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GLOBAL EQUITY SUMMARY

Global equity markets closed out 2020 on a strong note, supported by massive amounts of fiscal and 
monetary support and the astonishingly rapid development and approval of highly efficacious vaccines. 
On the heels of the fourth-quarter vaccine announcements, market leadership broadened out into cyclical 
sectors that had not yet participated in the postpandemic rally, including energy, financials and materials. 
For the calendar year, energy and real estate both suffered losses as investors judged that secular shifts that 
were already under way, such as remote work, reduced business travel and a focus on sustainability, may have 
been further accelerated by the pandemic. The US market continued its leadership role, but emerging market 
equities also had a strong showing as many emerging market economies managed the pandemic better than 
some of their developed market counterparts resulting in strong inflows throughout the year. Technology and 
consumer discretionary equities continue to look rich on a valuation basis, but the tailwinds from continued 
lockdowns, additional stimulus and the onset of the substitution effect — consumers spending more on 
tech and discretionary items and less on travel and leisure — have investors willing to pay up for the growth 
tech and consumer discretionary provide. UK equities rallied after an 11th hour breakthrough in Brexit 
negotiations, taking the worst-case scenario of a hard Brexit off the table. As a result, UK equities are trading 
well above their long-term average valuation.

Source: FactSet as of 31 December 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 -2.2 3.6 9.8 10.3 1.5 2.0

Canada -7.2 5.9 9.7 10.4 3.0 2.9

EAFE -8.6 1.8 5.6 7.0 2.5 3.4

Europe ex UK -7.0 1.8 5.3 7.2 2.5 3.5

Japan -6.9 2.0 4.4 4.7 2.0 2.2

United Kingdom -17.8 1.6 6.5 8.0 3.4 4.1

Australia -0.8 2.0 11.6 14.0 3.0 4.6

Asia ex Japan 0.9 8.2 8.9 9.5 1.8 2.6

Emerging Markets 0.3 8.1 8.5 9.6 1.9 2.8

Global -4.1 3.4 8.0 8.7 1.9 2.6

Source: FactSet as of 31 December 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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GLOBAL FIXED INCOME SUMMARY

Global aggregate fixed income markets finished the year strong, with many asset classes returning 
in the high single digits despite the liquidity crunch and spread-widening that occurred during the 
first quarter. Simultaneous central bank intervention and fiscal stimulus measures created a market 
environment supported by the dual positive impacts of declining yields and compressing spreads. 
More recently, yields on the longer end of the US curve began rising, with the yield on the 10-year US 
Treasury note pushing out of its recent range, steepening the curve. We expect further steepening 
even as economic growth in many regions slows because of rolling lockdowns due to investor demand 
for a greater inflation premium. Even though global investment-grade corporate and high-yield bond 
spreads are now close to prepandemic tights, credit markets may offer investors a better risk/reward 
profile than the rate markets in the year ahead. While further spread tightening may be limited, credit 
offers the advantage of carry over Treasuries. Valuations in emerging market hard currency sovereign 
debt remain attractive relative to the benchmark’s five-year history. Further, EM sovereign debt 
spreads offer attractive pickup relative to developed markets, making it an attractive proposition for 
investors with the appropriate risk tolerance.

Source: FactSet as of 31 December 2020. 
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YIELD TO MATURITY (%) DURATION (YEARS)

Current 10-Year Average Current 10-Year Average

US Treasuries 0.6 1.5 7.2 5.9

Global ex US Sovereigns 0.7 1.3 8.1 7.2

Emerging Markets Debt 4.3 5.8 8.5 7.2

Global Investment Grade 1.4 2.8 7.5 6.4

Global High Yield 4.9 6.8 4.2 4.2

US Municipal Bonds* 1.1 2.3 5.2 6.6

Source: FactSet as of 31 December 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

FAVORABLEUNFAVORABLE

UNITED STATES
 ■ The US economy continues to recuperate from the early 2020 recession, but the 

question remains whether this rebound will turn into a full blown recovery. Unlike 

many recessions that were the result of self-inflicted excesses, the pandemic was an 

exogenous, noneconomic catalyst. As a result, the rebound and any economic scars 

resulting from the downturn may be different from those of the past. 
 ■ The appointment of former Chair of the Federal Reserve Janet Yellen as US Treasury 

secretary suggests likely greater future coordination between fiscal and monetary 

policymakers. Despite stating that the Fed has plenty of ammunition to support 

economic growth, current Chair Jerome Powell has publicly called for more fiscal 

support to underpin the economic recovery, and Congress recently passed a fifth 

massive relief bill — this one amounting to $900 billion — which includes direct 

payments to households, extended unemployment benefits and a new rounds of 

Paycheck Protection Program loans for businesses.
 ■ A narrow group of large-cap, technology-oriented companies led markets higher for 

much of 2020, although news of vaccine breakthroughs during the fourth quarter 

supported the first rotation toward value in quite some time. Since then, market 

leadership has alternated between growth and value, based more on headlines and 

macro events than on fundamentals.
 ■ Valuations appear extended, with the S&P 500 trading at nearly 22x next-twelve-

months’ earnings, but with vaccines already being administered, a reopening economy 

should support strong earnings growth in early 2021. While equities closed at all-time 

highs to end 2020, earnings remain well below prepandemic levels. 
 ■ There have been some signs of excessive optimism, such as a red-hot market for 

initial public offerings and unprecedented demand for special purpose acquisition 

companies, which are investment vehicles that are designed to raise cash first and 

make acquisitions second. Massive capital raises earlier in 2020 may have pulled 

forward issuance that otherwise might have taken place in 2021. 

FAVORABLEUNFAVORABLE

KEY:  October ‘20    January ‘21
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CANADA
 ■ After a significant shock in the second quarter, Canada’s economy expanded at 

an annualized 40.5% rate in the third quarter as the government loosened virus 

containment measures, resulting in a rebound in consumer spending and residential 

investment. With COVID-19 cases on the rise again, the government reimposed 

restrictions, which likely hampered economic growth in the last quarter of 2020. The 

unemployment rate has come down to 8.5%, and 80% of jobs lost at the beginning 

of the pandemic have been recovered. Further improvement in the labor market will 

likely be dependent on vaccine distribution and on its effectiveness. Inflation has risen 

slightly due to a rise in food prices but still remains below 1%. 
 ■ The Bank of Canada’s policy rate remains at its lower bound of 0.25% but the central 

bank recently recalibrated its quantitative easing program, reducing the weekly 

amount of bond purchases to $4 billion from $5 billion while extending the average 

maturity of the bonds purchased in order to have a greater impact on household and 

business borrowing costs. On the fiscal front, Canada has been increasing its deficit 

at a much faster rate than other developed countries in order to keep the economy 

afloat. To aid in the postpandemic recovery, the government unveiled a C$100 billion 

economic relief package to be spent over the next three years. The new spending will 

increase Canada’s fiscal deficit to 17.5% of GDP, its largest deficit to date. Canada’s total 

government debt is expected to rise 115% of GDP in 2020, compared with 89% in 2019. 
 ■ Canada’s large energy sector remains weak, declining 22% year in 2020. Canadian oil 

prices have risen to around $33 a barrel since the beginning of the pandemic, but are 

down 11% on the year. On a valuations basis, Canadian equities are trading at 16.2x on 

a next-twelve-month basis, above their 10-year average. Forward earnings per share 

has regained some ground since June but is still down 11% from a year ago; meanwhile, 

sales growth has further deteriorated, declining 5.6% year over year. 

FAVORABLEUNFAVORABLE

KEY:  October ‘20    January ‘21
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EUROPE EX UK 
 ■ European equities trailed their US counterparts by a wide margin in 2020 (around 

16.5%) and ended the year roughly flat compared with where they opened the year.  

The combination of lingering Brexit concerns (resolved only in the final days of 

December) and the drag from measures meant to curtail a resurgence of COVID-19 

weighed on relative performance though recent upbeat vaccine news has helped lift 

European equities of late. 
 ■ Also weighing on performance is Europe’s lack of marquee “new economy” and tech 

names and its heavy concentration in sectors relatively out of favor such as financials, 

industrials and consumer staples notwithstanding these sectors’ recent improved 

performance.  
 ■ Very soft inflation figures along with fears of a double dip recession due to the surge in 

COVID-19 cases resulting tighter restrictions prompted the European Central Bank to 

deliver fresh stimulus measures at its December meeting.  
 ■ While a post-Brexit free trade agreement was reached in the waning days of 2020, 

both European and British companies face increased complexity due to nontariff trade 

barriers, including customs checks, as a result of the United Kingdom’s departure from 

the European Union. 
 ■ Like most global equity markets amid a period of exceptionally low interest rates, 

European valuations are quite rich relative to their 10-year average, trading at 18x next 

year’s estimated earnings.  

FAVORABLEUNFAVORABLE

FAVORABLEUNFAVORABLE

UNITED KINGDOM
 ■ Uncertainty over Brexit combined with the outsized impact from the coronavirus 

pandemic weighed heavily on UK equities during almost all of 2020. The MSCI UK 

index stands around 16% below the levels at which it began the year, and the index has 

recovered only about half of what it lost during the worst of the uncertainty spawned by 

the pandemic in the March to April period.
 ■ The country has recently been forced to undertake another general lockdown to try 

to control the spread of the coronavirus, dimming hopes of a sustained economic 

recovery. 
 ■ In November, the Bank of England increased its asset purchase program to add 

additional liquidity to the UK economy in hopes of overcoming subpar growth and 

lifting below-target inflation.
 ■ While a post-Brexit free trade agreement was reached in the waning days of 2020, 

both European and British companies face increased complexity due to nontariff trade 

barriers, including customs checks, as a result of the United Kingdom’s departure from 

the European Union. 
 ■ On a valuation basis, UK equities are cheaper than their global counterparts, trading at 

14.4x next-12-months earnings estimates, though not cheap relative to their 10-year 

average of just less than 13x. Super-low interest rates have lifted valuations to well-

above average levels in many markets. 

FAVORABLEUNFAVORABLE

KEY:  October ‘20    January ‘21
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JAPAN 
 ■ Japanese equities finished the year in positive territory, gaining about 6.5% in 2020, 

with the bulk of contributions coming from discretionary, industrials and technology. 

The MSCI Japan index is underweight tech and materials, but the total returns in those 

sectors were much higher than the benchmark. 
 ■ Valuations are expensive overall, based on both trailing and forward EPS, due to both 

inputs: Earnings are lower and prices are above pre-COVID levels. MSCI Japan forward 

valuations expanded from 14.5x at the beginning of 2020 to end the year at 18.4x.
 ■ After three positive quarters of mild inflation, Q4 2020 is expected to be negative, with 

a flat reading expected for the year, putting pressure on the Bank of Japan to increase 

its already accommodative monetary policy. Headline inflation was -0.6% and core 

inflation -0.8%. CY ‘20 inflation is expected to be 0%. The Bank of Japan has grown its 

balance sheet 22% (¥127 trillion) since the end of 2019 in an effort to push inflation back 

toward its target. The central bank continues to buy equity ETFs in addition to Japanese 

government bonds. 
 ■ After a sharp decline of 29.2% in Q2, Japanese GDP recorded a strong rebound in  

Q3 (+22.9%), with analysts predicting another positive quarter (+4.5%) to end the  

year. The economy is expected to contract a bit more than 5% in 2020 amid a marked 

rise in unemployment. 
 ■ Dividend yields are significantly below their peak in February and March, ending the 

year lower than where they started, at 2%, down from 2.3%. Against a backdrop of 0% 

10-year JGB yields, low-single-digit dividend yields remain an important contributor to 

total returns. 

FAVORABLEUNFAVORABLE

KEY:  October ‘20    January ‘21
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ASIA EX JAPAN 
 ■ The continued strong performance of China, Taiwan and South Korea fueled the 

outperformance of the MSCI AC Asia ex Japan index in 2020. The index outgained a 

buoyant S&P 500 by about 360 basis points.
 ■ Better regional management of the coronavirus pandemic compared with western 

economies produced a faster economic bounce back in Asia, while global demand for 

manufactured goods held up much better than for the services sector, a tailwind for the 

region’s manufacturing-reliant economies.
 ■ Unlike that in much of the rest of the world, China’s growth has been better balanced 

between the services and manufacturing sectors of the economy. However, concerns 

over renewed speculative excesses among retail investors began to be felt in late 2020. 
 ■ China’s economy recouped the ground lost during the initial stages of the pandemic, 

thanks in part to expansive credit provision and in anticipation of a rebound in global 

economic growth in 2021 as expanding distribution of coronavirus vaccines buttressed 

economic sentiment. Against a backdrop of pent-up global consumer demand, China 

and the countries that make up the core of its supply chain should benefit.
 ■ Hong Kong’s unsettled political environment and doubts about its continued role as a 

global financial hub have intensified as the region’s autonomy from Beijing continues 

to erode, though the potential delisting of Chinese companies by US exchanges could 

drive some of those listings to Hong Kong, improving liquidity. 
 ■ At 16.5x forward earnings, the index is trading at one of the richest multiples in its 

history. This compares to the 10-year average of 12x. 

FAVORABLEUNFAVORABLE

KEY:  October ‘20    January ‘21
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AUSTRALIA
 ■ Australian shares surged during the fourth quarter to levels not seen since the onset 

of the coronavirus pandemic in early March, though they finished 2020 slightly in the 

red. Australian equities trail their developed market peers, and bond yields remain 

at historically low levels. The Australian dollar rose to its highest level in more than 

two years as the price of iron ore jumped to a level last seen in 2013. The economy 

rebounded and is technically out of recession. A surge in consumer spending drove 

the largest quarterly jump in economic activity since March 1976 in Q3 while consumer 

confidence hit a 10-year high, buoyed by strong signs of recovery.
 ■ In November, the Reserve Bank of Australia (RBA) lowered its cash rate to a record-low 

0.1%, having last slashed rates at an emergency meeting in March. The RBA believes 

an extended period of high unemployment and excess capacity will result in subdued 

wage and price increases ahead, limiting expected inflation to 1% in 2021 and 1.5% 

in 2022. The board does not expect to increase the cash rate for at least three years, 

until inflation is sustainably within its 2% to 3% target range. Despite S&P cutting its 

rating on the country’s two largest states, Australia’s AAA status is not in immediate 

danger. GDP increased by 3.3% quarter over quarter in Q3 after falling by 7.2% in the 

June quarter. However, annual growth is still negative, and the economy remains 3.8% 

smaller than it was a year ago. 
 ■ Australia’s relationship with China, its biggest trading partner, remains tenuous, though 

Chinese demand for iron ore was more robust than anticipated in 2020, cushioning the 

impact of the pandemic on the Aussie economy. 
 ■ Australian dividend payouts have been among the hardest hit in the world, falling more 

than 40% on an underlying basis in the third quarter, to just $9.6 billion. This represents 

its lowest third-quarter total in at least 11 years, with cuts from the banks having an 

outsized impact. The dividend cuts accompanied a drop in dividend yields below their 

historical norms, which transpires against a backdrop of negative sales growth, rich 

valuations and below-average net margins.  

FAVORABLEUNFAVORABLE

KEY:  October ‘20    January ‘21
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EMERGING MARKETS 
 ■ With light at the end of the tunnel on vaccine distribution, risk sentiment began to 

shift in Q4, and emerging market equities slightly outperformed their developed 

market peers in 2020. Emerging markets forward EPS, having fallen less than that of 

development markets in the first half of the 2020, is now relatively close to last year’s 

opening level ($84 today versus $86 then). Conversely, developed markets forward 

EPS is about 9% lower than at the beginning of last year ($130 today versus $140 then). 

Therefore, it follows that developed markets have been able to keep pace with EM 

thanks mainly to higher levels of multiple expansion. The developed market forward 

P/E is 23% higher than at the beginning of the year versus only 19% for emerging 

markets. 
 ■ Chinese equities outperformed developed and other emerging markets meaningfully 

in 2020. In addition to local market interventions (including significant credit growth) 

that have helped to support the economy, China withstood the brunt of the global 

pandemic earlier than most nations, and measures of production stabilized earlier than 

the rest of world. Specifically, China’s economy grew by over 4% in Q3, and in contrast 

to much of the world, recent services-related economic data has been positive. China’s 

higher growth in recent years has increased its allocation within the MSCI EM Index 

from 17% in 2011 to 39% today. 
 ■  An uneven recovery is occurring within emerging markets. Much of Asia, including 

China, South Korea, Vietnam and Taiwan, report Q3 real GDP levels that are at or  

above prepandemic levels. As an example, China’s Q3 GDP is about 4% higher  

than at the beginning of the year. However, economic activity within much of Latin 

America is still very depressed. The same metrics for Brazil, Mexico and Columbia 

are -4%, -8% and -10%, respectively. These nations have generally experienced a 

greater decline in services than in manufacturing. Within EM Eastern Europe, although 

Turkey’s real GDP is 5% higher than at the beginning of the year, runaway inflation 

(about 14% year over year), a weakening currency and central bank rate increases 

have muted returns for foreign investors. Additionally, index performance shows the 

bifurcation of different EM regions, with the MSCI EM Asia returning 28% for the year 

while the  

MSCI EM Latin America and MSCI EM Eastern Europe indices returned about -14%  

and -12%, respectively. 
 ■ On a positive note, most developing nations have been able to implement both 

countercyclical fiscal and monetary policies in 2020. The positive economic effects 

of low rates have been made possible, at least in part, by persistently low inflation as 

well as relatively manageable external liabilities. In short, EM nations have been able 

to stimulate their economies without too much worry over depreciating currencies. As 

an example, Poland, India and the Philippines have each implemented more than $20 

billion dollars’ worth of quantitative easing, while India, Indonesia and Colombia have 

recently cut rates. 

FAVORABLEUNFAVORABLE

KEY:  October ‘20    January ‘21
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US TREASURIES
 ■ Over the next few months it is likely that economic activity will be dampened by rising 

COVID case counts, though the slowdown is likely to be less severe than the one during  

the virus’s first wave. 
 ■ With the expected “blue wave” having failed to reach the shore, the US election outcome 

suggests less expansive fiscal policy than many anticipated. Nevertheless, the Democratic 

win in the Georgia runoff elections holds the promise of more fiscal stimulus than would 

have been likely under a divided government scenario, with the potential for higher growth 

— and perhaps higher inflation — as a result. We see scope for another fiscal package in 

2021 augmenting the one passed in late December. 
 ■ With vaccine roll-outs now underway, the market may continue to look through 

challenging near-term macro conditions to much better growth in 2021, especially in the 

latter half of the year. Looking ahead to a sustainable postpandemic recovery, we expect 

the Treasury yield curve to continue to steepen, though it could be constrained by a 

number of factors, including a continuation of accommodative monetary policy both at 

home and abroad. At its December meeting, the Fed provided guidance on its continued 

commitment to quantitative easing, though it may have missed the opportunity to deliver 

more support to the long end of the curve by extending the duration of its portfolio by 

skewing purchases toward longer maturities. 
 ■ The market could demand a greater inflation premium in US rates to compensate for 

the increased uncertainty the Fed has introduced by changing its reaction function to 

tolerate higher inflation. This could continue to drive inflation breakevens higher, as could 

the prospect of stronger growth. On the other hand, an output gap has been created by 

the pandemic-induced recession and historically it has been difficult for an economy to 

realize significant inflationary pressure as it works toward closing such a gap and absorbing 

excess productive capacity and labor. Today’s output gap does not appear as deep as the 

one created by the global financial crisis, and while it may not take as long to close (the last 

one took about seven years), it is unlikely to close quickly. The prospect of durably higher 

inflation could therefore be a few years distant. 
 ■ Any prospect of higher rates needs to be placed in the context of a growth and inflation 

outlook that, even under a strong recovery scenario, would not likely support markedly 

higher rates. 
 ■ With the Fed holding the front end of the yield curve steady and longer rates rising, our bias 

is to remain modestly short-duration for the foreseeable future. 
 ■ In our view, credit markets may offer investors better risk/reward than the rate markets in 

the year ahead. Despite the limited potential for further spread tightening, credit offers the 

advantage of carry over Treasuries. 
 ■ Among government debt sectors, agency MBS offer carry over Treasuries and hence merit 

a modestly higher favorability rating. Valuation is tight and fundamentals are poor (the 

prospect of low or lower mortgage rates suggests a high level of prepayments), but Fed QE 

buying continues to represent a powerful offsetting technical. 

FAVORABLEUNFAVORABLE

KEY:  October ‘20    January ‘21
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GLOBAL EX US SOVEREIGNS 
 ■ The reluctance of the European Central Bank and Bank of Japan to cut rates further despite 

poor economic conditions limits the scope for further declines in yields in these markets, 

especially at the short end of the curve. The ECB continues to provide substantial support 

to the European government bond market, and specifically periphery bonds, which favors 

markets such as Italy and Greece. 
 ■ Within core Europe, we find value in long-maturity French bonds, where valuations and low 

net supply offset weakening sovereign credit fundamentals.
 ■ We believe that UK bonds could be outperformers relative to other markets given the 

continuing uncertainty surrounding the UK-EU trading relationship, stringent new 

lockdowns and the ongoing support of the Bank of England. 
 ■ We prefer some dollar bloc bonds over those of core Europe, China and Japan, especially 

longer-maturity bonds with markets such as Australia offering comparably steep yield 

curves. Given low interest rate volatility, we feel swaptions can provide a cost-effective way 

to manage portfolios for an unexpected large move higher in US interest rates.
 ■ Icelandic bonds continue to benefit from low net supply and expectations of lower future 

inflation helped by the impact of 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:  October ‘20    January ‘21
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EMERGING MARKET SOVEREIGNS 
 ■ We see two likely paths to any recovery in global growth in 2021: first, through continued 

stimulus efforts such as monetary accommodation and continued fiscal support and 

second, through a transition to private sector–led growth as vaccines become more widely 

available and virus-related restrictions are relaxed. 
 ■ Most governments in emerging markets, much like their developed market counterparts, 

have implemented countercyclical policies, such as monetary and fiscal stimulus, in 

response to the recession caused by the coronavirus. As a result, debt/GDP ratios have 

risen across the asset class. For lower-rated countries, it will be important to see how 

governments handle the needed fiscal adjustments in order to level off, and eventually 

bring down, debt/GDP levels. We think the response will vary by country and politics will 

play a very large role. Solid balance sheets provide a cushion for many emerging market 

countries that allows them to make this adjustment.
 ■ Valuations in emerging market hard currency sovereign debt remain attractive relative to 

the benchmark’s five-year history. While EM sovereign debt is fairly valued compared with 

US IG and HY, EM sovereign debt spreads offer attractive pickup relative to DM indices, 

adjusting for the recent index inclusion of the higher-rated, lower-spread Persian Gulf 

countries and the exclusion of high-spread Venezuela (which now has an index weighting 

of 0%).
 ■ EM corporates, about 60% of which are rated investment grade, offer wider spreads than 

developed markets high-yield credit and investors are more generously compensated 

by way of wider credit spreads for a given level of leverage than investors in US corporate 

debt. While gross leverage levels between US and EM markets by credit quality bucket 

are similar, the spread per turn of leverage in EM is higher than in the US markets. In the 

BB-rated bucket for example, EM corporate debt offers 30% more spread for each turn of 

leverage than US corporate debt of the same quality. 
 ■ We see select opportunities in EM currencies due to the combination of broad US dollar 

weakness and attractive valuations driven by the global cyclical recovery and the Fed’s 

dovish stance. However, we think most EM central banks will remain dovish until the 

economic recovery is well advanced, and this dovishness will continue to create some 

headwind for currency performance. 
 ■ Technicals remain favorable amid strong demand for EM hard currency debt funds, though 

local currency debt funds experienced modest outflows in 2020. Compared with previous 

periods of large EM outflows such as 2008 and 2013, the recovery in flows seen in the wake 

of the initial shock of the pandemic was markedly stronger.  

FAVORABLEUNFAVORABLE
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GLOBAL INVESTMENT-GRADE CORPORATES
 ■ We remain constructive on the asset class despite ongoing spread tightening in the final 

quarter of 2020. We feel that much of the tightening can be justified by declining US 

political risk following November’s elections and by encouraging coronavirus vaccine 

progress. Current valuations also have to be seen in the context of rates close to the zero-

bound, coupled with the ongoing global search for yield against a backdrop of declining 

supply and expanding central bank balance sheets.
 ■ While gross leverage has risen, an extremely buoyant new issue market (issuance levels 

were up 60% in the US in 2020) has allowed companies to build up substantial liquidity. 

Refinancing risk remains very low for the vast majority of issuers. 
 ■ Despite the recovery in spreads, dispersion has increased among issuers, providing ample 

ongoing opportunity in security selection. We are aiming to rotate from credits that are 

tight into those that offer some spread while avoiding the most distressed or secularly 

challenged businesses. In particular we are focused on sectors where we are paid for 

cyclicality, such as capital goods and REITs.
 ■ We continue to prefer Europe relative to the US given strong ECB support and declining 

periphery country risk. US retail flows could also diminish in the wake of the strong total 

returns of 2020. 
 ■ We continue to find attractive opportunities in European bank and insurance names across 

the capital structure. While European banks are still heavily restricted by regulators, the 

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

subordinated debt. 

FAVORABLEUNFAVORABLE

FAVORABLEUNFAVORABLE

GLOBAL HIGH-YIELD CORPORATES
 ■ High-yield assets continued to rally in the fourth quarter as risk markets looked through 

the challenges of containing the spread of COVID-19 toward a further normalization of the 

economy in 2021.
 ■ Credit has flowed to high-yield companies. Leverage is elevated; however, maturities have 

been extended and many companies have built cash levels, while indicators of credit stress 

and defaults appear to have peaked.
 ■ Global central banks remain committed to quantitative easing programs, low interest rates, 

or both, supporting the technical bid for higher-yielding assets. Given investor demand and 

low borrowing costs, we believe levels of supply should remain elevated in 2021.
 ■ Regionally, EM valuations looks reasonable and offer idiosyncratic opportunities. We view 

spreads as tight in Europe and continue to overweight the US.
 ■ Spreads are generally inside long-term averages, although opportunity remains in 

companies with strong secular growth prospects that were temporarily negatively  

impacted by the pandemic. In our view, the combination of investor demand for yield and 

the potential for spread tightening makes high yield a relatively attractive asset class for 

investors entering 2021.

FAVORABLEUNFAVORABLE
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FAVORABLEUNFAVORABLE

US MUNICIPAL BONDS 
 ■ The asset class rallied in the fourth quarter, driven by a better-than-expected economic 

backdrop and positive news on vaccine efficacy. Sectors most impacted by the pandemic, 

including transportation and hospitals, outperformed, continuing to close the gap from 

earlier in the year. The market received a further boost in early January after Democrats 

gained control of the US Senate, increasing the prospect of higher taxes, in turn making 

tax-free munis more attractive. 
 ■ The rally has been underpinned by the rebounding economy and tax revenues that have 

avoided worst-case projections as federal stimulus has supported consumer spending 

and helped cover revenue gaps. While the operating backdrop for many municipal issuers 

continues to be challenging, the prospect of strengthening fundamentals has brightened 

considerably compared with midyear expectations.
 ■ The muni technical backdrop should remain favorable. Overall supply is elevated as issuers 

look to plug revenue gaps, however tax-exempt issuance should fall below its five-year 

average in 2021. 
 ■ Taxable muni issuance is expected to grow, a positive development as that market 

deepens. The investor base for taxables has broadened due to their comparatively 

attractive relative yields and high quality compared to corporates and other global fixed 

income alternatives.
 ■ Spreads have tightened considerably and moved to fairer levels; however, we believe that 

value remains in the crossover quality tiers and in sectors recovering from the effects of the 

pandemic. Investors should be mindful of the potential for modestly higher rates in 2021 

and may want to bias exposure toward lower duration and to sectors offering spread.

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.


