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2021 investment outlook:  
Hopefully, a non-sequential year

Executive summary

Beginning with the year 1011, we experience a “sequential year” every  
101 years — a year in which the last two digits of a given year follow the first 
two on the number line. For example, the year 1718 is a “sequential year,” as 
are 1819 and 1920. The year we are about to begin, 2021, is also a sequential 
year. As we close out an event-filled year with considerable volatility and a 
24/7 news cycle, investors are hoping that 2021 follows 2020 in numerical 
sequence, but not in event intensity. Two major events bookended 2020:  
A global pandemic’s onset in the first quarter and a major election in the  
fourth quarter. As you will read in our outlook comments, those two events  
will continue to be the major market drivers for 2021, with medical progress  
to halt COVID-19 the singular most important factor.

Our investment process centers on a key tenet: Team. The comments that 
follow represent aggregate feedback from several subject matter experts 
across asset classes and geographies. Our research efforts incorporate three 
components: An understanding of economic and capital market history, 
awareness of current circumstances, events and catalysts, and making 
reasonable, data-driven inferences about the future. As we contemplate how 
global economies and the three core constituencies (consumers, businesses 
and governments) who compromise them react to eventual reopening thanks 
to antiviral campaigns, we maintain a glass half-full perspective on how 
diversified portfolios will perform in the new year. To be sure, events will occur 
not covered or contemplated, and capital markets will likely follow their usual 
non-linear paths, but the common thread in our individual section updates 
below is anticipating a gradual and durable global economic recovery that 
provides a favorable investing backdrop for long-term, diversified investors. 

Global economic views

Global economic recovery continues in 2021, with a coronavirus 
vaccine a key factor.

The global economy is in recovery following lockdowns to combat coronavirus 
infections over the course of 2020. Abundant stimulus from new government 
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spending and new global central bank policies to maintain 
low interest rates have provided economic support. As 
we enter 2021, major Asian exporters, including China, 
Taiwan and Korea, lead the global recovery, with the 
United States a close second and Europe and Japan 
struggling to exit their recessions. A vaccine appears 
highly likely early in 2021, with three antivirus candidates 
indicating 90 percent effectiveness in their phase three 
trials. We anticipate the recovery should continue for 
much of the world in the first quarter and accelerate into 
the middle of the year. The back half of the year will likely 
soften, given the strength of the recovery we have already 
seen to close 2020. Variables around this view include the 
magnitude of fiscal stimulus that could occur at the start 
of 2021 across the world, consumer demand durability 
and the timing of a coronavirus vaccine.

The U.S. recovery continues, though stimulus  
could provide an assist.

A spike in coronavirus-related infections and 
hospitalizations to close out 2020 is leading to somewhat 
softer economic activity as we finish the year. However, 
states appear to be avoiding the more decisive lockdowns 
effected in the spring, which should limit the economic 
damage. Growth should continue to improve into the 
middle of 2021. Economic growth in the second half of 
2020 implies growth rates should soften over the back 
half of 2021. A potential fiscal stimulus bill and the timing 
and uptake of a vaccine rollout will be key variables in 
the magnitude, duration and pace of the recovery. U.S 
inflation pressures have been modest in 2020 but appear 
poised to accelerate over the first half of 2021, reflecting 
the recent rise in commodity prices, a strong housing 
market and the likely impacts of stimulus measures.

Emerging Asian markets are recovering faster  
than developed economies.

Foreign economies are likely to experience patterns 
of growth like the United States in 2021 due to the 
coronavirus pandemic’s impact. Emerging Asian 
economies, including China, Taiwan and Korea, shut 
down their economies earlier, which helped limit the 
spread of infections into the end of the year. This should 
lead to a somewhat faster growth recovery in early 
2021, depending upon the timing of an approved global 
vaccine. In contrast, Europe has had a late surge of 

coronavirus infections and is just beginning to lift recent 
distancing measures. The growth recovery has been 
modest, and Europe could conclude 2020 still in a very 
modest recession. The recovery will likely emerge over 
the course of 2021 and continue to improve through the 
year. The challenge for developed foreign economies is 
that overall growth will remain modest compared to the 
U.S. and emerging Asian economies due to demographic 
headwinds such as an aging population. 

U.S. equity markets

We are maintaining our “glass-half-full” orientation 
for U.S. equities heading into 2021.

Benign inflation, low interest rates, rising earnings, 
ongoing monetary and fiscal stimulus policies, and 
COVID-19 medical progress support our positive outlook 
for U.S. equities in 2021, particularly looking forward into 
the second half of the year. We begin 2021 with equity 
prices swayed by the tug-of-war between COVID-19 
vaccine optimism and evolving election news opposed  
by virus case growth and renewed activity and mobility 
curbs slowing economic recovery. Ultimately, we expect 
rising earnings will continue to support above-historical-
average valuation in a low inflationary, low interest  
rate environment.

Equity performance in the new year is likely to be 
more broad-based, with less performance variance 
among market sectors.

Unlike 2020, we expect equity performance in 2021 
to be more broad-based as the economy progresses 
toward economic normalcy following COVID-19 vaccine 
approvals and distribution. In the first half of 2021, 
cyclical sectors (those that tend to rise and fall with the 
economy), including Financials, Industrials, Materials and 
Energy, seem particularly well-positioned. The COVID-19 
pandemic and resulting economic dislocation hit these 
sectors the hardest; as the global economy begins to 
heal, it stands to reason that these sectors are likely to 
be among early-recovery beneficiaries. Longer-term, we 
see sectors and companies with strong secular growth 
trends, such as Information Technology, Consumer 
Discretionary, Communication Services and Healthcare, 
continuing to perform well.   
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Much uncertainty lies ahead in the new year, including 
a wide-ranging and expansive list of known unknowns. 
How quickly can the medical community and political 
authorities distribute a COVID-19 vaccine globally? What 
is the efficacy and potential side effects? How long will 
it take for the global economy to return to some level of 
normalcy? How has commerce changed, including the 
degree to which COVID-19 has changed commercial, 
residential and retail real estate trends following prolonged 
and, in many cases, productive work-from-home 
protocols? How will a presumptive President-elect Biden 
administration move to change stimulus, trade and tax 
policies? Clearly, investors prefer certainty and uncertainty 
begets market volatility. Therefore, while we look to the 
new year with optimism for U.S. equity investors, we 
expect volatility to be more the norm versus exception.

Foreign equity markets

Foreign developed equities lagged domestic 
and emerging equities in 2020 but hold catch-up 
potential as we turn the calendar to 2021.

Foreign developed equities, as measured by the  
MSCI EAFE Index, posted modest gains relative to 
stronger U.S. and emerging market equity performance in 
2020. (EAFE stands for Europe, Australasia and the  
Far East and includes 21 developed market countries 
across the world excluding the U.S. and Canada.)  
Looking ahead to 2021, the virus’s resurgence and 
renewed mobility and activity restrictions dampen 
Europe’s near-term outlook. In addition, challenging 
demographics and less growth-oriented equity markets 
remain longer-term headwinds for foreign developed 
markets, which also include an aging Japan. However, 
while we maintain a strategic bias toward U.S. equities 
over time, we also must respect foreign developed 
equities’ return potential in a post-vaccine, economic 
reopening scenario. Sectors historically sensitive to the 
economic cycle, such as Financials, Industrials and 
Materials, comprise nearly 40 percent of the MSCI EAFE 
Index’s composition, indicating foreign developed equities 
hold significant catch up potential in a post-vaccine 
economic recovery. 

Information Technology is the new defensive sector 
and e-commerce is the new normal.

Technology is about change, and COVID-19 accelerated 
the need for 24/7 connectivity, mobility and all things 
internet. Cloud computing, artificial intelligence, machine 
learning and e-commerce are fueling the race toward 
digitalization and driving the overall performance of the 
Technology sector. We see these trends continuing in 
the new year and beyond, supporting the notion that 
Information Technology and related industry groups have 
become the new defensive sector, one that consistently 
delivers stable and predictable earnings both in good  
and bad times.

E-commerce is gaining in popularity, driven by the internet’s 
convenience, innovation, reliability and contactless nature. 
It is changing the retail landscape and how consumers 
shop. We believe online usage and sales will remain 
high even beyond COVID-19. Consumers have come 
to appreciate and expect the flexibility, convenience and 
security associated with online sales, same-day pick-up 
and delivery services, with some retailers better positioned 
for success in this new normal. We consider best-in-class 
operators to be those with an internet presence that also 
promote in-store traffic and personal touch.

U.S. equities’ dividend profile remains compelling  
in a low interest rate environment.

Recognizing their risk profile, equities remain an attractive 
alternative for investors looking for income. Equities’ 
dividend yield is calculated by dividing the expected 
dividend per share by the current price per share.  
By this measure, approximately 70 percent of S&P 500 
companies offer dividends yielding above the  
10-year Treasury yield of roughly 0.85 percent as of 
late-December. We believe this yield advantage provides 
some price support in a market otherwise impacted by 
COVID-19, because equities offer an attractive alternative 
for income-seeking investors. We also envision dividends 
increasing for many companies as COVID-19’s duration 
and impact become better known and profitability 
measures improve in a post-COVID-19 environment 
allowing companies to return excess capital back to 
investors in the form of dividends and share buybacks.
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at a 20-year high. This suggests investors may have 
already priced in such a recovery scenario, leaving little 
margin for error.

Longer-term, the region’s demographics and the index’s 
composition remain growth headwinds. Compared to the 
S&P 500, the MSCI EAFE Index has a far lower weighting 
in innovative, growth-oriented sectors like Healthcare and 
Technology. Over the longer term, an aging demographic 
profile constrains potential future economic growth in  
both Europe and Japan compared to the United States, 
and we continue to maintain a strategic bias toward  
U.S. equities over time.

Foreign emerging market equities’ risk and reward 
appear reasonably balanced as we begin 2021.

Emerging market equities, as measured by the MSCI 
Emerging Markets Index, delivered strong performance 
in 2020, narrowing the performance gap to U.S. equities 
as the year draws to a close. Performance dispersion is 
very wide, with China, South Korea and Taiwan, among 
the countries earliest hit by the COVID-19 pandemic and 
the economies earliest to reopen, delivering double-digit 
returns. In contrast, Brazil and Russia, where the virus’s 
containment remains elusive, posted double-digit losses 
in 2020. Looking ahead to 2021, positive economic 
momentum across emerging economies, China’s ongoing 
reopening and vaccine progress are positive catalysts 
supporting an anticipated 2021-2022 corporate profits 
recovery. However, domestic and foreign policy risks 
remain edgeless phenomena we must also respect. 

Economic momentum is positive, policy is 
accommodative and inflation, a historical scourge of 
emerging market economies, remains well-contained. 
With inflation under control, emerging market central 
banks remain free to pursue accommodative monetary 
policies without fear of driving up prices, which can be 
a source of domestic unrest. Unlike the U.S., Europe 
or Japan, interest rates are low relative to history but 
remain well above zero, meaning emerging policy makers 
have room for further stimulus if necessary. According 
to our economic Health Check, China, South Korea and 
Brazil have fully recovered to pre-pandemic conditions 
while Taiwan’s economy is registering a multi-year high. 
Meanwhile, the falling dollar relative to foreign currencies 
continues to benefit emerging market investors in two ways. 

The fundamental backdrop for foreign developed 
equities on balance is positive, though the recovery’s 
pace is slow. 

Similar to the United States’ situation, muted inflation 
and low interest rates across foreign developed 
economies continue to provide valuation support for 
equities, meaning investors value equities’ future cash 
flows favorably relative to lower-yielding fixed income 
alternatives. Meanwhile the dollar relative to other global 
currencies established a downward trend in 2020, 
reaching a multi-year low; a declining dollar provides 
a positive tailwind for U.S. investors’ foreign holdings. 
Monetary and fiscal policy are supportive, as well, with 
the European Central Bank, Bank of England and Bank of 
Japan providing ongoing, aggressive monetary stimulus. 
However, Europe and Japan’s second quarter economic 
contraction was more severe than the U.S. recession, and 
the recovery’s pace has also been shallower, reflecting 
Europe’s more restrictive policies to combat the virus’s 
resurgence. After recovering modestly from May’s low 
point, our proprietary foreign developed economic Health 
Check, surveying economic data across 11 major foreign 
developed economies, has shown little improvement so 
far in the fourth quarter.

An anticipated profits recovery supports strong 
return potential, though valuation leaves little  
margin for error.

Analysts are forecasting a strong foreign developed 
equities’ revenue and profits recovery in 2021. At this 
publication’s press time, analysts project revenues to 
increase 7.5 percent next year relative to 2020, with 
earnings rising by 35 percent from this year’s impaired 
levels. The high earnings growth rate relative to sales 
growth reflects foreign developed equities’ high operating 
leverage, which can cut both ways. In an economic 
recession, earnings contract much more sharply than 
sales, which we witnessed in 2020, while earnings’ 
rebound during an economic recovery is commensurately 
greater than the recovery in sales. Therefore, we must 
respect foreign developed equities’ return opportunities 
as we look to a potential profit recovery in a post-vaccine, 
economic reopening scenario. While low interest rates 
and muted inflation support relatively higher equity market 
valuation relative to history, foreign developed equity 
prices relative to 2021 earnings estimates begin the year 
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Fixed income markets

The economic recovery should favor a tilt to risk in 
bonds relative to historically safer U.S. Treasuries.

Treasury bond yields, which move in the opposite 
direction of prices, remained low in the fourth 
quarter but rose somewhat as growth and inflation 
expectations strengthened. Corporate and municipal 
bond performance remains strong as investors begin 
to look ahead to a post-vaccine world. Incremental 
yield compared to Treasuries has fallen somewhat 
below normal historical levels, but we anticipate yields 
relative to Treasuries will continue to compress, driving 
corporate and municipal outperformance over Treasuries. 
Investors are increasingly pricing in recovering economic 
activity in 2021, while record debt issuance this year has 
allowed even weaker companies to continue operations 
as they await normalizing activity. Rising growth and 
inflation expectations may push longer-term bond 
yields somewhat higher, but interest rates are unlikely to 
approach historical averages any time soon. Treasury 
bonds provide important portfolio diversification, but low 
and rising yields indicate there are better opportunities 
elsewhere to enhance yield and portfolio performance.

Central banks continue holding down borrowing costs 
while investors await additional fiscal stimulus. The Federal 
Reserve (Fed) is likely to keep policy rates near zero 
through 2022 and continue with bond buying programs 
to keep borrowing costs low. Expiring emergency liquidity 
facilities are unlikely to pose a significant risk to the 
recovery, and policymakers could potentially reinstate 
liquidity programs in 2021 if necessary.

U.S. corporate bonds continue to present 
opportunities.

Large companies have raised a record amount of debt 
this year at the cheapest rates on record1. The debt-fueled 
boost to corporate cash balances has contributed to 
low corporate defaults in recent months, indicating large 
companies can weather short-term pandemic-related 
challenges. Corporate bond credit rating downgrades 
relative to upgrades have stabilized, indicating the worst 
for corporate bonds is likely behind us. Corporate bond 
yield spreads (corporate bond yields compared to 
Treasury yields) have fallen, but we anticipate they will 

First, it decreases the dollar-denominated costs  
for emerging market borrowers, supporting domestic 
growth prospects and aiding corporate profitability. 
Second, a falling dollar increases U.S. investors’ foreign 
holdings values.

Trade risks are set to recede, though new policy 
risks have emerged.

Policy observers expect a presumptive Biden 
Administration will be less confrontational with China and 
traditional European allies on trade issues, which mitigates 
one major policy risk heading into 2021. However, 
other domestic and foreign policy risks for emerging 
equities could materialize. In November, the Trump 
Administration issued an executive order prohibiting 
U.S. individuals and institutions from trading in securities 
of Chinese companies deemed by the U.S. to directly 
support China’s military modernization and development. 
Meanwhile, Chinese authorities intervened domestically in 
a highly anticipated initial public offering that would have 
been the world’s largest, and China’s regulators recently 
issued anti-monopoly rules targeting China’s major 
internet platform companies. 

China’s ongoing reopening and vaccine progress support 
an emerging markets’ revenue and profit recovery 
in 2021. The COVID-19 pandemic precluded the 
anticipated profits recovery in emerging markets in 2020, 
so investors’ focus now shifts toward strong positive 
earnings growth in 2021 and beyond. Analysts forecast 
an 11 percent revenue increase next year, with earnings 
rising 32 percent from this year’s impaired levels. While 
last year’s anticipated profits growth never materialized, 
China’s ongoing economic reopening and recovery and 
continued vaccine progress provide us optimism for a 
better outcome in 2021. Similar to other equity markets, 
valuation, or the price investors are willing to pay for past 
or future anticipated earnings, is high relative to history. 
As previously mentioned, low interest rates and subdued 
inflation support higher-than-historical valuations, because 
they increase the attractiveness of equities’ cash flows 
relative to fixed income alternatives. However, high 
valuations also imply that investors are pricing in positive 
future outcomes, and the potential for disappointment 
remains high.

1 https://www.wsj.com/articles/after-record-u-s-corporate-bond-sales-slowdown-expected-11601631003?st=59ya074
3llf9uwa&reflink=desktopwebshare_permalink

https://www.wsj.com/articles/after-record-u-s-corporate-bond-sales-slowdown-expected-11601631003?st=
https://www.wsj.com/articles/after-record-u-s-corporate-bond-sales-slowdown-expected-11601631003?st=
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fall further as economic activity normalizes and funding 
costs remain low, leading to continued outperformance 
relative to Treasuries. Riskier high yield corporate bonds 
have room to continue performing well as the hardest hit 
sectors gradually recover. High current income provides  
a degree of cushion against negative surprises.

Municipal bonds continue to provide a valuable 
source of non-taxable income.

Municipal bonds bounced back after struggling early in the 
year. Investors are increasingly perceiving state and local 
tax revenue declines as temporary, and many issuers have 
exhibited flexibility in expense reductions to patch budget 
gaps. Tax-equivalent yields2 compared to Treasuries 
remain attractive, and valuations are likely to press higher, 
in our view. Investment quality downgrades by credit rating 
agencies persist, however, and credit selection remains 
paramount.

Lower-quality high yield municipal securities represent a 
host of esoteric bonds with less exposure to traditional 
state and local government borrowers. Default and 
distress events have remained limited in recent months 
after spiking earlier in the year, with negative events heavily 
concentrated in continuing care, assisted living and 
hospital bonds. We see value in the current income that 
high yield municipal bonds offer, but credit selection is key 
as the weakest credits may remain under pressure. 

Residential mortgage bonds not backed by the 
government remain attractive.

We see compelling value in this category, because yields 
are high relative to other bond sectors and fundamentals 
remain strong. Many homeowners in forbearance never 
stopped making mortgage payments, and those coming 
out of forbearance are performing better than anticipated. 
Current loans falling 30 days or more past due has 
fallen to pre-COVID levels, indicating low interest rates, 
high borrower equity and a robust housing market are 
encouraging borrowers to remain current on their loans.

Real asset markets

Despite a nearing vaccine for the COVID-19 
pandemic, fundamental headwinds are likely to limit 
potential real estate returns.

Publicly traded real estate securities underperformed 
the broader market in 2020, with economic lockdowns 
materially affecting broad swaths of the commercial 
property market. For example, office tenants are making 
space available on a sub-lease basis and available space 
is increasing. It is likely that 2020 will end with a net 
70 million square feet of space back on the market for 
the year, and an additional 200 million square feet are 
expected on the market in the next two years. In addition, 
retail tenants became delinquent on record levels of rent 
payments. In the apartment market, tenants are moving 
from major urban centers to the suburbs, vacancy rates 
and delinquent accounts are rising, rents are falling and 
leasing incentives, such as two months free rent,  
are prevalent. 

Nationally, overall vacancy rates are on the rise across 
most property types and income growth net of certain 
expenses turned negative for the first time in a decade. 
We expect income growth to remain low due to growing 
property inventories and rising property expenses. Income 
relative to property values are near all-time low levels, 
indicating little value for investors relative to historical 
values. However, cheap loans are readily available for 
property investment. Commercial mortgage interest rates 
are below the average earnings yield on the highest-
quality property. As a result, investors can still generate 
strong returns on the right property investments. 

As we look into 2021, returning to more normal economic 
growth after a coronavirus vaccine is available should be 
positive for property prices. Economic growth and inflation 
are normally positive for commercial real estate, since 
landlords have historically been able to raise rents  
at a pace sufficient to offset interest rate increases.  
Due to excess capacity, we are concerned landlords will 
struggle to raise rents due to excess capacity in retail 
spaces, urban offices and apartments. The timing of a 
vaccine, any new stimulus measures and the pace and 
magnitude of any interest rate increases are key factors 
for real estate investors.

2 Taxable equivalent yield is the municipal bond yield divided by (one minus the tax rate). 
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Economic growth and inflation are positive  
for commodities.

Most commodity markets, from industrial metals to 
agriculture, rose in 2020, with oil the lone holdout. As we 
look to 2021, we believe the backdrop for commodities is 
mostly positive. In general, increasing economic growth, 
a falling dollar and rising interest rates should support 
both commodity demand and prices. Crude oil is also 
benefitting from a significant decline in output from the 
world’s three largest producers (United States, Saudi 
Arabia and Russia), which may remain constrained 
into the second quarter of next year. Global demand 
for energy should improve in concert with economic 
reopening, and a declining U.S. dollar would also be 
supportive of prices. However, we see limited gains, 
because producers, especially in the U.S., are likely to 
respond to much higher prices with rising output. In the 
industrial metals sector, investment in new production 
capacity has been limited for several years. Rising 
economic growth in 2021 combined with a lack of excess 
capacity should be supportive of copper and other 
industrial metals prices. However, our outlook for precious 
metals in 2021 is less positive. Precious metals prices 
were volatile in 2020 and gold hit all-time highs. Rising 
economic growth reduces the safe-haven demand for 
gold. Higher interest rates would increase the opportunity 
cost of holding gold, further limiting demand. We believe 
better investment opportunities than precious metals will 
exist in 2021.

Alternative investments

The equity market in 2020 was a roller-coaster,  
but technology and healthcare stood out.

The one-two punch of the COVID-19 pandemic and a 
U.S. presidential election produced a level of uncertainty 
to 2020 from the start. With election results coming into 
clearer focus and multiple COVID-19 vaccines expected 
to be available soon, investors’ focus will return to the 
economy and how to navigate capital markets in 2021. 
We’ve highlighted two consistent themes over the past 
two years in our alternative investment forecasts: The 
importance of technology and healthcare. We continue 
to believe these sectors will play prominent roles in our 

lives and present attractive investment opportunities 
in 2021. As in 2020, we believe the Technology and 
Healthcare sectors will present opportunities for hedge 
fund managers to benefit from security selection among 
companies that can change the status quo in areas such 
as machine learning, cloud computing and cybersecurity 
applications, new medical devices and technology that 
accelerates drug discoveries.

The digital transformation continues to have  
wide-ranging impacts.

Companies continue to invest in technology and 
hedge fund managers are following their investments 
and their industry transformations closely. Successful 
managers benefit by holding the securities of companies 
adapting to or developing these new technologies, 
companies using artificial intelligence, expanding their 
cloud computing capabilities, reaching more customers 
through e-commerce and participating in the buildout 
of a next-generation (5G) wireless network. Moreover, 
this transformation benefits many more companies, 
such as those providing the software and hardware 
needed to make this technology work. Hedge funds are 
anticipating the ongoing digital transformation will drive 
new investment opportunities as different technology 
applications create companies focused on “smart” cars, 
homes, cities and everything within the internet-of-things.

Private markets

Active management and exit opportunities will 
continue to favor private market investments in 2021.

Private market investment managers take an active 
business management approach, and that capability 
is the primary outperformance driver relative to public 
markets. Active management adds value throughout 
the life cycle of an investment, from sourcing businesses 
to growing revenues, increasing profitability of those 
businesses and orchestrating an optimal — and profitable 
— exit of the investment. Exits occur by selling the 
business to another private buyer through special purpose 
acquisition companies (SPACs) or through an initial public 
offering (IPO) on a stock exchange. Therefore, a rising 
stock market is favorable for IPOs, and investors’ search 
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for growth has led to some of the best-performing IPOs in 
recent history. We expect this trend to continue into 2021, 
considering some of the household private company 
names planning to go public.

The Renaissance IPO Index tracking the performance  
of newly public companies returned 105.8 percent in 
2020 through November, compared to a 13.5 percent 
S&P 500 Index return during the same time. Also, SPACs 
have enjoyed a revival in the past six years and raised 
$53 billion in proceeds in 156 transactions through 
October this year. Private market investment managers 
will continue taking advantage of this environment to exit 
some of their mature investments especially in companies 
experiencing double-digit revenue growth. We expect 
this trend to continue as long as public market investors’ 
appetite exists for businesses growing in a challenging 
economic environment.

We continue to see opportunities in private equity 
and private debt.

As companies face changing conditions, private equity 
investors with operational expertise can provide capital 
and share business best practices. Another angle 
on which private equity investors can capitalize is 
consolidation within fragmented industries that increase 
scale and margins. We believe consumer and business 
digitization will become more pronounced as competitive 
pressures grow on businesses and the next generation 
of digitally native consumers come online. Significant 
advancements in technology, better understanding of 
disease pathways and a more supportive regulatory 
environment are enabling healthcare’s innovation cycle. 
These trends will continue to present opportunities in 
private equity for the foreseeable future. 

In our fourth quarter 2020 outlook, we discussed the 
proliferation of covenant-light loans — loans that have 
limited protections for the lender — comprising 82 
percent of total outstanding private debt in 2018, up 
from 16 percent in 2008. Slowing economic conditions 
lead to deteriorating financial positions for businesses. 
Lenders have limited recourse under such conditions 
and defaulting borrowers result in loan losses for 
lenders. However, the economic shock of COVID-related 
shutdowns did not precipitate broad-based distress  
or bankruptcies, partly due to the flexibility of private 
lenders and widespread availability of cheap financing. 
Distress-focused funds have raised large pools of capital 
and may not deliver promised returns due to limited 
opportunity in the larger and more liquid end of the market 
that has recovered faster and is more competitive than 
during prior slowdowns. In 2021, nimble private debt 
managers with flexible mandates and smaller funds 
focused on the less liquid direct lending market may find 
good businesses in need of restructuring or willing to pay 
higher interest for debt financing. 

Conclusion

These views represent our senior investment 
professionals’ outlook for the months ahead. As noted 
in our opening section, while many are hoping for a less 
volatile “sequential” year, 2021 is poised to provide its 
own unique developments and outcomes. As always, 
we are privileged to have your trust, and we welcome 
any questions you may have with respect to your unique 
financial situation. We wish you the best in the new year 
and thank you for the opportunity to serve you. 
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Diversification and asset allocation do not guarantee returns or protect against losses. Based on our strategic approach to creating diversified 
portfolios, guidelines are in place concerning the construction of portfolios and how investments should be allocated to specific asset classes 
based on client goals, objectives and tolerance for risk. Not all recommended asset classes will be suitable for every portfolio

Past performance is no guarantee of future results. All performance data, while deemed obtained from reliable sources, are not 
guaranteed for accuracy. Indexes shown are unmanaged and are not available for investment. The S&P 500 Index is an unmanaged, 
capitalization-weighted index of 500 widely traded stocks that are considered to represent the performance of the stock market in general. 
The S&P 500 Total Return Index includes the same stocks but include the reinvestment of dividends. The MSCI EAFE Index includes 
approximately 1,000 companies representing the stock markets of 21 countries in Europe, Australasia and the Far East (EAFE). The  
MSCI Emerging Markets Index is designed to measure equity market performance in global emerging markets. The Renaissance IPO 
Index is a stock market index based upon a portfolio of U.S.-listed newly public companies, before their inclusion in core equity indices. 
The index reflects approximately the top 80 percent of newly public companies in capitalization terms, is weighted by float capitalization and 
imposes a 10 percent cap on the weight of large constituents. 

Equity securities are subject to stock market fluctuations that occur in response to economic and business developments. The value of 
large-capitalization stocks will rise and fall in response to the activities of the company that issued them, general market conditions and/
or economic conditions. Stocks of small-capitalization companies involve substantial risk. These stocks historically have experienced 
greater price volatility than stocks of larger companies and may be expected to do so in the future. Growth investments focus on stocks of 
companies whose earnings/profitability are accelerating in the short term or have grown consistently over the long term. Such investments 
may provide minimal dividends, which could otherwise cushion stock prices in a market decline. Stock value may rise and fall significantly 
based, in part, on investors’ perceptions of the company, rather than on fundamental analysis of the stocks. Investors should carefully consider 
the additional risks involved in growth investments. Value investments focus on stocks of income-producing companies whose price is low 
relative to one or more valuation factors, such as earnings or book value. Such investments are subject to risks that their intrinsic values may 
never be realized by the market, or such stocks may turn out not to have been undervalued. Investors should carefully consider the additional 
risks involved in value investments. International investing involves special risks, including foreign taxation, currency risks, risks associated 
with possible difference in financial standards and other risks associated with future political and economic developments. Investing in 
emerging markets may involve greater risks than investing in more developed countries. In addition, concentration of investments in a single 
region may result in greater volatility. Investing in fixed income securities are subject to various risks, including changes in interest rates, 
credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax ramifications, and other factors. Investment in 
debt securities typically decrease in value when interest rates rise. The risk is usually greater for longer-term debt securities. Investments in 
lower-rated and non-rated securities present a greater risk of loss to principal and interest than higher-rated securities. Investments in  
high yield bonds offer the potential for high current income and attractive total return but involve certain risks. Changes in economic 
conditions or other circumstances may adversely affect a bond issuer’s ability to make principal and interest payments. The municipal bond 
market is volatile and can be significantly affected by adverse tax, legislative or political changes and the financial condition of the issuers of 
municipal securities. Interest rate increases can cause the price of a bond to decrease. Income on municipal bonds is free from federal taxes 
but may be subject to the federal alternative minimum tax (AMT), state and local taxes. There are special risks associated with investments 
in real assets such as commodities and real estate securities. For commodities, risks may include market price fluctuations, regulatory 
changes, interest rate changes, credit risk, economic changes and the impact of adverse political or financial factors. Investments in real 
estate securities can be subject to fluctuations in the value of the underlying properties, the effect of economic conditions on real estate 
values, changes in interest rates and risks related to renting properties (such as rental defaults). Hedge funds are speculative and involve a 
high degree of risk. An investment in a hedge fund involves a substantially more complicated set of risk factors than traditional investments 
in stocks or bonds, including the risks of using derivatives, leverage and short sales, which can magnify potential losses or gains. Restrictions 
exist on the ability to redeem or transfer interests in a fund. Private capital investment funds are speculative and involve a higher degree of 
risk. These investments usually involve a substantially more complicated set of investment strategies than traditional investments in stocks or 
bonds, including the risks of using derivatives, leverage, and short sales, which can magnify potential losses or gains. Always refer to a Fund’s 
most current offering documents for a more thorough discussion of risks and other specific characteristics associated with investing in private 
capital and impact investment funds. Private equity investments provide investors and funds the potential to invest directly into private 
companies or participate in buyouts of public companies that result in a delisting of the public equity. Investors considering an investment 
in private equity must be fully aware that these investments are illiquid by nature, typically represent a long-term binding commitment and 
are not readily marketable. The valuation procedures for these holdings are often subjective in nature. Private debt investments may be 
either direct or indirect and are subject to significant risks, including the possibility of default, limited liquidity and the infrequent availability of 
independent credit ratings for private companies.
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