in negative territory year to date. Investors 

are largely looking through 2020 earnings, and they are pricing in a strong 2021 earnings rebound 

as forward P/E multiples near 22x. US large-cap equities have been among the strongest performers, 

with the technology-heavy S&P 500 Index nearly back to precrisis levels while US small caps continue 

to lag. Along with the pandemic, a lack of clarity over the United Kingdom’s post-Brexit trading 

relationship with the EU has continued to weigh on UK equities, which have lagged global peers. 

Equities in a number of emerging market countries remain well below their year-end levels, with 

markets such as Brazil and Greece off more than 30% to date. 

Source: FactSet as of 30 June 2020. United States = S&P 500, Canada = MSCI Canada, United Kingdom = MSCI United Kingdom, 
Japan = MSCI Japan, Australia = MSCI Australia, Global = MSCI AC World, Europe ex UK = MSCI Europe ex-UK, EAFE = MSCI EAFE, 
Asia ex Japan = MSCI Asia ex Japan, Emerging Markets = MSCI Emerging Markets.
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SALES GROWTH (YOY%) NET PROFIT MARGIN (%) DIVIDEND YIELD (%)

Current 10-Year Average Current 10-Year Average Current 10-Year Average

United States -0.5 4.0 10.6 10.2 1.9 2.0

Canada -0.2 6.3 10.1 10.5 3.4 2.9

EAFE -3.3 2.2 6.7 7.0 3.3 3.4

Europe ex UK -2.2 2.3 7.0 7.2 3.1 3.5

Japan -2.3 2.1 5.0 4.6 2.5 2.2

United Kingdom -8.6 2.6 7.0 8.1 4.6 4.1

Australia -2.0 2.4 13.4 14.0 3.9 4.7

Asia ex Japan 2.4 9.2 8.9 9.6 2.5 2.6

Emerging Markets 1.6 8.9 8.8 9.7 2.7 2.8

Global -1.1 3.8 8.8 8.7 2.4 2.6

Source: FactSet as of 30 June 2020. Data shown are trailing (last twelve months). United States = S&P 500, Canada = MSCI Canada, 
United Kingdom = MSCI United Kingdom, Japan = MSCI Japan, Australia = MSCI Australia, Global = MSCI AC World, Europe ex UK = 
MSCI Europe ex-UK, EAFE = MSCI EAFE, Asia ex Japan = MSCI Asia ex Japan, Emerging Markets = MSCI Emerging Markets.
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FIXED INCOME SUMMARY

Massive amounts of monetary and fiscal stimulus have been injected into the global economy, 
and it appears more is likely to come. The collapse of yield curves around the globe has left little 

dispersion in developed market sovereign yields, with many 10-year government bond yields now 

below 1%. Lower growth and inflation expectations coupled with central bank policy cuts and 

quantitative easing programs are likely to keep sovereign yields restrained for a considerable period 

of time. Global investment-grade corporate and high-yield bond spreads have recovered somewhat 

from their violent March widening following the intervention of the US Federal Reserve, the European 

Central Bank and other central banks around the world, though global high-yield spreads remain 

elevated. While default risks are less pronounced today than they were during the first quarter, they 

continue to represent a major risk that is difficult to quantify given the uncertainty of the economic 

environment. Pockets of opportunity remain within investment grade, although selectivity will be key, 

as financial discipline will be required to negotiate such uncertain times. Weak commodity prices, 

lower capital inflows, lower global demand and health care crises will be headwinds for emerging 

market debt issuers. 

Source: FactSet as of 30 June 2020. 
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YIELD TO MATURITY (%) DURATION (YEARS)

Current 10-Year Average Current 10-Year Average

US Treasuries 0.5 1.6 7.2 5.8

Global ex US Sovereigns 0.8 1.3 8.1 7.1

Emerging Markets Debt 5.1 5.9 8.1 7.1

Global Investment Grade 1.9 2.9 7.4 6.3

Global High Yield 7.1 6.9 4.3 4.3

US Municipal Bonds* 1.5 2.5 5.4 6.8

Source: FactSet as of 30 June 2020. US Treasuries = Bloomberg Barclays US Aggregate Government Treasury Index, Global Sovereigns 
ex US = Bloomberg Barclays Global Aggregate ex US, Emerging Market Debt = JP Morgan EMBI Global, Global Investment Grade 
= Bloomberg Barclays Global Aggregate Corporate, Global High Yield = Bloomberg Barclays Global High Yield, Municipal Bond = 
Bloomberg Barclays US Municipal. 

*yield to maturity unavailable for the municipal bond, so yield to worst is shown instead. 
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OUTLOOK EQUITY INSIGHTS LONG-TERM VIEW

FAVORABLEUNFAVORABLEE

UNITED STATES

 The US economy officially entered a recession during the first quarter as government-

mandated social distancing brought large portions of the economy to a near standstill. 

The economy contracted 5%, and consensus estimates expect a contraction of 40% or 

more in the second quarter on the heels of soaring unemployment. 

 US companies continue to recapitalize their balance sheets through both debt and 

equity markets, with more than $60 billion in secondary equity offerings in May 

alone and more than $1 trillion of new bond offerings so far this year. A substantial 

percentage of companies in the S&P 500 companies have suspended earnings 

guidance amid clouded business visibility.

 The US Federal Reserve has committed to low interest rates at least through 2022 and 

has expanded the scope of its quantitative easing programs, pushing the size of its 

balance toward $7 trillion. These and other Fed actions have improved liquidity and 

tightened credit spreads, resulting in more orderly financial markets. And despite the 

vast scope of recent Fed actions, Chair Jerome Powell insists that the central bank has 

plenty of ammunition left with which to fight off further economic weakness. Markets 

also anticipate additional fiscal support to help restore the economy to health on top of 

the roughly $2.6 trillion appropriated to date. 

 Aided by this unprecedented level of monetary and fiscal support, the US equity 

market mounted one of the most impressive rallies in history in the second quarter, 

nearly retracing its Q1 downdraft to pre–COVID-19 levels, with technology and remote 

work-related equities leading the charge. However, equity markets once again appear 

expensive, trading at nearly 22x forward earnings. Markets are largely looking through 

Q2 earnings, which are expected to decline around 45%. 

 Energy prices have largely recovered from their Q2 swoon, with West Texas 

Intermediate crude rising to the high $30s. Still-low gasoline prices will serve  

as a tailwind for consumers as states begin the arduous process of reopening,  

but this tailwind will not be strong enough to make up for the enormous decline in 

energy demand. 

FAVORABLEUNFAVORABLEBLE

KEY:    Q2 ‘20        Q3 ‘20
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CANADA

 Pandemic lockdown measures set in motion a sharp 8.2% contraction in Canada’s 

economy in the first quarter of 2020. The economy is likely to weaken further in the 

second quarter, with many predicting a decline of up to 45%. Weak demand for 

gasoline and services pushed inflation below 0% for two consecutive months at the 

same time as unemployment spiked to nearly 14%. While the economy is likely to 

enter a recession in 2020, many believe it will be short-lived and that a recovery will 

commence in 2021. 

 After cutting rates three times in March, the Bank of Canada is expected to keep rates 

near 0% through 2021. The central bank will continue its quantitative easing program 

— which was initiated in Q1 — until an economic recovery is well under way. The size 

of the BOC’s balance sheet equates to 23% of GDP, up from 5.5% in January, and will 

continue to rise as the central bank expands its purchasing program. 

 Mounting financial losses caused by weak demand and low prices prompted oil 

companies to cut daily crude output by roughly one million barrels. While the 

pandemic-led oil shock initially put significant downward pressure on the energy 

sector, the resulting reduction in production freed up space in congested pipelines 

that had kept the price for Canadian crude low relative to West Texas Intermediate. 

Lower levels of output are likely to continue well into the recovery stage, so the current 

pipeline system is now better equipped to handle the flow until new projects currently 

under way come into service by the end of 2023. The energy sector is down 30% year 

to date, an improvement over the end of March. Canadian oil prices have risen to $29 

per barrel from $5 three months ago. 

 Fitch downgraded Canada’s long-term foreign currency issuer default rating from 

AAA to AA+, citing significant deficit spending to fight the pandemic and much higher 

public debt ratios ahead. While the higher deficit may prove temporary, the economy’s 

investment and growth prospects are expected to face continued challenges. 

Despite these headwinds, Canadian equities have rallied remarkably since the March 

drawdown, rising about 37% since the 23 March low. However, there are signs of 

deteriorating equity fundamentals, particularly in earnings and sales growth. 

FAVORABLEUNFAVORABLE

KEY:    Q2 ‘20        Q3 ‘20
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EMERGING MARKETS 

 Early in 2020, easing trade tensions faded from investors’ view as attention shifted to 

the COVID-19 crisis. Against this backdrop, emerging market equities underperformed 

those of developed markets in the first half of the year. Cyclical industries, such as 

energy, materials, industrials and financials, underperformed other sectors during this 

period of severe economic disruption. Conversely, the health care sector has delivered 

year-to-date relative outperformance driven by biotechnology, life sciences tools, 

health care equipment, and supplies and pharmaceuticals. 

 Recent pandemic-related figures from parts of Asia, including China, South Korea and 

Vietnam, show that coronavirus outbreaks appear under control for now. However, 

many new cases are occurring in India, Latin America and parts of Africa. As nations 

with fewer numbers of new cases have begun to reopen, recoveries are taking place in 

Asia and parts of Emerging Europe. Specifically, output in China, Taiwan and Vietnam 

has returned to pre-coronavirus levels, while Latin America remains 40% to 60% below 

its pre-coronavirus level. 

 Although there has recently been a rise in the services purchasing managers’ 

indices among the BRIC economies, services are likely to lag manufacturing since 

manufacturing companies should experience less pain from continued social 

distancing measures than their service-oriented counterparts. 

 With growth and inflation set to remain weak, monetary policy easing continued for 

many EM nations in the quarter. As some policy rates approach the zero lower bound, 

more EM central banks are likely to consider unconventional policy, something that 

many would have considered unthinkable not too long ago. Two examples are the 

Bank of Korea hinting at adopting yield curve control for government bonds and Chile 

considering a quantitative easing program. 

 Chinese equities have outperformed developed and other emerging markets.  

China, the world’s largest importer of oil, has benefited from a substantial drop in 

energy prices while local market interventions have tended to limit volatility and helped 

keep the yuan mostly stable. While exports remain a key part of China’s economy, 

domestic demand continues to play an increasingly important role, especially as the 

country emerges earlier from the coronavirus crisis than the rest of the world, having 

entered it sooner.

FAVORABLEUNFAVORABLE

KEY:    Q2 ‘20        Q3 ‘20
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EAFE 

Europe ex UK 

 Though the recovery in prices has been somewhat less robust than that in the US, 

European shares have rebounded as economies across the continent have begun the 

slow process of reopening and the number of cases of COVID-19 has fallen. As of 30 

June, the MSCI Europe ex UK index stands 10.75% lower than where it began the year. 

 The market rally has pushed valuations higher amid a cloudy earnings outlook, trading 

at 18.6x NTM estimates, the richest level in 18 years and well above the roughly 15x 

average of the past half-decade. 

 Helping to soothe the nerves of investors has been significant monetary intervention 

from the European Central Bank via its Pandemic Emergency Purchase Program 

— recently increased in scope to €1.35 trillion — along with heavy emergency fiscal 

outlays across the continent and the prospect of a first step toward fiscal union if a 

European Commission proposal to aid countries such as Italy and Spain is adopted.

 A small tech sector and a reliance on old economy sectors such as industrials and 

financials are a headwind relative to US performance, though risk/reward metrics may 

favor Europe in the near term. A robust global economic recovery could favor value, 

a factor Europe is heavily exposed to. A lower-for-longer interest rate environment 

weighs on financials from a net interest margin perspective, but easy ECB monetary 

policy has produced a pickup in lending, suggesting credit transmission is functioning.

FAVORABLEUNFAVORABLE

KEY:    Q2 ‘20        Q3 ‘20
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EAFE 

Japan 

 Japanese equities have been among the better performers globally coming out of the 

crisis, declining a bit more than 9.5% from levels where they began 2020 and trailing 

the MSCI World Index by just over 2%. 

 With relatively fewer monetary policy tools at the Bank of Japan’s disposal than at some 

other central banks, Japan has aggressively used fiscal policy in an attempt to offset the 

impacts of the pandemic, pledging government expenditures totaling the equivalent 

of $2.2 trillion. The BOJ has pledged to maintain its ultralow rate policy at least through 

fiscal year 2022 and has increased purchases of exchange-traded funds and instituted 

corporate support measures.

 Foreign demand for Japanese exports will be a critical component of any economic 

recovery, and one that is outside of policymakers’ control. Though a collapse in global 

demand early in Q2 due to COVID-19 lockdowns will be a difficult hurdle to overcome 

in the near term, investors hope that the tremendous amounts of fiscal and monetary 

policy support being provided globally will be enough to revive demand worldwide, 

not just domestically.

 Year to date, health care and communications services have been strong performing 

sectors while financials, industrials, consumer discretionary and real estate have  

been laggards. 

 Amid a global re-rating in equity valuations, Japanese valuations have risen to their 

highest levels of the past decade, nearly 17.5x next-twelve-months analysts’ earnings 

estimates, as low interest rates force investors to assume greater-than-usual risks in 

search of acceptable returns. 

FAVORABLEUNFAVORABLE

KEY:    Q2 ‘20        Q3 ‘20



page 8 of 14FOR INVESTMENT PROFESSIONAL AND INSTITUTIONAL USE ONLY

Capital Markets View 
Q3 2020 - US Edition

OUTLOOK EQUITY INSIGHTS LONG-TERM VIEW

FAVORABLEUNFAVORABLE

EAFE 

United Kingdom

 As in much of the rest of the developed world, UK policymakers acted aggressively 

to offset as much of the economic damage caused by the COVID-19 pandemic 

as possible using a combination of fiscal and monetary tools. But from a market 

perspective, the results have been less impressive than in some other developed 

markets, with the MSCI UK index trading 18.3% lower than the level at which it  

opened 2020. 

 Overhanging the UK economy is a lack of progress in negotiations with the European 

Union aimed at a post-Brexit trading arrangement. The UK has refused to extend 

the transition period for negotiating a comprehensive agreement. Therefore, it looks 

increasingly likely that only a bare-bones agreement will be reached or that the UK will 

fall back on trading with the EU on World Trade Organization terms, a move it believes 

will allow it to retain maximum regulatory autonomy.

 Despite the earnings backdrop being clouded by uncertainty over the recovery path, 

valuations have re-rated significantly in recent months, trading now at nearly 16x 

next-twelve-months estimates, the highest in nearly five years. That’s up from just 

12x in the first quarter of this year. Five sectors are down 25% or more year to date 

(communications services, consumer discretionary, energy, financials and real estate) 

while none are positive. Only three sectors — healthcare, consumer staples and utilities 

— are down fewer than double digits. 

 Though UK dividends are still the highest yielding globally, they have been cut nearly 

27% year to date.

 As a result of the coronavirus lockdown, the economy is forecast to contract around 

7.5% in 2020.

FAVORABLEUNFAVORABLE

KEY:    Q2 ‘20        Q3 ‘20
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EAFE 

Australia

 Australian shares performed admirably in the second quarter, largely keeping pace 

with their developed market peers. Economic activity contracted significantly in late 

March and April, but recent data suggests that it began to recover in May. The package 

of monetary policy measures implemented by The Reserve Bank of Australia in 

mid-March contributed to accommodative financing conditions, including a record-

low benchmark rate of 0.25%, an unlimited bond-buying program and yield curve 

control. The government also injected tens of billions of dollars into the economy to aid 

businesses and households during the lockdown.

 Australia is likely facing its worst contraction since the Great Depression and is 

experiencing its first recession in 29 years after the country’s economy shrank 0.3% 

in the first quarter. Almost 600,000 jobs were lost in April alone before lockdown 

restrictions were eased. Household consumption was the biggest drag on growth last 

quarter, with massive declines in spending on clothing, cars, transport, recreation, 

hotels and restaurants.

 Chinese economic activity began to pick up noticeably in March and April after a dismal 

January, helping underpin demand for Australia’s main export, iron ore. A surge in ore 

prices and a recovery in global risk appetite has, in turn, boosted the Australian dollar. 

There has been an uptick in political tension between Australia and China in the wake of 

the coronavirus outbreak.

 Australia’s dividend yields are traditionally among the highest in the world, but  

payouts are at risk of being slashed amid a deep global recession and as regulators 

place restrictions on usually reliable bank dividends so lenders can preserve capital 

in order to better withstand the credit stress that could accompany a protracted 

economic downturn. 

FAVORABLEUNFAVORABLE

KEY:    Q2 ‘20        Q3 ‘20
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ASIA EX JAPAN 

 With China’s economy the first to be impacted by the coronavirus outbreak, it is 

several months ahead of most of the rest of the world on the path towards recovery. 

Its manufacturing sector rebounded first and now the services economy is bouncing 

back as well. Given the lag between China’s recovery and that of the rest of the world, 

demand for China’s exports could be subdued for some quarters to come. However, 

output in Taiwan and Vietnam has returned to prepandemic levels.

 In China, economic stimulus to offset the effects of the pandemic has been a small 

fraction of that undertaken in developed markets, and in comparison to India, whose 

government has pledged a support package worth more than 10% of GDP and whose 

central bank has eased monetary policy aggressively. Rates in South Korea and Taiwan 

were slashed to record lows in response to the pandemic.

 In the aftermath of the health crisis, the reorientation of global supply chains could be a 

vulnerability for the region if developed economies undertake efforts to become more 

resilient and self-reliant. 

 MSCI AC Asia ex Japan Index valuations are less stretched than those of many 

developed markets, trading at just under 15x NTM estimates, which compares 

favorably to the MSCI World Index’s 20 times. 

FAVORABLEUNFAVORABLE

FAVORABLEUNFAVORABLE

JAPAN 

 Japanese equities have been among the better performers globally coming out of the 

crisis, declining a bit more than 9.5% from levels where they began 2020 and trailing 

the MSCI World Index by just over 2%. 

 With relatively fewer monetary policy tools at the Bank of Japan’s disposal than at some 

other central banks, Japan has aggressively used fiscal policy in an attempt to offset the 

impacts of the pandemic, pledging government expenditures totaling the equivalent 

of $2.2 trillion. The BOJ has pledged to maintain its ultralow rate policy at least through 

fiscal year 2022 and has increased purchases of exchange-traded funds and instituted 

corporate support measures.

 Foreign demand for Japanese exports will be a critical component of any economic 

recovery, and one that is outside of policymakers’ control. Though a collapse in global 

demand early in Q2 due to COVID-19 lockdowns will be a difficult hurdle to overcome 

in the near term, investors hope that the tremendous amounts of fiscal and monetary 

policy support being provided globally will be enough to revive demand worldwide, 

not just domestically.

 Year to date, health care and communications services have been strong performing 

sectors while financials, industrials, consumer discretionary and real estate have  

been laggards. 

 Amid a global re-rating in equity valuations, Japanese valuations have risen to their 

highest levels of the past decade, nearly 17.5x next-twelve-months analysts’ earnings 

estimates, as low interest rates force investors to assume greater-than-usual risks in 

search of acceptable returns. 

FAVORABLEUNFAVORABLE

KEY:    Q2 ‘20        Q3 ‘20
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FAVORABLEUNFAVORABLE

US TREASURIES

 The fundamental outlook for Treasuries is highly dependent on COVID-19–related macro 

outcomes; as such, it is characterized by much uncertainty. If the economic reopening 

proceeds as hoped, the front end of the curve should remain anchored by a patient Fed 

while longer yields likely rise as the market reprices the growth and inflation outlook. 

However, if the rise in cases impedes the reopening, yields could retest March lows. In 

our view, the risk is high that an initial V-shaped recovery falters, and this should contain 

upward pressure on the longer end of the yield curve. 

 While Treasuries have value as a portfolio diversifier to risk assets against a backdrop where 

risk assets may be challenged, the potential asymmetry in upside versus downside to 

rates suggests caution on longer maturities. We find it hard to be positive on Treasuries at 

present yield levels, mainly because of valuation risk.

 In light of  signals from the Fed that rates hikes are not contemplated for some years to 

come, the front end of the Treasury curve is pinned, perhaps making it a more attractive 

destination for investors looking to minimize rate volatility. 

 Given low yields, yield break-evens across the Treasury curve are razor thin. Only modest 

increases in rates would leave investors with negative total returns.

 On the technical front, a massive amount of new Treasury issuance could put  

upward pressure on rates, but this could be offset by Fed buying for its quantitative  

easing program. 

FAVORABLEUNFAVORABLE

FAVORABLEUNFAVORABLEE

GLOBAL EX US SOVEREIGNS 

 We prefer dollar bloc bonds over those of Europe and Japan. The ECB and BOJ’s reluctance 

to cut rates further despite sharply deteriorating economic conditions limits the scope for 

further declines in yields, especially at the short end of the curve. 

 Within Europe, we continue to favor the periphery due to the relaxation of previous limits 

on the quantity and kind of periphery bonds that the ECB’s Pandemic Emergency Purchase 

Program can now buy. Within the periphery, we prefer Greece and Cyprus. Italian bonds 

are fair value and look somewhat attractive compared with those of Greece, especially 

in shorter maturities. ECB liquidity facilities, such as long-term repurchase operations 

(LTROs), also favor Italian bonds within bank carry trades. 

 In the core, we like France relative to other core European countries as it offers attractive 

yield relative to its AA rating and is cheap to supranationals.

 We are favorable towards UK sovereign debt because of the ongoing threat posed by 

Brexit, the British economic recovery lagging the rest of Europe and a massive quantitative 

easing program that should easily absorb a rising UK government deficit.

 We are partial to Swedish bonds, as we expect the Riksbank to remain dovish and 

potentially cut rates late in 2020 or early in 2021, and we like Icelandic bonds, where 

receding inflation concerns and a strengthening currency could support local bonds.

FAVORABLEUNFAVORABLEBLE

KEY:    Q2 ‘20        Q3 ‘20
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FAVORABLEUNFAVORABLE

EMERGING MARKET SOVEREIGNS 

 Emerging markets find themselves even more challenged than developed ones amid the 

pandemic due to less robust health care systems, a less comprehensive social safety net, 

reduced private capital flows and lower prices for commodities, particularly oil. 

 Dispersion among sovereign bond returns tends to peak during periods of volatility. 

The recent market rebound has seen some spread convergence after a huge amount 

of dispersion during the volatility spike in March. We anticipate a wavy recovery going 

forward, with future episodes of volatility likely, which suggests elevated dispersion ahead. 

 From a valuation perspective, EM sovereigns and corporates are historically cheap to US 

investment grade (which benefits from direct Fed support) and are fairly valued compared 

to US high yield.

 Geopolitical risks remain, including rising nationalism (e.g., US and China), social unrest and 

the pandemic worsening.

 EM currencies are challenged by low growth and are likely to remain so given loose EM 

monetary policies and a tolerance for depreciation among countries where low inflation 

and external leverage are manageable. EM local rates are selectively attractive.

FAVORABLEUNFAVORABLE F

FAVORABLEUNFAVORABLE

GLOBAL INVESTMENT-GRADE CORPORATES

 Despite the recovery in spreads from their wides in late March, the asset class remains 

relatively attractive as most investment grade balance sheets should stay resilient in the 

face of the global slowdown and these credits should benefit from direct central bank 

support. Programs to support bank lending and maintain the smooth functioning of 

commercial paper markets should lead to reduced near-term liquidity concerns. 

 The crisis could bring about more financial discipline going forward, with a reduced focus 

on leverage and shareholder buybacks.

 The technical backdrop for the balance of 2020 may improve significantly due to a surge in 

supply in Q2. Zero net new supply is expected in the second half of the year. 

 We retain a preference for European over US credit given ongoing ECB support, lower 

levels of leverage and a strong fiscal response to the crisis. 

FAVORABLEUNFAVORABLE

KEY:    Q2 ‘20        Q3 ‘20
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FAVORABLEUNFAVORABLE

GLOBAL HIGH-YIELD CORPORATES

 High-yield spreads rallied sharply early in the quarter and ended Q2 wider than long-term 

averages but tighter than recessionary levels.

 The move tighter was largely driven by strong technicals, underpinned by robust central 

bank support that enhanced the demand for spread product, and tentative steps toward an 

economic reopening, which could help mitigate corporate fundamental deterioration.

 During Q2, default expectations declined somewhat from very high levels. However, we 

think the outlook may be less favorable than many now believe. The levels of economic 

activity will remain far from peak prepandemic levels, leaving many high-yield companies 

with cash flow shortfalls and challenges servicing their debt.

 Regionally, EM high yield spreads are still relatively wide; however, the risks are elevated as 

many countries struggle to tamp down the pandemic. We prefer developed and slightly 

favor the US over Europe on wider overall spreads and breadth of opportunity.

 Over the near term, the high-yield market is likely to encounter heightened volatility and 

differentiation. However, a long-term view and skillful selection may well result in relatively 

attractive returns compared to other fixed income assets. 

FAVORABLEUNFAVORABLE FA

FAVORABLEUNFAVORABLE

US MUNICIPAL BONDS 

 Municipal bond returns rebounded in the second quarter, led by below–investment- 

grade and taxable municipal segments. The slowdown in economic activity and  

increased costs associated with managing through the coronavirus outbreak have taken  

a toll on the finances of municipalities. Federal aid and the Fed’s Municipal Liquidity  

Facility have supported issuers, and additional assistance for lost revenues is expected. 

Many muni issuers entered this crisis in strong financial condition, which could help cushion 

revenue shortfalls.

 Valuations appear relatively attractive as the muni rally has lagged that of other credit 

markets.

 Within the tax-exempt muni market, technicals should remain favorable as supply is lower 

compared to long-term averages and investor inflows have returned. Ratios have tightened 

significantly from March but are somewhat wide versus history. Adjusted for taxes, we 

believe tax-exempt munis may offer good value compared with corporates. 

 Within taxable municipal bonds, yields are at multiyear highs versus corporates. Hedging 

costs are lower versus year-ago levels, attracting non-US investors, drawn by the 

combination of yield and credit quality.  Elevated levels of supply continue to deepen the 

asset class.

 Additional federal assistance and rebounding US economic activity could support the asset 

class as well.

FAVORABLEUNFAVORABLE
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MFS Capital Markets View is published each quarter to provide a broad perspective on current risks and 

opportunities across asset classes and regions. 

The Current Outlook and Long-Term View illustrations include return and risk expectations for equity, 

fixed income and alternative asset classes across country, regional and global markets. The focus of these 

illustrations is to provide a strategic, long-term, current and forward-looking view of various global markets. 

We use a proprietary top-down approach by employing quantitative, country-based models as the foundation 

for our expectations and then integrating bottom-up fundamental views from our global equity and fixed 

income investment teams to inform our final expectations.

Our expectations are developed across 26 countries comprising 18 developed countries and 8 emerging 

market countries.

Capital Markets View is for informational purposes only and any general commentary on market activity, 

industry or sector trends, or other broad-based economic or political conditions, does not constitute a 

recommendation or investment advice.


