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FORWARD OUTLOOK
The rollout of vaccines will allow for a return to a more normal world albeit the full benefits of this is not likely to be
seen until 2023. Combined with monetary and fiscal stimulus this will support economic activity and buoy consumer
sentiment around the globe as 2021 progresses.
The overall backdrop for global equity markets remains favourable as accommodative monetary policy and improving
economic conditions should lead to record corporate earnings growth in 2021. We expect near-term volatility due to
the recent rise of COVID-19 cases. Tech remains our favoured sector where we have been adding frontier stocks with
high growth rates and disruptive business models. We believe that accelerating GDP growth, rising inflation, yields,
PMIs, and consumer confidence will benefit cyclical sectors which is why we are overweight in Financial stocks as they
are highly levered to rebounding growth and trade. We are also overweight in the Healthcare sector where we prefer
reasonably priced medical devices and biotech companies with a technologically competitive advantage. On the flip
side, we are underweight Utility companies given our expectations of moderately higher longer-term yields over the
next several years which will reduce the attractiveness of their dividends.
Regionally, we are overweight in Europe and Japan as these economies will benefit from global reflation, given their
greater value characteristics. Positive vaccine news and distribution of proceeds of the EU recovery fund in Second Half
of 2021 should result in strong growth recovery in Europe. Moreover, UK stocks are trading at an 18 percent discount
relative to Europe ex-UK which warrants gradual investment given the recent agreement between Europe and the UK
over the Brexit deal. We also like Emerging Asia ex-China as accommodative financial conditions and strict virus
containment measures combined with widespread testing, especially in South Korea, will result in them leading to an
economic rebound. Indian economy is expected to post a 21.8 percent growth recovery in Second Quarter 2021 while
significant central bank easing (115 bps reduction in the policy rate in 2020) has steepened the yield curve and
expanded forex reserves both of which are accompanied by positive equity returns historically.
We keep duration short as we expect longer-dated bond yields to edge higher as economic growth rebounds.
Meanwhile, the Fed firmly anchors shorter-dated yields, resulting in a steeper yield curve (i.e. longer-dated yields rise
while the shorter-dated ones are little changed). We favour investment grade corporate credit over Treasuries which
could be weighed down by excessive issuance, depending on the size of future fiscal stimulus packages. We are
currently cautious on interest rate sensitivity (duration) but may find opportunities to lengthen duration by adding
longer-term bonds as interest rates rise in 2021, but with no maturities exceeding five years.
We forecast the US dollar to weaken in 2021 as the global economy recovers, fiscal spending increases with the newly
elected US President, and the Fed keeps the fed funds rate near zero through 2023 in an attempt to drive inflation and
global growth higher. Recent moves toward fiscal integration with the EU’s recovery fund is positive for the euro as it
creates a new large ‘AAA’ asset in the eurozone that should attract inflows from investors. Sterling is supported by the
newly agreed Brexit terms. The Canadian dollar should appreciate against the US dollar as economic growth recovers
and demand for commodities rise. A weaker US dollar should aid Emerging Market debt repayments while supporting
trade competitiveness.
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KEY ECONOMIC FACTORS

AS AT DECEMBER 31, 2020

MACRO ECONOMIC

The backdrop of monetary and fiscal support coupled with low
interest rates and vaccine rollouts support global economic growth
in the coming year. We expect that those who remain employed
will increase their spending and provide the impetus for economic
growth whilst those who are unemployed will fall more deeply into
economic despair. The short- and long-term ramifications of this
income inequality are significant to economic growth and public
policy around the globe. As such, monetary and fiscal policy to
achieve a path back for full employment is crucial. Growth in
Developed Markets (DM) will lag that of Emerging Markets (EM) in
First Quarter 2021 as the COVID-19 situation has improved across
EMs, allowing policymakers to re-open their economies further,
even before widely distribution of a vaccine. Meanwhile, virus cases
in DMs are still high and restrictions are numerous. We agree with
Bloomberg consensus estimates and expect global growth to jump
from negative 3.5 percent in 2020 to positive 3.9 percent in 2021.
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Central banks around the globe have eased monetary policy by
cutting interest rates, injecting liquidity, and creating credit support
facilities amid the COVID-19 crisis. These measures will not be
reversed anytime soon. In the US, the Fed is planning to keep the
range for the federal funds rate at zero to 0.25 percent until 2023,
effectively anchoring shorter-dated interest rates. The ECB keeps
the negative benchmark rate unchanged but is likely to top-up the
bond purchase programme following recent increases in virus cases
and shutdowns which threatens the region’s economic recovery.
The Bank of England is on hold for now. The Bank of Canada
forecasts low interest rates until 2023 and the bank’s quantitative
easing programme will continue with at least CD$4 billion a week in
asset purchases to add liquidity into the system.
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Trade tensions between the US and China are ongoing.
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Geopolitical risks are mounting.

MONETARY POLICY

GLOBAL TRADE
Global Trade

GEOPOLITICAL
Geopolitical
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EARNINGS GROWTH

VALUATIONS
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Given the recent rebound in equity markets, relative
valuations are reasonable compared to historical averages
while Europe and Canada look particularly attractive.

Corporate earnings are expected to post a recovery in early
2021 as economies reopen and vaccines are introduced
across the world.

Source: Bloomberg

Source: Bloomberg

MARKETS FORWARD - SECTORS
VALUATIONS

EARNINGS GROWTH
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The growth in Health Care stocks remains underpriced while
Financial stocks are trading below the historical average
multiple despite recent outperformance.
Source: Bloomberg

Earnings are expected to recover across the board but the
rebound in economically sensitive sectors such as Energy,
Consumer Discretionary and Materials is expected to be
particularly strong.
Source: Bloomberg
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GLOBAL MARKET COMPARISON

MARKETS IN REVIEW - FOURTH QUARTER 2020

AS AT DECEMBER 31, 2020

Global equities gained in Fourth Quarter 2020
as several vaccine breakthroughs fostered
hopes of a return to economic normality.
Emerging market stocks outperformed as a
rally in commodity prices was supportive for
the net exporters.

US MARKET INDICES

US stocks posted positive performance on
the back of the Presidential election result,
positive vaccine news, and a $900 billion
stimulus package which boosted sentiment.
Economically sensitive small cap stocks
outperformed the S&P 500.

Overall, the S&P 500 rose 11.69 percent in
the quarter and value stocks outperformed
growth stocks.

DEVELOPED MARKETS

Eurozone equities rose after EU leaders
approved a €1.8 trillion budget package
helping economically sensitive sectors such
as Energy and Financials to outperform. UK
equities produced double digit gains on the
Brexit deal and better than feared economic
data.
Italy was the best performing Developed
Market for the quarter in US dollar terms.

All returns are expressed in US dollars. Source: Bloomberg
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MARKETS IN REVIEW - FOURTH QUARTER 2020

AS AT DECEMBER 31, 2020

EMERGING MARKETS

Emerging Market equities benefited from
renewed hopes of a cyclical recovery, a
weaker US dollar, and increasing global trade
activity. The South Korean market was one of
the best performers due to increase in
exports. By contrast, US-China tensions
dragged on sentiment for Chinese stocks.
Overall, Emerging Markets appreciated by
19.34 percent.

MAJOR CURRENCIES

The US dollar depreciated against all major
currencies on a rebound in risk assets as
central banks and governments provided
enormous amounts of stimulus, the Fed
pledged to keep the benchmark rate near zero
until 2023, and vaccine news lifted hopes for a
global economic recovery in 2021. Sterling
appreciated on the Brexit trade deal. The euro
appreciated against the US dollar as EU
leaders approved the €750 billion recovery
fund. Commodity currencies appreciated as oil
and raw material prices rallied.

BONDS

Shorter-dated US Treasury yields were little
changed as the Fed reinforced its supportive
monetary policy. Longer-dated yields rose
following Biden’s Presidential election victory
and US approval of both Pfizer’s and
Moderna’s covidvirus vaccines which lifted
hopes for a global recovery. Canadian yields
rose as commodity and crude oil prices rallied.
German yields fell as the ECB increased its
quantitative easing programme. UK yields fell
as vaccine optimism was tempered by Brexit
uncertainty.
All returns are expressed in US dollars. Source: Bloomberg
BIAS structures portfolios according to the needs and risk profile of a specific investor. Some systematic risks should be acknowledged over which BIAS and other
asset managers have no control including: trading on exchanges not regulated by any US Government agency, the Bermuda Monetary Authority, or the Cayman
Islands Monetary Authority; possible failure of brokerage firms or clearing exchanges; illiquid Markets which may make liquidating a position at a given price more
difficult. For more details on these and other risk factors, please refer to BIAS’ Form ADV filed with the US Securities and Exchange Commission.
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MISSION STATEMENT
The entire BIAS staff is committed to exacting ethical standards and professional
conduct as dictated by the CFA Institute.

As a team we pledge to add value by anticipating and addressing client needs
proactively and by providing consistent and exceptional customer service.
In a time when investors are overwhelmed by the vast amount of information available,
we consider our responsibility at BIAS to bring clarity to our clients so that they can
achieve their financial goals.
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www.bias.bm
Licensed to conduct Investment Business by the Bermuda Monetary Authority.
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