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As noted in our macroeconomic outlook for 2021, the
global economy has shown resilience in the wake of the
pandemic shock. Unprecedented fiscal and monetary
policies have provided substantial support to global
economies, which continue to recover, but progress
has been uneven. Further progress will be vulnerable to
setbacks. Against this backdrop, our current tactical views
on multi-asset allocation modestly favor growth assets in
equities and fixed income, hedged by exposure to gold.
Tactical Asset
Allocation Today

Just prior to the US election, State Street Global Advisors’ Investment Solutions Group
incorporated a “governor” on the active risk exposure of its tactical portfolio. Given improving
clarity on US election outcomes, we have resumed the setting of standard active risk targets
based on our models. Improving risk appetite has been informed by corporate earnings, which
have been resilient, especially in the US where roughly 89% of companies have reported, and
86% of those have reported a positive earnings per share (EPS) surprise. In addition, consumers
have been resolute, and strong manufacturing Purchasing Managers’ Indexes (PMIs) globally
suggest broader recovery.
We therefore recommend a balanced exposure to risk assets, and our evolving Tactical Asset
Allocation (TAA) weights reflect our baseline assumption of economic recovery (see Figure 1).
Overall, we continue to favor global equities, credit, and gold, while becoming more sanguine on
broad commodities. Real estate investment trusts (REITs) and core bonds look less attractive.
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Risk Positioning

Our Market Regime Indicator is in a “Low Risk” regime as of this writing. Risky debt spreads have
remained rather subdued, while implied volatility on both equities and currencies has eased
meaningfully from recent highs. A low risk regime suggests investors are willing to seek risk and
can lead equity markets to deliver favorable results. We have therefore recently increased our
allocation to growth-oriented assets, both equities and broad commodities. Our forecast for
global equities remains promising, as still-supportive macroeconomic and price momentum
factors offset stretched valuations. In addition, the ongoing economic recovery has buoyed both
sales and earnings sentiment.
•

Strength in industrial metals and improvement in agriculture fundamentals have offset some
weakness within energy, helping to improve our commodities forecast. Energy supply and
demand dynamics remain mixed, but appear to be turning more favorable.

•

We are less enthusiastic about high yield as some weakness in equity momentum, coupled
with higher volatility, weigh on our return forecast. Further, the recent shift lower in our MRI
suggests greater opportunities in equities, which has led us to reduce our position to neutral
in favor of broad equities.

•

Gold remains our preferred tactical hedge against bouts of volatility; the precious metal
continues to look attractive across all the technical factors we monitor. Low real rates and
rising debt levels also render gold attractive.

•

We anticipate marginally higher rates and a steeper yield curve for core bonds. The
improvement in Q3 GDP has made the case for lower rates less compelling, while level
momentum and improving manufacturing PMIs signal higher rates ahead. Slope momentum
along with still-depressed leading economic indicators suggest a steeper curve and dent the
outlook for longer-term bonds.

In general, our evolving tactical asset allocation weights reflect our baseline assumption of
economic recovery (see Figure 2).
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Figure 2
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Source: FactSet and State Street Global Advisors Investment Solutions Group, as of November 30, 2020. Past performance
is not a guarantee of future results. At State Street Global Advisors, the Investment Solutions Group positions its TAA
portfolio based on a one- to three-month forward-looking horizon, and active weights change on a monthly basis.

Cautiously Optimistic
on Equities

Our outlook for equities continues to be cautiously optimistic, and we anticipate broader
participation across regions. We still prefer US equities — our highest-conviction position — but
now also hold modest overweights to non-US equities. Earnings and sales expectations remain
strong for the US, while price momentum continues to help offset weaker valuations. To diversify
this position, we recently increased our exposure to both European and Pacific equities in
addition to increasing our US large cap overweight.
•

Pacific equity valuations have been attractive, but the improvement in price momentum and
quality factors has boosted the outlook. Comparatively successful pandemic management,
improving PMIs, and government subsidies that have supported domestic spending also
support a positive outlook.

•

While European equity valuations also appear favorable, the region continues to lag on a
relative basis. Still, improvements in sales and earnings sentiment as well as macro indicators
have ameliorated our European return forecast, while prospects for more amicable US-Euro
area trade along with an asymmetric upside to vaccine progress suggest optimism.

•

We continue to maintain an overweight to emerging market equities, as improved economic
growth and a weaker US dollar continue to favor the segment. Moreover, the potential for less
trade consternation could act as a tailwind.

•

REITs continue to score poorly across all indicators we consider and remain our largest
underweight within the equity portfolio.
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Prospects for Curve
Steepening in
Fixed Income

Sector Perspective

Within fixed income, elevated equity volatility and prospects for curve steepening have weighed
on our return forecast for longer-dated bonds and suggest trimming of the duration of our
overall portfolio.
•

Non-US government bonds are supported by an outlook for US dollar weakness. Even with
negative yields, recent currency trends have helped our total return expectations to become
more positive.

•

Current GDP to 30-year yield differentials and subdued headline inflation readings suggest
non-US yields could move lower.

Finally, from a sector perspective, we continue to support technology and consumer staples.
Consumer staples appears attractive across all of the signals we evaluate, with the exception of
momentum where we’ve witnessed some deterioration. Technology ranks above average for all
factors except value, and the sector continues to deliver on earnings.
Consumer discretionary still looks good across momentum and sentiment factors, but its weaker
scores for valuation, macro, and quality led us to a move away from the sector. Communication
services has seen improving momentum and sentiment data, leading to an upgrade in our view.

Closing Thoughts

We are cautiously optimistic on investment prospects for 2021. That optimism is reflected in
our directional positioning, which favors equities over bonds, with recent increases in equities
and commodities.
We expect growth to improve in 2021, but risks and uncertainty of course remain, including
risk connected to the timing of vaccines, and uncertainty related to the composition of the US
Senate which will have policy implications. In addition, although expectations for inflation have
been muted so far, monetary accommodation will likely remain; inflation pressures could build
and will need to be watched. Finally, near-term expectations for fiscal stimulus have improved,
which would boost equities but could impact inflation. As the global recovery unfolds and the
resiliency of global markets is retested in the months to come, we’ll be monitoring the evolving
situation closely.
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About State Street
Global Advisors

For four decades, State Street Global Advisors has served the world’s governments, institutions
and financial advisors. With a rigorous, risk-aware approach built on research, analysis and
market-tested experience, we build from a breadth of active and index strategies to create costeffective solutions. As stewards, we help portfolio companies see that what is fair for people and
sustainable for the planet can deliver long-term performance. And, as pioneers in index, ETF,
and ESG investing, we are always inventing new ways to invest. As a result, we have become the
world’s third-largest asset manager with US $3.15 trillion* under our care.
* This figure is presented as of September 30, 2020 and includes approximately $80.51 billion USD of assets with
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Important Information
The information provided does not constitute
investment advice as such term is defined
under the Markets in Financial Instruments
Directive (2014/65/EU) or applicable Swiss
regulation and it should not be relied on as such.
It should not be considered a solicitation to buy
or an offer to sell any investment. It does not
take into account any investor’s or potential
investor’s particular investment objectives,
strategies, tax status, risk appetite or
investment horizon. If you require investment
advice you should consult your tax and financial
or other professional advisor. All material has
been obtained from sources believed to be
reliable. There is no representation or warranty
as to the accuracy of the information and State
Street shall have no liability for decisions based
on such information.
The views expressed in this material are the
views of State Street Global Advisors through
November 30, 2020, and are subject to change
based on market and other conditions. This
document contains certain statements that
may be deemed forward-looking statements.
Please note that any such statements are not
guarantees of any future performance and
actual results or developments may differ
materially from those projected.
The trademarks and service marks referenced
herein are the property of their respective
owners. Third party data providers make no
warranties or representations of any kind
relating to the accuracy, completeness or
timeliness of the data and have no liability
for damages of any kind relating to the use
of such data.
Investing involves risk including the risk of loss
of principal.
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The whole or any part of this work may not be
reproduced, copied or transmitted or any of its
contents disclosed to third parties without
SSGA’s express written consent.
Equity securities may fluctuate in value
in response to the activities of individual
companies and general market and
economic conditions.
Bonds generally present less short-term risk
and volatility than stocks, but contain interest
rate risk (as interest rates raise, bond prices
usually fall); issuer default risk; issuer credit risk;
liquidity risk; and inflation risk. These effects are
usually pronounced for longer-term securities.
Any fixed income security sold or redeemed
prior to maturity may be subject to a substantial
gain or loss.
Investing in high yield fixed income securities,
otherwise known as “junk bonds,” is
considered speculative and involves greater
risk of loss of principal and interest than
investing in investment grade fixed income
securities. These lower-quality debt securities
involve greater risk of default or price changes
due to potential changes in the credit quality
of the issuer.
There are risks associated with investing in Real
Assets and the Real Assets sector, including
real estate, precious metals and natural
resources. Investments can be significantly
affected by events relating to these industries.
Investing in foreign domiciled securities may
involve risk of capital loss from unfavorable
fluctuation in currency values, withholding
taxes, from differences in generally accepted
accounting principles or from economic or
political instability in other nations. Investments
in emerging or developing markets may be more
volatile and less liquid than investing in
developed markets and may involve exposure
to economic structures that are generally less
diverse and mature and to political systems
which have less stability than those of more
developed countries.
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