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We have not exited 2020 
with a clean slate, with 
the pandemic still in play 
in many regions… 
 
…but to a significant 
extent the drivers of an 
economic recovery have 
strengthened. 

 

“Amidst another surge in 
COVID-19 cases globally, 
we are seeing more 
contagious strains 
emerge and some hospital 
systems stressed 
to capacity.” 

NORTHERN TRUST 
JANUARY 2021 

 

Signals and strategies 
2020 challenges persist into 2021 
 

Alas, the start to 2021 is not as ‘fresh’ as we would have liked. We 
have not exited 2020 with a clean slate. A renewed global surge 
in the pandemic through December has delivered rising mobility 
restrictions in many regions as the year has got underway, even 
with a quickening vaccine rollout. Despite this, equity markets—
and bond yields—have risen further to reflect optimism that a 
growth and earnings recovery still lies ahead. And, once again, 
asset valuations have become challenging. Top of mind for 2021 
is whether we should, firstly, remain moderately ‘risk on’ and 
secondly, if so, how to best manage portfolios through a year 
with likely elevated volatility and potential risks. 

The virus, the politics and the policy… 

A lot has transpired over recent months. While a ‘holiday season’ for many, key 
developments since our early December letter have had meaningful impacts on 
the outlook for economies and markets: 

There has been a COVID-19 resurgence, most particularly in the UK, Europe and 
the US, while Australia and parts of the emerging markets have also had new 
outbreaks. This has led to a renewed pick-up in mobility restrictions (see the chart 
below), which will likely weigh noticeably on early 2021 growth. 

Political uncertainty has eased. Beyond the affront to US democracy associated 
with supporters of former president Trump storming Capitol Hill, the transition of 
US power is behind us. The Democrats surprised by taking control of the Senate, 
a Brexit deal of sorts was done very late in December, and the Europeans finally 
agreed their stimulus deal.  

Policy stimulus intensified, as President Biden announced his planned, larger-
than-expected USD 1.9 trillion stimulus, the European Union’s (EU) EUR 750 
billion recovery fund progressed, Japan approved its third stimulus package, and 
the UK flagged another stimulus post-April. More supportive monetary messages 
were also forthcoming from global central banks. 

Overall, and to a significant extent, the drivers of a long-awaited economic 
recovery have strengthened. Fears of a fiscal cliff have been further eased by 
another round of support, equity-supportive record low rates appear in play for at 
least the bulk of this year, and the various vaccines are being rolled out through 
H1 2021 (and to date appear effective against evolving mutations). 
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“Over the course of 
coming weeks, there’s a 
reasonable chance that 
equities, and other risk 
assets, give back some of 
their recent strong gains”. 

LONGVIEW ECONOMICS 
JANUARY 2021 

 

 

 

 

 

Our core positive outlook 
remains intact, though 
arguably the ‘good news’ 
of falling new virus cases 
and the reopening of 
economies may be more 
evident in Q2 than Q1 of 
this year. 

The renewed surge in COVID-19 has led to a rise in activity restrictions 

Source: UBS. 

 

However, the resurgence in virus cases and tighter mobility restrictions now seem 
certain to extend the loss of growth momentum in Q4 2020 that we predicted in 
our 2021 outlook, at least partially into Q1 2021. Markets appear to have taken this 
in their stride. As Longview Economics notes, “most key country/regional equity 
indices [are up] 15–25% in the past 2½ months”.  

Indeed, our so far elusive improvement in equity valuations, reflecting a view that 
elevated price-earnings (P/E) ratios can contract (as P rises, but E rises faster), 
has yet to materialise (see the chart below). Equity valuations remain as 
challenging as they were in H2 2020, and the risk of a near-term correction in 
prices, or at least heightened volatility, has risen. 

Equity market valuations remain elevated in early 2021 

Source: UBS, Crestone. 

Top of mind for 2021 is, therefore, whether we should remain moderately ‘risk on’ 
and, if so, how we best manage portfolios through potential volatility and risk. As 
far as answering the first question, our core positive outlook for 2021 (as 
discussed in December’s Core Offerings) remains intact. Though, arguably, the 
‘good news’ of falling new virus cases and recovering growth, driven by the 
reopening of economies, may be more evident in Q2 than in Q1 (as we had first 
hoped). Our forecast recovery is delayed, not derailed. 

Indeed, we note that relative to December, forecasts for global growth have 
moved higher, predicated on falling virus trends prior to mid-year. UBS has lifted 
its 2021 growth forecast from 6.1% to 6.2%, with 2022 seen similarly buoyant at 
5.3%. The International Monetary Fund in late January also raised its 2021 forecast 
from 5.2% to 5.5%. 

Still, it is worth considering the key macro-economic signals for 2021 we are 
watching closely to ascertain whether any disappointment is temporary or a 
reason to reshape our thinking. 
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What are the key macro 
signals for 2021 to watch 
to ascertain whether any 
disappointment is 
temporary or a reason to 
reshape our thinking? 

 

 

 

A H1 burst of headline 
inflation, especially in the 
US, could spook equities 
and other risk markets… 
 
 
…but a change in tone 
from central banks, 
flagging a future 
withdrawal of liquidity, 
is arguably a more 
significant concern. 

 

 

 

“Inflation is not likely to 
be a problem, but there 
will be a short-term 
increase during the first 
half of 2021 caused by 
base effects (the low oil 
price last year). 

UBS, JANUARY 2021 

 

Some key macro signals for 2021 

As 2020 showed, a year is a long time in forecasting! Yet, amid uncertainty, there 
are some drivers we believe remain reasonably assured. These include ongoing 
policy stimulus (at least relative to pre-COVID-19), with any fiscal cliff largely 
deferred until 2022 and official interest rates pegged as close to zero as possible. 
Moreover, for a change, we expect macro-economic activity trends may play a 
more dominant role for markets than geo-politics.   

1. The pace of the vaccine rollout (and its success against mutations)  

This will garner increasing market attention and provide a bellwether on the likely 
timing of a sustained decline in new COVID-19 cases. In the UK, the government 
is targeting 15 million inoculations by mid-February. UBS is expecting a third of 
the world’s population to be inoculated in 2021, leading to a sustained downward 
trend in new virus cases by mid this year.  

Whether the pace of the vaccine rollout proves faster or slower than expected, 
and whether current (or new) vaccines can prove effective against the virus’ 
mutations, will be key to assessing the extent to which mobility restrictions can be 
eased and growth momentum recover.   

2. Will easing consumer fear and high savings drive spending?  

The coming year is likely to be characterised by an accelerated vaccine rollout, 
falling new virus cases, and easing mobility restrictions globally. While it is our 
strong belief, there is no certainty that less consumer fear will combine with the 
recent sharp increase in consumer purchasing power (reflected in sharply higher 
saving rates globally, see the chart below) to drive faster consumer demand. It 
has, however, been true for Australia and China.  

The pace at which consumer spending picks up will be key to assessing the 
outlook for global growth, and the extent to which corporate earnings can recover 
in line (or not) with expectations. The outlook for inflation will also be impacted by 
the strength of consumer demand. The significant acceleration in property sectors 
globally, including Australia, the US and the UK, should also boost consumer 
confidence and spending through rising wealth impacts. 

3. Inflation pressures could surprise, albeit they will likely not be sustained 

A sustained structural pick-up in near-term inflation appears unlikely any time 
soon, reflecting vast swathes of spare capacity and high unemployment rates 
across most economies, including Australia. However, it would not be surprising 
to see a H1 2021/mid-year burst of cyclical (not structural) inflation as a 
reacceleration in consumer activity (as mobility restrictions are eased) outpaces 
the recovery in supply and production chains. 

A higher-than-expected burst of inflation, especially in the US, could spook 
equities and other risk markets. But given global demand is not expected to 
regather its pre-virus level until late 2021 (and that pace was not obviously 
pushing inflation above central bank targets), any inflation surprise is unlikely to 
be sustained in 2021. Signs of a faster fall in unemployment, or rising wage 
pressures globally, will be a more important longer-term signal to watch. 

4. When will central banks change their tone? 

It’s hard to deny some level of exuberance in equity markets as 2021 gets 
underway. History is, however, relatively clear that markets typically run into 
problems when central bank liquidity is withdrawn. As Charles Kindleberger 
famously notes in his 1978 book, Manias, Panics, and Crashes, while there are 
typically four things that define a bubble, there’s only one thing that has 
historically burst them, namely the withdrawal of cheap money. 

A cyclical burst of inflation in H1 2021 is unlikely to foster talk by central banks of 
tapering. They will hold firm to messages of sustained stimulus (not least to 
support the financing of government deficits) for much of 2021, alluding to high 
unemployment as their defence. But a shift in tone through H2 2021, that may be 
positioning for reduced liquidity in 2022, may have a potential early and significant 
impact on long-dated yields and equity valuations.  
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Is there a correction in 
equity markets we 
wouldn’t buy? 
 
… A multi-year pull-back 
in risk is more likely if 
evidence mounts of a 
structural inflation uplift 
or a collective failure of 
vaccines. Such outcomes 
seem unlikely currently. 

 

 

 

Duration risk on a one to 
three-year view has led 
some to question the value 
of bonds relative to cash. 

 

 

 

Household saving point to significant consumer spending power globally 

Source: FactSet, ABS, Crestone 

 

Maintaining our current positioning in early 2021 

Our answer to the first question, despite the macro risks to be monitored, is that 
we should retain our recommended moderate risk-on positioning for portfolios, as 
discussed in December’s 2021 outlook. On a three-year horizon, return 
expectations remain under downward pressure. However, sustained low yields 
should continue to favour returns in equities (particularly non-US equities) relative 
to fixed income. We have retained our neutral positioning in listed credit markets, 
albeit we view them as favourable sources of relative return in fixed income. With 
traditional equity and bond valuations stretched, we continue to recommend full 
allocations to alternative investments. 

Some key strategies for 2021 

So, considering the second question, how should we manage portfolios through 
2021? Put another way, what ‘correction’ in equity markets would we not buy? 
Any pull-back driven by a short-term inflation burst, delay in the pace of the 
vaccine’s success, or a more cautious consumer recovery is likely to foster 
ongoing policy support (as a structural uplift in inflation is further delayed). In 
contrast, a multi-year pull-back in risk is more likely if evidence mounts of a 
structural inflation uplift or a collective failure of vaccines against the virus and its 
mutations. These latter risks, for now, appear low. 

Bring portfolios into line with strategic positioning—Be conscious that equity 
weights have likely drifted higher, given market gains over recent months. Prior 
reluctance to invest in sovereign bonds should also be curbed, given US 10-year 
Treasuries have risen from lows of 0.60% to 1.10% recently. With most portfolios 

still short of strategic allocations to alternative investments, this should remain a 

focus in 2021, particularly given the relatively high prices for traditional fixed income 
and equity assets. Allocations to emerging market equities are also worthy 
of focus. 

The equity growth-to-value rotation has further to go—The recent rotation to 
value (and cyclicals) from growth (and defensives) has been significant, as we 
expected. While this should not be overplayed from here, given the quality focus 
in our portfolios and momentum in tech and ‘green’ themes, a likely further rise in 
bond yields during 2021 suggests this rotation has further to go. A lack of 
exposure to cyclicals and industrials and non-US equities (relative to US) could 
lead to underperformance over the coming year. 

Consider investing in multi-year structural themes—Investing in durable multi-
year themes can provide less volatility in the short-term and more sustained long-
term gains. See the next page, ‘What’s driving our views,’ where we highlight our 
structural themes. These have been refreshed for 2021 and include 
decarbonisation and accelerating tech adoption, among others. 
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With the Reserve Bank of 
Australia policy rate at a 
record low and term 
deposits returning less 
than 1%, investors should 
look for solutions to 
maintain liquidity and 
earn returns above the 
cash rate. 

Bonds are a necessary defence, but real assets can help—Record low policy 
rates are challenging medium-term fixed income returns. Duration risk on a one 
to three-year view has led some to question the value of bonds relative to cash. 
However, at over 1%, US and Australian bonds now provide more portfolio 
defensiveness than they did last year. Any equity correction is likely to see a 
renewed bond rally. Defensive alternatives, such as real assets, that have a similar 
risk profile (albeit less liquid) can also be considered as a partial substitute for 
listed defensive income assets (sovereign bonds). 

Build appropriate allocations to alternatives—It’s not unusual for portfolio 
allocations to be above their tactical weight for equities and below their strategic 
allocation for alternatives. But with traditional assets relatively expensive, 2021 is 
an opportunity to build alternative allocations. Given the current point in the 
macro and market cycle, alternatives can also provide 1) a hedge against inflation 
via real assets 2) defensive income through real assets, and potentially 3) less 
vulnerability via unlisted private markets (both equity and credit) to 
market volatility. 

Look for opportunities to lift cash and yield returns—With the Reserve Bank of 
Australia (RBA) policy rate at a record low and term deposits returning less than 
1%, investors should look for solutions to maintain liquidity and earn returns above 
the cash rate. This could be actively managed short-maturity cash and fixed 
income strategies for those with high liquidity needs. For those able to tolerate 
higher levels of illiquidity, cash and liquidity allocations could include private 
market alternatives with predictable yields, such as alternative debt and 
real assets. 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

IMPORTANT NOTE 

This document has been prepared by Crestone Wealth Management Limited (ABN 50 005 311 937, AFS Licence No. 231127) (Crestone Wealth Management). The 
information contained in this document is of a general nature and is provided for information purposes only. It is not intended to constitute advice, nor to influence a 
person in making a decision in relation to any financial product. To the extent that advice is provided in this document, it is general advice only and has been 
prepared without taking into account your objectives, financial situation or needs (your Personal Circumstances). Before acting on any such general advice, we 
recommend that you obtain professional advice and consider the appropriateness of the advice having regard to your Personal Circumstances. If the advice relates 
to the acquisition, or possible acquisition of a financial product, you should obtain and consider a Product Disclosure Statement (PDS) or other disclosure document 
relating to the financial product before making any decision about whether to acquire it. 

Although the information and opinions contained in this document are based on sources we believe to be reliable, to the extent permitted by law, Crestone Wealth 
Management and its associated entities do not warrant, represent or guarantee, expressly or impliedly, that the information contained in this document is accurate, 
complete, reliable or current. The information is subject to change without notice and we are under no obligation to update it. Past performance is not a reliable 
indicator of future performance. If you intend to rely on the information, you should independently verify and assess the accuracy and completeness and obtain 
professional advice regarding its suitability for your Personal Circumstances. 

Crestone Wealth Management, its associated entities, and any of its or their officers, employees and agents (Crestone Group) may receive commissions and 
distribution fees relating to any financial products referred to in this document. The Crestone Group may also hold, or have held, interests in any such financial 
products and may at any time make purchases or sales in them as principal or agent. The Crestone Group may have, or may have had in the past, a relationship with 
the issuers of financial products referred to in this document. To the extent possible, the Crestone Group accepts no liability for any loss or damage relating to any 
use or reliance on the information in this document. 

This document has been authorised for distribution in Australia only. It is intended for the use of Crestone Wealth Management clients and may not be distributed or 
reproduced without consent. © Crestone Wealth Management Limited 2021. 
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