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The global economy is emerging from a pandemic-led recession in the first 
half of 2020—the deepest in modern history. While growth in the latest 
quarter is likely to show a strong rebound for most economies, much 
uncertainty remains about the shape of the recovery over the rest of this year 
and its sustainability in 2021. 

Near-term risks centre around the prospect of fading fiscal support, an uncertain US election result 
with the risk that the outcome is contested, as well as the recent resurgence in COVID-19 cases in 
a number of countries. While Australia’s outlook remains critically linked to global  
developments, hopes for eased lockdown restrictions on the back of improving virus trends, as well 
as expectations for additional fiscal stimulus, have recently improved near-term domestic  
growth prospects.

At Crestone’s most recent investment forum, we asked panellists to discuss their near-term  
outlook given these current uncertainties. In particular, we asked how they view the most likely 
central case scenario for global and Australian growth over the coming year. Key strategies for 
investing across different asset classes were explored in light of relatively expensive equity and 
sovereign bond markets. 

Overall, while our panellists were constructive on the prospects of a pick-up in economic growth in 
2021, caution was a common theme dominating discussions regarding the investment  
environment for the rest of 2020. Uncertainties surrounding a potential vaccine, the outcome of the 
US election, and ongoing deliberations about further fiscal stimulus were viewed as likely to  
generate an elevated level of volatility over coming months.

Three key themes emerged from the forum
 •  The virus and fiscal stimulus risks are weighing on the near-term outlook—The resurgence 

of the virus is challenging notions the pandemic is a finite event. There is a risk, given stalled US 
stimulus talks, that the ‘fiscal bridge’ being built may not reach far enough. More positively, there 
were signs societies are learning to live with the virus without resorting to full lockdowns. The 
US election, and the potential for the outcome to be contested, was viewed as driving near-term 
market volatility.

 •  There are reasons to be optimistic about Australia’s recovery—Australia is in a relatively 
strong economic position after 29 years of growth, and with less structural risks in household 
debt and bank funding than several years ago. Despite risks around fading fiscal stimulus, there 
was some likelihood that prior support would underpin a genuine resurgence in demand when 
restrictions eased. However, any recovery was expected to be uneven, given the economic 
shock was uneven.

 •  Investment opportunities still exist, despite expensive markets—Finding value in equities 
will require accepting a long-term horizon, as fully valued markets are likely to churn sideways 
near term. Opportunities exist in cyclical re-opening trades, companies with strong cost control 
prospects and emerging markets. In fixed income, the ‘sweet spot’ for investors is to employ a 
shorter duration strategy and seek income in higher quality segments of credit. Unlisted real 
assets are an increasingly attractive source of defensive yield and asset growth.

Navigating

volatile markets
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The impact of COVID-19 and the shutdowns that have occurred across 
the globe led to a deep recession in the first half of this year. Although 
economic data indicates that we are recovering in Q3, the near-term 
outlook appears increasingly uncertain. We asked our panellists what 
their central case is for the global economy and what the upcoming US 
presidential election means for the recovery. 

ON A SIX TO 12-MONTH VIEW, WHAT’S YOUR CENTRAL CASE FOR THE  
GLOBAL ECONOMY?

Darrell Spence, Economist at Capital Group, believes the most important variable  
driving the outlook is the virus. This event is extremely unprecedented—not because 
there have not been pandemics in the past, but because we have never reacted to them 
with widespread shutdowns and other restrictive policies. He explained that the world 
thought this would be a finite event and the policy response would be up to the task. 
Now, that finite event is being brought into question, with a resurgence of the virus  
occurring in Europe and the US. “The bridge they were building over this chasm of  
demand may not actually reach the end of that chasm—it does not seem like they’ll get a 
second round of fiscal stimulus.”

Spence believes that, up to this point, the US economy has not 
felt like an economy with a 10% unemployment rate or one that 
is in a difficult economic situation, simply because the fiscal 
stimulus did what it was supposed to do—but now that stimulus is 
running out. “Over the next couple of months, the savings  
generated by the fiscal stimulus will start to be spent down. We’re 
going to see an economy that feels a lot more like it looks on 
paper when you look at GDP and unemployment numbers.  
When you consider there won’t be fiscal support to plug the 
economy like we had in previous months, it’s going to be a  
difficult road ahead.” 

While Spence is unsure what the shape of the recovery will be, he highlights the worst 
possible scenario is a W-shape, where the economy is continuously opened and shut. 
This scenario would make it extremely difficult for businesses to plan ahead.

Frances Lim, Managing Director at KKR & Co, feels more optimistic. In March, KKR & 
Co felt US economic growth would fall 10%. Now, it has revised this figure upwards, and 
has also revised its economic growth forecast upwards for Europe and Asia. Its view 
moved from widespread shutdowns to a scenario where society would learn to live with 
the virus. Although there has been a relapse in many countries, this has not translated 
into a full lockdown, which makes KKR & Co more optimistic about the outcome. Fatality 
levels are also relatively low and mobility is still high as society learns to live with the  
virus. However, Lim shares Spence’s view that we are approaching a fiscal cliff of  
stimulus. USD 25 trillion (29% of GDP) was allocated in Q1 and Q2 2020, but as this 
stimulus runs out, that is a big source of concern. 

Scott Haslem, Chief Investment Officer at Crestone, believes that if you take a one to 
two-year view, economies will start to repair themselves post-COVID. However, we 
have committed ourselves to zero rates for multiple years post the recovery, as we may 
not reach some targets, such as inflation, any time soon. The conundrum will be what 
happens when rates are zero, the Federal Reserve (Fed) is unwilling to move, and the 
economy is doing well with secular trends that are disinflationary. This could lead to  
valuations becoming completely unhinged. Also, if inflation increases but the Fed is still 
at zero, bond yields would have to move higher, significantly steepening the curve. 

WHAT WILL DRIVE THE GLOBAL RECOVERY?

“We’re going to see an 
economy that feels a lot more 
like it looks on paper when 
you look at GDP and 
unemployment numbers.” 
DARRELL SPENCE, CAPITAL GROUP
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WHAT ARE YOUR VIEWS ON THE UPCOMING US PRESIDENTIAL ELECTION?

Spence believes the composition of the Senate is key in terms of what the policy 
outcomes will be for the next administration. If Joe Biden wins, but the Senate remains 
Republican, Capital Group feels there will be two more years of gridlock until the next 
mid-term election. Another potential issue is that we may not know who has won for an 
extended period, especially if the result is contested and ends up in the courts. 

Lim highlighted that markets are already beginning to struggle. A likely Biden victory was 
potentially driving this, but when the outcome appeared less clear, markets began to sell 
off. “A lot of people actually like Trump’s policies, although they’re not a fan of him. Media 
also doesn’t like writing positive news about Trump. On the other hand, people like Biden 
but not necessarily his policies, particularly those around raising taxes.”   
 

The Crestone view: On balance, unprecedented monetary and fiscal 
stimulus, a capex pick-up, and broad progress in containing the virus 
suggest the world is still on track for a U-shaped, likely stop-start, 
recovery in 2021. However, we are unlikely to see a return to pre-
COVID-19 levels of activity until late 2021 at the earliest.



 

Uncertainties surrounding a 
potential vaccine, the outcome of 
the US election, and ongoing 
deliberations about further fiscal 
stimulus are likely to generate an 
elevated level of volatility over 
coming months.
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Since the onset of the pandemic, the Australian Government has 
deployed a number of stimulus measures to kick-start the economy. In 
coming months, however, these measures could be wound down—but is 
it really likely that the domestic economy will grind to a halt?

HOW WILL FADING STIMULUS AFFECT THE DOMESTIC ECONOMIC RECOVERY?

According to David Pace, Portfolio Manager at Greencape Capital, Australia has a  
build-up of stimulus in the system, thanks to the JobKeeper program. How the economy  
responds once this stimulus ends will be key. “While there was instant gratification in 
terms of the economic response, which will likely compound once borders re-open, a 
recession still looms. The best-case scenario is a U-shaped recovery, but there are quite 
a number of businesses that will go to the wall before we get through that.”

Pace believes that clarification is still needed on how much is 
genuine demand with follow-through, as opposed to pent-up 
demand as a result of the shutdowns in March and April. He notes 
that in the US, as the economy has re-opened, the resurgence in 
housing demand has been profound and it has taken everybody 
by surprise. Haslem noted the strong multiplier effect that comes 
from housing activity in economies and that, in Australia’s case, 
this could feed through and support other parts of the economy.

WHAT ARE THE KEY RISKS AND CHALLENGES FACING AUSTRALIA?

Jay Sivapalan, Head of Australian Fixed Interest at Janus Henderson Investors, believes 
the domestic economy was not necessarily broken to begin with. “We had 29 years of 
continuous growth. When you have that long period of economic growth, you typically 
get some excesses building up. In Australia’s case, the risks were clearly around  
household debt. However, many of the steps that were taken by APRA and the banks 
over the last five years—a tightening of lending standards, a focus on serviceability—
have helped to the extent that when you get a left-field shock like this you can work 
through it appropriately. Additionally, we have strong capital levels by historical and 
global standards. Today, banks are two thirds funded by deposits, as opposed to one 
third when they were heading into the GFC.” 

Sivapalan highlighted a key difference between Australia and the US was the slack in 
the jobs market heading into the crisis. Unemployment in the US (at a 50-year low) prior 
to the crisis was a particular strength. He feels that, domestically, we are contending 
with slower moving challenges, such as the use of technology in the transition to online 
consumption, and the way we do business, as well as the effects of the 2019 bushfires. 
However, unlike offshore, there was significant capacity for monetary stimulus and lower 
bond yields have led to a significant drop in funding costs. “We’ll have to contend with 
the pace of permanent disruption, the reorganisation of the economy and acceleration of 
tech trends—all the while working through a default cycle during this recession.” 

Sivapalan believes that further stimulus is highly likely and necessary to the sectors 
hardest hit. He feels the recovery will likely be uneven because the shock was uneven. 
There has been a serious dent to the economy and we will need to work through that. 
So, when it comes to retracing growth, he expects it will not be until late 2022 before we 
fully recover.
 
The Crestone view: Falling virus case trends, the prospect of 
additional fiscal and monetary stimulus, and the ongoing recovery in 
China and the global economy are underpinning some improvement in 
Australia’s economic outlook. 

WHAT ARE THE CHALLENGES FACING 
AUSTRALIA?

“The base case scenario is a 
U-shaped recovery, but there 
are quite a number of 
businesses that will go to the 
wall before we get  
through that.” 
DAVID PACE, GREENCAPE CAPITAL
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Low rates and various stimulus measures since the GFC have resulted in 
equity valuations rising above long-term averages. However, focusing on 
traditional valuation measures, such as price-to-earnings ratios, may not 
provide the full picture. 

HOW DO YOU BALANCE VALUATION, CONCENTRATION AND ZERO INTEREST RATES?

Pace believes there has been a pretty big downgrade washout in Australia’s August 
reporting season and, while he is quite comfortable with where consensus numbers have 
landed, the problem is elevated multiples. He feels the time for portfolio triage and repair 
has come and gone. Additionally, low rates are great until they are terrible. He cautions 
that discounting cashflows involves more than just the risk-free rate and feels “the lower 
the rates, the louder the alarm bells” when it comes to equity risk premia. 

Haslem feels the issue is not as simple as growth versus value—it is about which  
companies have positioned themselves through the crisis for future growth.

At Greencape Capital, Pace explained that they are adding duration (the period they  
expect the share price to converge on fair value) at a measured rate. They are also 
assessing companies that have been structurally impaired by the pandemic but are 
expecting a solution on a two to three-year timeframe. He believes it is important to hone 
in on companies that have used the crisis to their advantage, such as those that have 
reset their cost bases substantially. For example, Qantas, which is highly unionised, has 
a once-in-a-lifetime opportunity to reset its cost base. Over the medium term, Pace  
believes that equity yield will play a big role in total shareholder return outcomes. He 
thinks investors should look for sustainable yield (i.e. companies that are generating 
good levers of cash so payout ratios are manageable and yields are sustainable) that 
has an element of self-funding growth. This, he believes, is a reasonable total  
shareholder return equation. The further out he looks, the greater Pace’s conviction, as 
he does not see short-term risk-adjusted value on the table. He sees great opportunities 
on a three to five-year time horizon. 

Lim believes the only measure that does not look expensive is if you 
compare either the earnings yield or dividend yield relative to  
interest rates. “You also have to focus on the equity risk premium. 
Over time, it is relatively stable, so that’s the right measure because 
it’s mean reverting and in today’s market it’s at the lower end of  
that band.”

When Lim thinks about how this will evolve, she explains, “we are 
fully valued today, and the market normally churns a lot when it’s 
fully valued. Following the strong rebound in markets, we’re past the 
easy wins. Here is where we trade sideways and you have to pick 
your spots.”

She explains that it is difficult to justify buying the big five stocks above these levels. 
There is, however, value in some of the cyclical names should a vaccine emerge. 
However, the adoption of a vaccine is not yet known, and we are unlikely to see a full 
recovery until 2022.

WHAT ARE THE OPPORTUNITIES IN EMERGING MARKETS?

Sivapalan believes the era of US and western economy dominance in finance is  
gradually shifting. He believes there will be some great opportunities in China, India, and 
broader Asia. However, transparency around accounting standards will be key, as well 
as comfort in what we are investing in. He also believes there is a need for clarity around 
which assets and debt markets are genuinely free market, state controlled, and which 
are owned by private enterprise. While there are likely to be many opportunities, they will 
likely come with increased volatility. 

WHAT DOES THIS MEAN FOR EQUITIES?

“Following the strong 
rebound in markets, we’re 
past the easy wins. Here is 
where we trade sideways 
and you have to pick  
your spots.” 
FRANCES LIM, KKR & CO
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Lim is bullish on Asia. The consumer market has shifted, and Asia’s consumer economy 
is now as big as the US at USD 16 trillion and growing much faster, which makes it more 
attractive. Lim says that when you look across the globe, Asia has done a better job at 
controlling the virus and spent less on stimulus measures. The problem is that much 
of the liquid market indices in emerging markets do not provide much exposure to the 
underlying driver that you want. This makes private unlisted markets more attractive, as 
they provide better exposure to those areas. As China opens up its capital markets, Lim 
believes the opportunity set will only improve. The currency can also provide a tailwind, 
as the US dollar is now in a secular decline (a strong US dollar has historically been a 
headwind for investors).

The Crestone view: We expect markets to remain volatile near term 
as the COVID-19 picture evolves, the earnings outlook becomes clearer, 
and we approach the US presidential election in the US. However, on a 
tactical six to 12-month outlook, we remain constructive on risk with a 
preference for equity over fixed income returns. 



 

In equities, opportunities exist in cyclical 
re-opening trades, companies with strong cost 
control prospects and emerging markets. 
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With rates expected to stay near zero for several years, sovereign bonds 
appear expensive, with a possibility that valuations could become even 
more stretched. We asked our panellists if government bond yields are 
likely to rise in the medium term, and where investors can look for value 
in fixed income. 

Sivapalan believes cash rates will remain low over the next five years. Bond yields, 
whether through market pricing or by virtue of central bank buying, are unlikely to lift 
meaningfully over the next 12-24 months. Beyond that, as economies start to re-open 
and the output gap closes, Sivapalan says that bond markets have a habit of flirting with 
what might come next. This is the unison of fiscal and monetary policy. “Over the last 
three decades this hasn’t really happened. Now we have a decade ahead of us of easy 
monetary and fiscal policy. Also, a regime shift in which central banks are willing to  
tolerate a through-the-cycle lift in inflation to get to their (full) employment targets.”

Sivapalan believes that if you bring this together, it is unlikely that bond yields will rise in 
12-24 months. He believes that inflation expectations and the cost of inflation  

protection is very cheap today. While inflation will be low over 
the next couple of years, it may lift—particularly given central 
banks would like a higher level of inflation in five years’ time. 

Haslem highlighted that, while equities were seen by many as 
expensive, depending on your macro view, bonds are expensive 
too. Even if yields rally from here, a portfolio is not going to pick 
up much return from sovereign bonds. In the other direction, 
central banks are going to intervene over the coming year, so 
there is not much to be gained from being too bearish bonds. 
Arguably, cash was challenging the role of sovereign bonds, 
providing a defensive yield without the duration risk.

According to Sivapalan, bond managers are faced with the conundrum of where to 
source returns in defensive portfolios. The sweet spot for investors is to employ a shorter 
duration strategy managed more tactically, and then use the risk budget in the higher 
quality segments of credit markets to generate greater levels of income. High quality 
credit spreads, excluding that end of the spectrum that is prone to default during a  
recession, are likely to tighten and trade through pre-COVID levels towards the levels we 
saw in 2002-2005. This is because there are not many alternatives for investors  
seeking safety. Zero rates will drive a natural demand for high quality credit. 

Spence reflected on a Jim Grant quote. “Inflation isn’t too much money chasing too few 
goods, it’s just too much money and what it chases differs from cycle to cycle.” He  
explained that we are focused on goods and services inflation and core personal  
consumption expenditure, which has not done much. However, that does not mean it 
hasn’t had an effect elsewhere—most likely in asset prices. Unwinding that inflation can 
bring about undesired consequences, even though it may be great on the way up.

According to Lim, the Fed has shifted so it is also focussed on the inequality gap, not 
just increasing the headline number. Doing that means it has to hold rates lower for  
longer at the expense of overshooting on the other side. Therefore, inflation-linked  
securities sound like a good alternative. Lim’s preference is to invest in assets that offer 
yield and some asset growth, particularly real assets and asset-backed credit.
 
The Crestone view: We are underweight sovereign bonds and 
overweight international corporate credit. Ongoing central bank bond 
purchase programs remain very supportive for higher quality credit. 
We also favour increasing allocations to real assets for a defensive 
ballast in portfolios.

WHAT DOES THIS MEAN FOR BONDS?

“We have a decade ahead of 
us of easy monetary and 
fiscal policy. Also, a regime 
shift in which central banks 
are willing to tolerate a 
through-the-cycle lift  
in inflation.” 
JAY SIVAPALAN, JANUS HENDERSON INVESTORS
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WHERE ARE YOU ALLOCATING YOUR INCREMENTAL DOLLAR?

DARRELL SPENCE
ECONOMIST 
CAPITAL GROUP

“Sustainable, lower leverage 
dividend yield.” 

DAVID PACE
PORTFOLIO MANAGER/INVESTOR 
GREENCAPE CAPITAL

“High quality sustainable 
equity yield, with an 
allocation to cash for 
opportunities.”

JAY SIVAPALAN
HEAD OF AUSTRALIAN FIXED INTEREST 
JANUS HENDERSON INVESTORS

“Investment grade credit with 
a sprinkling of lower grade 
credit—but quality businesses 
that can survive a recession. 
Inflation protection, as the 
cost is very cheap today.”

FRANCES LIM
MANAGING DIRECTOR,  
GLOBAL MACRO AND ASSET ALLOCATION 
KKR & CO

“Asian private market equity, 
credit and infrastructure.”
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