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As we transition to a new US administration, the market has principally focused on the US fiscal stimulus 
package and whether that package is inflationary.

Now, we don’t think it is. And this is because the handouts, the transfers to households, SMEs and 
states are largely just offsetting a drop in income and in cash flows.

And secondly, there is still a lot of slack in the economy, so we don’t expect inflation to drift up.

From a bond markets perspective also, there is still a lot of uncertainty around the virus, and we think 
that there is a good bid for safer assets.

When we do look at inflation and the current readings of it, there is clearly some upward pressure on oil 
and food price inflation, and there are some bottlenecks in particular areas of the economy as well.

But there isn’t any broad-based inflation and that is because wages are not rising. Unemployment is too 
high for this and there remains this global competition between workers.

So therefore, Core PCE, which is the measure that the Fed looks at to set its interest rate policy, is little 
changed and we expect the Fed to remain on hold for several years.

That, in turn, should anchor the yield curve and ensure that bond yields don’t drift up.

In fact, we believe that they can even come back down somewhat. Break-even inflation (so, the readings 
and expectations of inflation by the market) are exaggerated in our view, and we have become mildly 
bearish on TIPS.

What does it mean more generally for multi-asset portfolios?

Well, in the equity markets, technology and growth stocks should see their headwinds ease as yields 
stabilize and then come down.

And of course, there is structural support as well in the tech sector.

There are some concerns by investors around valuations, and we would like to point them to 
tech-related areas such as automation, 5G and health technology.

Now, our view on rates also means that the US Dollar should continue to decline somewhat, because  
f the rate outlook, because of the cyclical improvement around the world and the risk-on scenario.

That means that we now have a mildly bearish stance on the US Dollar and see some positive 
momentum for select emerging market currencies. That should in turn also support emerging market 
local currency bonds, on top of the positive views on the hard currency bonds that we already have.

So fundamentally, we’re in a situation where we see improving growth without this leading to  
higher yields.
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And of course, this combination of higher earnings without higher yields is very positive for riskier 
assets, leading us to maintain our overweight on equities and our cyclical exposure. In fact, we  
further increase our cyclical exposure a little bit this month.

We do acknowledge the risks, of course, around the timing of a reopening.

And this is bound to lead to some headline risks and to some volatility.

But we handle this whilst remaining invested by focusing on quality stocks, on diversification and  
on relative value trades, either directly or through hedge funds.


