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GLOBAL EQUITY SUMMARY

The US market hit all-time highs during the first quarter and a number of non – US markets joined the 
march upwards, including the Canadian and European equity markets. Those non-US markets have 
tended to have a healthy tilt toward value-oriented sectors such as financials, industrials and energy. Asian 
markets also accelerated with Japanese stocks reaching levels last seen nearly 30 years ago when Japan’s 
equity bubble burst, although it has come at the expense of valuations, which are rich versus history. While 
global equity markets continue to rally, several undercurrents are taking hold that may signal that the 
market’s character is changing. Most notably, the rotation from growth to value has vacillated between 
strength in the cyclical energy and financials sectors and the less-economically sensitive technology and 
consumer discretionary sectors, with cyclicals winning the battle in the first quarter. Earnings expectations 
have brightened considerably as vaccine deployment has accelerated and economies have begun to 
reopen. Economic growth forecasts continue to be revised higher in expectation that the combination 
of pent up demand, abnormally high levels of saving and continued fiscal stimulus will be particularly 
supportive of the global economy. However, supply chain disruptions due to semiconductor chip 
shortages and increased freight costs could constrain some industries from fully participating.

Source: FactSet as of 31 March 2021. 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 1.1 3.5 10.5 10.3 1.5 2.0

Canada -2.4 5.6 10.0 10.4 3.0 2.9

EAFE -4.5 1.5 6.4 6.9 2.6 3.3

Europe ex UK -2.9 1.6 6.2 7.1 2.5 3.4

Japan -3.8 1.8 5.0 4.7 2.0 2.2

United Kingdom -10.5 1.1 7.4 7.9 3.6 4.1

Australia 1.0 1.9 12.8 14.0 3.4 4.6

Asia ex Japan 4.2 7.8 9.3 9.4 1.9 2.6

Emerging Markets 4.1 7.8 9.2 9.5 2.0 2.7

Global -0.4 3.2 8.8 8.7 1.9 2.6

Source: FactSet as of 31 March 2021. 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.

April 2021

US Edition

For the full story  

see page 3



page 2 of 14FOR INSTITUTIONAL AND INVESTMENT PROFESSIONAL USE ONLY

Capital Markets View 
April 2021 - US Edition

For the full story  

see page 9

GLOBAL FIXED INCOME SUMMARY

Global interest rates rose sharply during the first quarter, led by a dramatic 0.82% rise to 1.74% in the 
benchmark US 10-year Treasury note. Yields ended the quarter at levels last seen prior to the pandemic. 
The rate increase has been a mix of both higher real yields and higher breakeven rates on expectations 
of a modest rise in inflation take hold. Central banks including the US Federal Reserve and the European 
Central Bank have reiterated their accommodative stances, promising to keep rates low and maintain 
quantitative easing programs until their economies heal further. Credit markets have also rotated with 
riskier global high yield outperforming global investment grade credit as confidence in the reopening of 
economies bolstered the more cyclically-oriented sectors of the market. Credit spreads are near all-time 
tights, suggesting there is little cushion for fundamental deterioration. But amid a strong technical bid, a 
dearth of yield elsewhere and the prospect of a hot-running global economy in 2021, segments of the high 
yield and investment grade markets remain appealing. In emerging markets, hard currency sovereign debt 
remains attractive relative to the benchmark’s five-year history on a valuation basis. Further, EM sovereign 
debt spreads offer attractive pick-up relative to developed markets, making them an attractive proposition 
for investors with the appropriate risk tolerance.

Source: FactSet as of 31 March 2021. 

■ One year ago     ■ Current     

Central Bank Policy Rates

P
o

lic
y 

R
at

e 
(%

)

-0.6

-0.4

-0.2

0.0

0.2

0.4

0.6

Reserve Bank 
of Australia

Bank of CanadaBank of EnglandBank of JapanEuropean 
Central Bank

US Federal Reserve

0.25

-0.50 -0.50

-0.10 -0.10
0.10 0.10

0.25 0.25 0.250.25

0.10

YIELD TO MATURITY (%) DURATION (YEARS)

Current 10-Year Average Current 10-Year Average

US Treasuries 1.0 1.5 6.8 6.0

Global ex US Sovereigns 0.9 1.3 8.0 7.2

Emerging Markets Debt 5.0 5.7 8.1 7.2

Global Investment Grade 1.8 2.7 7.3 6.4

Global High Yield 5.1 6.8 4.3 4.2

US Municipal Bonds* 1.2 2.3 5.3 6.5

Source: FactSet as of 31 March 2021. 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

FAVORABLEUNFAVORABLE

UNITED STATES
 ■ From the market bottom on 23 March 2020, the subsequent one-year return for the S&P 

500 Index was an astonishing 77%. Since the 1880s, using month-end data, there have 

only been five previous periods when one-year returns exceeded 75%, and none since 

the 1930s. 
 ■ The benchmark ended the quarter at all-time highs. While large caps have had a banner 

year since the worst of the selloff at the beginning of the pandemic, small caps have 

fared even better, more than doubling. A heavy rotation into value stocks has been a 

market feature since the announcement of robust coronavirus vaccine efficacy rates  

last November, bringing life to the energy, industrials and financial services sectors. 

Earnings expectations, which were aggressively cut at the onset of the pandemic, may 

have been overly pessimistic as analysts have now started to raise expectations across 

many sectors. 
 ■ A strong recovery in US economic growth looks increasingly likely due to the 

combination of extraordinary monetary and fiscal stimulus, growing hopes for a rapid 

reopening of the US economy as vaccine distribution accelerates and the potential for a 

surge in demand from lockdown-weary consumers who are flush with savings. Indeed, 

that mix of factors could see prepandemic levels of gross domestic output eclipsed in 

the next quarter or two. 
 ■ Firmer interest rates have become a headwind for high-valuation equities and  

potential corporate, and individual tax-rate increases later this year could temper  

market enthusiasm. 
 ■ While inflation is seen rising in coming quarters due to base effects and pandemic-

induced production bottlenecks, a dovish US Federal Reserve does not expect the rise 

to persist and continues to forecast no change in policy rates until at least 2024. 
 ■ Valuations are historically rich, rivaling levels seen in the run-up to the bursting of the 

turn-of-the-century technology bubble, nearly 22x next year’s estimates. That compares 

to the 16.2x 10-year average. 

FAVORABLEUNFAVORABLE

KEY:  January ‘21      April ‘21
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CANADA
 ■ The equity market, as measured by the S&P/TSX Composite Index, has rallied 

remarkably, rising approximately 70% from the March 2020 low. The markets have  

been in a cyclical rally over the past year, with energy, industrials and financial 

services sectors — the largest weights within the S&P/TSX Composite — contributing 

significantly to the index’s overall performance. Energy, which underperformed in early 

2020, has risen 81% since the bear market low and has advanced 20% year to date. 
 ■ Despite a second wave of COVID-19 cases resulting in a tightening of containment 

measures, the Canadian economy recovered more than expected in the final quarter 

of 2020, growing at an annualized rate of 9.6%, as consumers and businesses adapted 

to the ongoing pandemic. Given the more positive outlook, forecasts for Q1 2021 

economic growth were revised upward. Inflation remains below 2%, and the labor 

market has yet to fully recover as the hospitality and travel sectors continue to struggle. 

Like in the US, reduced spending on services has resulted in a significant rise in 

household savings, which suggests consumers will have plenty of spending power as 

the economy reopens. 
 ■ The Bank of Canada continues to hold interest rates steady at 0.25% and is expected  

to keep rates low until economic slack is absorbed so that its 2% inflation target can  

be sustainably achieved. The Central Bank currently projects that economic slack is 

unlikely to be absorbed until 2023. In addition, the BOC will continue its quantitative 

easing program until an economic recovery is well underway, adjusting its pace of  

net purchases of Government of Canada bonds as needed based on the strength of  

the recovery. 
 ■ On a valuations basis, Canadian equities are trading at 15.5x on a next-twelve-month 

basis, above their 10-year average. Forward earnings per share continue to improve, 

rising 17.3% from a year ago, well above the long-term average. Though trending 

upward, sales growth still remains weak, declining 2.4% year over year, and net margins 

remain below their 10-year average. 

FAVORABLEUNFAVORABLE

KEY:  January ‘21      April ‘21
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FAVORABLEUNFAVORABLE

EMERGING MARKETS 
 ■ Although emerging markets outperformed developed markets in 2020 by about 2%, 

they are slightly lagging on a year-to-date basis. The index reached record levels in late 

February before easing about 8% from its high as China took tentative steps toward 

reining in stimulative policy measures and slowing the pace of credit growth. 
 ■ Within emerging market regions, we saw a continuation of outperformance by Asia 

(+3.3% YTD), while Latin American equities trailed (-0.3% YTD). 
 ■ China was the lone major economy to report positive real growth in 2020 as GDP 

expanded 2.3%. Heavy global monetary and fiscal stimulus, as well as demand 

for goods associated with the pandemic-necessitated work-from-home (WFH) 

phenomenon in developed markets, has helped support markets. China, and the 

countries that heavily contribute to its supply chain such as Taiwan and South Korea, 

have been major beneficiaries of demand for essential WFH products such as laptops, 

monitors, tablets and furnishings. Medical supplies have also been a key Chinese export 

to the West.
 ■ Emerging markets are drawing investor interest as an inflation hedge given their 

weightings toward commodities and capital-intensive heavy industries affording them 

pricing power at this stage of the cycle. EM equities also offer superior dividend and free-

cash-flow yields relative to their developed market peers. 
 ■ Although valuations in emerging markets are less richly valued than in developed 

markets (15.2x NTM versus 20.1x), they are high relative to their history, trading near 

record levels. 

FAVORABLEUNFAVORABLE

FAVORABLEUNFAVORABLE

EAFE 

Europe ex UK 
 ■ Amid expectations of global reflation, the MSCI-Europe ex-UK index has outperformed 

the S&P 500 year to date thanks to the index’s substantial tilt toward the value factor 

given its heavy concentration in sectors such as financials and industrials. The index 

ends the quarter at all-time highs. 
 ■ New coronavirus variants, continued lockdowns and a very slow vaccine rollout have 

restrained economic growth at the start of 2021. Fiscal stimulus is proving less abundant 

in the region than in the US, though social assistance continues to support the incomes 

of many workers displaced by the pandemic. 
 ■ Former European Central Bank President Mario Draghi was recently given a mandate 

to form a unity government in Italy. His appointment has been greeted favorably by 

markets and at least temporarily quelled the interparty discord. 
 ■ Teething pains in the early post-Brexit period are being felt as companies reorient 

supply lines to bypass transiting the United Kingdom, where possible and large-scale 

stockpiling in advance of year-end has minimized disruptions thus far, but as inventories 

are drawn down, bottlenecks are likely to occur, at least temporarily. 
 ■ At 18.3x forward earnings, European shares trade quite rich relative to history. For 

perspective, the 10-year average is 14x. 

FAVORABLEUNFAVORABLE

KEY:  January ‘21      April ‘21
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EAFE 

Japan 
 ■ Japanese equities, as measured by the MSCI Japan index, are trading near their highest 

levels since shortly after the collapse of Japan’s equity bubble over 30 years ago and 

year to date they have outperformed their developed market peers by approximately 

350 basis points. However, valuations are quite rich, with forward earnings at 17.5x, well 

above the 10-year average, which is closer to 14x.
 ■ Heavy global fiscal and monetary stimulus are extremely supportive for markets overall 

while demand for Japanese exports, particularly from China, has been encouraging. 

A material weakening of the yen in recent weeks has been an additional tailwind for 

Japanese equities.
 ■ A global rotation from a handful of mega-cap technology and growth stocks to more 

value-oriented and cyclical sectors has been a tailwind for the MSCI Japan index given its 

sizable weightings in sectors such as industrials, consumer discretionary and financials.
 ■ Japan’s coronavirus vaccine rollout has gotten off to a very slow start, making it the last 

of the G7 countries to bring inoculations to market. With the Olympic Games set to 

be staged in Tokyo this summer, a timely vaccination program is essential to avoiding 

another cancelation. The success or failure of the games could play a role in national 

elections slated for no later than October, the first under the leadership of Prime Minister 

Yoshihide Suga. 
 ■ Against a backdrop of near-zero 10-year JGB yields, 2% dividend yields remain an 

important contributor to the total return profile of Japanese equities. 

FAVORABLEUNFAVORABLE

FAVORABLEUNFAVORABLE

EAFE 

United Kingdom
 ■ UK share prices enjoyed a short, sharp post-Brexit rally to open 2021, but it soon faded, 

leaving the MSCI United Kingdom index up less than 5% at the end of the first quarter. 
 ■ As in the European Union, trade disruptions have been relatively modest in the early 

days of the new post-Brexit regime due to heavy stockpiling in anticipation of the new 

trading regime. 
 ■ New, more transmissible strains of the coronavirus heavily impacted the UK in the early 

weeks of 2021, but the combination of a global peak of new COVID-19 infections and a 

robust vaccination program have brightened the outlook as the government has laid out 

a plan to lift coronavirus restrictions by the start of summer. 
 ■ A stimulative budget was proposed in early March, aimed at further supporting 

economic recovery. With the uncertainty of Brexit behind it, if the British economy 

emerges from the pandemic more quickly than its neighbors, UK equities could 

experience a long-overdue rebound. 
 ■ On a valuation basis, UK equities are substantially cheaper than their global 

counterparts, trading at just 13.5x next-twelve-months-earnings estimates, not too far 

above their 10-year average of 13x at a time when super-low interest rates have lifted 

valuations to well-above average levels in many markets. 

FAVORABLEUNFAVORABLE

KEY:  January ‘21      April ‘21
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EAFE 

Australia
 ■ Australian equities have recouped roughly 80% of the ground lost from the all-time 

highs of last March — reached just before the COVID-19 outbreak was designated 

a global pandemic by the World Health Organization — but the stocks trail their 

developed market peers by a wide margin.
 ■ Heavy monetary and fiscal stimulus and effective management of the pandemic has 

driven an increasingly V-shaped economic recovery driven by a rebounding labor 

market, strong retail spending and continued housing demand.
 ■ Worsening diplomatic relations with China, the country’s largest trading partner, 

resulted in a reduction of Chinese investment in Australia of over 60%. Despite China’s 

pullback, investment has increased in the real estate, mining and manufacturing sectors. 
 ■ Bond yields remain at historically low levels amid record-low policy rates of 0.1% and the 

Reserve Bank of Australia’s first forays into quantitative easing and yield curve control. 

The RBA expects to maintain these policies until its employment and inflation targets are 

met, although policymakers do not expect this to happen until 2024 at the earliest. 
 ■ Equities appear expensive at 17.6x next year’s earnings estimates as compared to a 10-

year average of nearly 15x.

FAVORABLEUNFAVORABLE

FAVORABLEUNFAVORABLE

ASIA EX JAPAN 
 ■ Equities in the region traded to record highs in the middle of the quarter, gaining nearly 

14% from the start of the year, before efforts by China to rein in credit growth due 

to financial stability concerns prompted a pullback of just over 10% from the highs. 

However, the MSCI AC Asia ex Japan index closed the quarter with a 3.7% gain. 
 ■ Heavy global monetary and fiscal stimulus as well as demand for goods associated 

with the pandemic-necessitated work-from-home (WFH) phenomenon in developed 

markets has helped support economies and markets in the region. 
 ■ China, and the countries that heavily contribute to its supply chain, such as Taiwan and 

South Korea, have been major beneficiaries of the demand for essential WFH products 

such as laptops, monitors, tablets and furnishings; medical supplies have also been a key 

Chinese export to the West. 
 ■ China has thus far managed to navigate its choppy trade relationship with the US, 

though hopes for a rapid rapprochement with the new US administration have begun  

to fade. 
 ■ Valuations, as they are in most parts of the world, are historically rich, trading at nearly 

16.5x next-twelve-months-earnings estimates, though valuations are less extreme then 

the 18x recorded at the market peak in February. The 10-year average is 12.3x. 

FAVORABLEUNFAVORABLE

KEY:  January ‘21      April ‘21
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JAPAN 
 ■ Japanese equities, as measured by the MSCI Japan index, are trading near their highest 

levels since shortly after the collapse of Japan’s equity bubble over 30 years ago and 

year to date they have outperformed their developed market peers by approximately 

350 basis points. However, valuations are quite rich, with forward earnings at 17.5x, well 

above the 10-year average, which is closer to 14x.
 ■ Heavy global fiscal and monetary stimulus are extremely supportive for markets overall 

while demand for Japanese exports, particularly from China, has been encouraging. 

A material weakening of the yen in recent weeks has been an additional tailwind for 

Japanese equities.
 ■ A global rotation from a handful of mega-cap technology and growth stocks to more 

value-oriented and cyclical sectors has been a tailwind for the MSCI Japan index given its 

sizable weightings in sectors such as industrials, consumer discretionary and financials.
 ■ Japan’s coronavirus vaccine rollout has gotten off to a very slow start, making it the last 

of the G7 countries to bring inoculations to market. With the Olympic Games set to 

be staged in Tokyo this summer, a timely vaccination program is essential to avoiding 

another cancelation. The success or failure of the games could play a role in national 

elections slated for no later than October, the first under the leadership of Prime Minister 

Yoshihide Suga. 
 ■ Against a backdrop of near-zero 10-year JGB yields, 2% dividend yields remain an 

important contributor to the total return profile of Japanese equities. 

FAVORABLEUNFAVORABLE

KEY:  January ‘21      April ‘21
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US TREASURIES
 ■ Amid a global recovery that is being driven by fiscal and monetary stimulus and the rollout 

of coronavirus vaccines, US growth may prove exceptional. This outcome will be driven by 

the relative aggressiveness of the US fiscal expansion and the accumulation of household 

savings by the consumer. 
 ■ Near-term inflation fears have been heightened by forecasts that US economic growth could 

break into double-digit territory. Looking to the medium term, the United States appears 

poised to close its negative output gap much faster than much of the rest of the developed 

world, and perhaps before the end of this year. We view the absorption of slack that this 

closure entails as a necessary, but not sufficient, condition for inflation to become more 

entrenched. Thus we see scope for core inflation to push through the US Federal Reserve’s 

target over the coming year, but we don’t expect above-target inflation to be durable. 
 ■ Inflation breakevens that have risen more in the US than elsewhere suggest that higher 

inflationary pressure may accompany a period of exceptional US growth. However, there 

is also a likely policy component to this move given that the Fed’s new average inflation 

targeting regime promises higher tolerance for inflation, especially as the central bank looks 

for confirmation of a full recovery in the labor market. In our view, it is reasonable for investors 

to demand a higher yield premium to compensate for the uncertainty that the Fed’s new 

approach has introduced.
 ■ With respect to Fed policy, our base case is that “taper talk” begins late this year and that 

a reduced pace of quantitative easing will begin in 2022. While futures markets suggest 

the Fed will be forced to raise rates earlier than it projects, we think hikes are still at least 

two years away. In our view, the market may be expressing a belief that the central bank is 

underestimating the growth trajectory, but the market may in turn be underestimating the 

extent to which the Fed’s new policy framework will take into account a wide range of labor 

market criteria that will need to be satisfied before it acts.
 ■ We think there is still room for rates to go higher. While we think both breakevens and real 

yields could rise, the latter may have more room to move higher given that breakevens have 

already climbed to levels that are historically quite high while real yields remain in negative 

territory. And while the risk to yields remains skewed to the upside, it is our belief that rates 

are only entering a higher envelope within the broader “lower for longer” construct. 
 ■ Among government debt sectors, agency MBS offer carry over Treasuries and hence appear 

relatively attractive. Valuation is tight, however, and fundamentals are poor as the prospect 

of low or lower mortgage rates suggests a high level of prepayments. Nevertheless, Fed 

buying, along with banks investing excess deposits in the sector, continues to represent a 

powerful offsetting technical. 

FAVORABLEUNFAVORABLE

KEY:  January ‘21      April ‘21
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FAVORABLEUNFAVORABLE

GLOBAL EX US SOVEREIGNS 
 ■ The relative attractiveness of Japanese, Chinese and core European bond fell in Q1 as 

yields rose far less than those in the US and experienced less curve steepening pressure. 

That dynamic strengthens our preference for dollar bloc bonds. Within the dollar bloc, we 

like Australian bonds especially in the longer end of the curve. Australia and Canada were 

among the few markets to underperform the US in Q1. We feel the Australian market should 

gain support from a dovish central bank amid subtarget inflation; ongoing quantitative 

easing and domestic bank buying should also limit the net supply of bonds.
 ■ Within core Europe, we find value in long-maturity French bonds, where valuations and 

low net supply offset weakening sovereign credit fundamentals. We continue to like 

the periphery of Europe given the unwavering support of the European Central Bank’s 

Pandemic Emergency Purchase Program and on declining banking sector risk. We have 

increased our conviction on Italy following a substantial decline in political risk following the 

successful appointment of a hybrid government headed by former ECB President Mario 

Draghi. We also favor markets such as Greece and Cyprus.
 ■ UK bonds underperformed their European peers in Q1 following an accelerated vaccine 

program and relative optimism from the central bank. We feel gilts offer some value in the 

medium term with 50 basis points of rate hikes now priced in over the next two to three years 

despite ongoing challenges to the full reopening of the economy, concerns around Scottish 

independence and uncertainty surrounding the UK-EU trading relationship.
 ■ Within Scandinavia, Icelandic bonds continue to benefit from low net supply and 

expectations of lower future inflation, helped by a stronger krona. We foresee a narrowing of 

the wide spread between Icelandic and similarly rated European bonds in 2021, supported 

by a degree of normalization in the global economy and the potential for more action by 

the local central bank via both another rate cut and the stepping up of its QE program. 

We remain constructive on Norway, where our positive view is mostly expressed via the 

currency. Despite the past few months’ appreciation, we feel the krone remains undervalued 

versus its long-term history and the overall outperformance of Norway’s economy should 

help the currency converge toward fair value. 

FAVORABLEUNFAVORABLE

KEY:  January ‘21      April ‘21
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FAVORABLEUNFAVORABLE

EMERGING MARKETS 
 ■ Emerging markets find themselves facing the prospect of stronger global growth amid 

weaker risk markets due to increased rates volatility and a stronger US dollar. Simply put, 

there could be tension between higher growth and higher rates.
 ■ EM countries will generally lag the vaccination pace of developed economies but likely 

benefit from a surge in global demand. Commodity demand — critical for many EM 

countries — ought to remain elevated. Industrial metals are expected to be supported by  

a robust cyclical recovery and oil supported near-term by OPEC+ output discipline (and 

supply more broadly lagging demand), but the medium-term dynamics are less certain.
 ■ External account positions are generally strong. Though overall debt metrics have weakened 

in EM, as they have in developed economies, they remain manageable. 
 ■ Valuations remain attractive relative to the benchmark’s 10-year history, and EM is fairly 

valued relative to US IG and HY. Adjusting for the index inclusion of the higher-rated,  

lower-spread Gulf countries and the exclusion of high-spread Venezuela (which now has 

an index weighting of 0%), sovereign debt spreads appear historically attractive to DM 

corporate indices.
 ■ EM currencies are relatively cheap but are susceptible to volatility resulting from higher US 

rates, warranting a cautious stance toward local currency EMD exposure.
 ■ EM corporate spreads are slightly inside long-term averages; however, they still offer upside 

over the medium term as macro conditions improve in the second half of the year as vaccines 

rollout. We remain constructive on the asset class, with a focus on EM HY, which trailed 

DM HY in Q121, and now offers additional spread for only a modest increase in default risk. 

We also see good value in companies negatively impacted by the pandemic, which should 

benefit from the reopening later in 2021 and 2022.
 ■ EM corporates remain in reasonable shape and were able to increase liquidity and extend 

maturity profiles given the healthy primary market 2020. We believe they continue to offer 

a relatively attractive option for investors looking for yield, with a balanced profile of quality, 

spread and low duration compared to other fixed income asset classes. 

FAVORABLEUNFAVORABLE
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FAVORABLEUNFAVORABLE

GLOBAL INVESTMENT-GRADE CORPORATES
 ■ Given growing confidence in the economic recovery, ongoing expansion of central bank 

balance sheets and projected decline in supply, we remain constructive on investment-

grade bonds.
 ■ However, longer-maturity spreads look tight, with narrow breakevens providing little 

protection to investors. US BBBs also look quite expensive compared to BBs, with spread 

differentials between the two credit qualities still wider than prepandemic levels despite the 

solid performance of high yield bonds.
 ■ Given the strong recovery in spreads since Q1 20, our focus is on idiosyncratic opportunities 

in sectors that should benefit from the economic recovery, such as capital goods and 

consumer cyclicals. Wider vaccine availability and huge US fiscal stimulus has also increased 

conviction in select emerging market corporates.
 ■ We remain concerned about the rise in leverage in the asset class as a result of the pandemic. 

Deleveraging by investment-grade companies remains muted amid a notable increase in 

merger & acquisition volumes year to date.
 ■ We continue to prefer Europe to the US given strong ECB support and declining periphery 

country risk. We are finding attractive opportunities in European bank and insurance names 

across the capital structure and we anticipate more consolidation in the Spanish and Italian 

banking sectors. While European banks are still under heavy regulatory restrictions, the 

resumption of equity dividends by stronger banks supports the sustainability of coupons in 

subordinated debt. We also like European REITs with exposures concentrated in countries 

such as Germany. 

FAVORABLEUNFAVORABLE

FAVORABLEUNFAVORABLE

GLOBAL HIGH-YIELD CORPORATES
 ■ High yield assets were relative outperformers compared to other global fixed income 

sectors in Q1 as investors embraced credit risk and shunned longer-duration assets. 
 ■ In our view, optimism has been warranted as below-investment-grade issuers are well 

positioned to benefit from the rollout of vaccines and the subsequent economic reopening. 

The easy monetary policies of major central banks have stoked investor confidence and 

intensified demand for yield, supporting capital flows into the asset class.
 ■ Inflows reached record levels in the first quarter as companies borrow at historically low 

interest rates and built sizable cash buffers. Leverage ticked down slightly in the most 

recently reported quarter (4Q 20) and an anticipated rebound in earnings should allow for 

further balance sheet repair.
 ■ Default levels and the distressed ratio declined further in Q1. For example, in the US, defaults 

and distressed exchanges were the lowest since the third quarter of 2018. 
 ■ The prospect of strengthening corporate fundamentals, coupled with low rate sensitivity, 

position high yield as a relatively attractive asset class. However, tight valuations dampen the 

enthusiasm, making a selective approach appropriate. Emerging markets, B-rated European 

credits and high-quality HY tiers in the US offer relative value, in our view.

FAVORABLEUNFAVORABLE

KEY:  January ‘21      April ‘21
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FAVORABLEUNFAVORABLE

US MUNICIPAL BONDS 
 ■ The backdrop continued to brighten for municipal issuers in Q1, driven by another round 

of federal stimulus and improving economic activity. Returns reflected this positive 

environment as spreads tightened and rates rose, fueling the outperformance of lower-

quality issuers and those less sensitive to rising rates.
 ■ We continue to favor municipal credit risk while remaining cautious on interest rate 

exposure. Municipal fundamentals ended 2020 in a much stronger position than expected 

as state and local tax revenues nearly matched those of 2019. Looking ahead, the passage 

of the American Rescue Plan provides additional fundamental support to municipal issuers, 

including state and local governments and health care, education and transportation 

entities. Market-based measures of distress in the municipal market are low, and this year 

might see an upward migration of credit quality.
 ■ Technicals have also been supportive. While supply has been heavier compared to  

the average over the last five years, the percentage that is taxable remains elevated. Tax-

exempt and taxable issuance has been readily absorbed as inflows were the fastest on 

record to start a year.
 — US-based investors have found the tax-adjusted yields on tax-exempt issuance relatively 

attractive compared to alternatives. 
 — Non-US-based investors have benefited from low hedging costs and increasingly 

recognized the yield advantage of municipals vs corporates on a quality-adjusted basis. 

Non-US-based investors comprise almost 3% of holders of municipal bonds, an all-time 

high (as of most recent data available, 4Q20).
 ■ With spreads having compressed to near prepandemic lows, we suggest an increasingly 

selective and up-in-quality approach to credit risk exposure. At the same time, investors may 

want to consider mitigating sensitivity to rising rates by underweighting duration and the 

long end of the curve.

FAVORABLEUNFAVORABLE

KEY:  January ‘21      April ‘21
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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.
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