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The last quarter of 2020 saw soaring COVID cases
globally, yet markets appeared to be looking through
near-term headwinds from increasing mobility
restrictions and more towards a re-normalization in 2021.
Waning volatility, improved risk appetite, and positive
expectations on risk assets led the team to increase
active risk in the portfolio. The prospects for additional
fiscal stimulus in the US appears to have improved,
which in combination with historically low rates, should
provide a bridge until 2021 when a vaccine allows for
the release of pent up demand. Improving economic
conditions were reflected in manufacturing PMIs where
the breadth continues to grow. The NFIB small business
optimism index, which stands at a historically high reading,
has continued to rebound since bottoming in April and
despite some uncertainty, suggests an improving outlook.
Further, the Conference Board’s Leading Economic Index
(LEI) continued its ascent higher while analysts forward
earnings expectations have become more constructive
as evidenced by the next twelve month earnings per
share estimate for the S&P 500 which has recovered over
17.5% since bottoming in May.
Overall, we maintained a preference for global equities
while also favoring credit. We also became more sanguine
on broad commodities while REIT’s and core bonds
continued to look less attractive.

Overview

Changes to our relative value positions reflect a shifting of preferences within both equity
and fixed income markets. Overall, we continue to favor US large cap equities, but decided to
move to an overweight in US small caps as well. An improvement in the relative health of small
cap balance sheets when considering operating earnings versus free-cash-flow helped small
caps look more attractive. The ongoing economic recovery and policy proposals that target
firms with greater non-US operations and income also support neutralizing our underweights
as we headed into an uncertain election period. Lastly, the trade reflects our desire to hold our
regional exposure consistent with a slight preference for US relative to developed, non-US and
emerging markets.
During the quarter our view on high yield shifted as we were forecasting modest spread widening
which would pressure prices. While easing volatility and still favorable levels of government
bond yields support high yield, recent equity volatility in September tainted our favorable view
of the higher risk fixed income. As the outlook for high yield had deteriorated, that drove our
decision to reduce the position in favor of shifting positions in global equities. We chose to retain
a slight overweight allocation to high yield as well as other credit sectors, but these reallocations
increased our overall exposure in terms of credit quality.
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During the 4th quarter, our forecast for US equities meaningfully improved and remains our
highest conviction position. Renewed optimism helped enhance macroeconomic factors, which
combined with still supportive price momentum and sentiment indicators has buoyed our
forecast. That led the team to move from a neutral position in US Small Cap equities to a slight
overweight. The small cap purchase adds to a segment that could benefit from vaccine driven
economic resurgence while also allowing us to diversify our US exposure.
Outside the US, we chose to diversify our allocations by adding a slight overweight to developed
market equities. Pacific equity valuations have been attractive, but the improvement in price
momentum and quality factors have boosted the outlook. Comparatively successful pandemic
management, improving PMIs and government subsidies which have supported domestic
spending, also support an auspicious outlook. While European equity valuations appear also
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 asymmetric upside to vaccine
progress suggest optimism.
We also moved to an overweight to emerging market equities as improved economic growth
and weaker US dollar continue to favor the segment. Moreover, the potential for less trade
consternation could act as a tailwind.
Directionally, we maintained our overweight to equities, but did trim some of our positions in fixed
income to fund broad commodities, which we are now neutral. Persistent strength in copper
has lifted industrial metals while momentum in agriculture has shown further improvement.
Energy supply and demand dynamics are becoming more favorable while a less negative futures
curve has aided the improvement in our commodities forecast. In addition, the overweight to
commodities helps diversify our growth exposure.
With the backdrop we have broadly added to equities in the developed markets and
trimmed positions in high yield bonds and TIPS bonds to fund the increased equity investment.
Our outlook for equities continues to be cautiously optimistic and we still anticipate broader
participation across regions.
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Finally, across our asset allocation, we continued to remain underweight to REITs after moving
underweight at the end of the 1st quarter of 2020. Mobility restrictions have weighed on the
sector as evidenced by negative price momentum and sluggish earnings and sales expectations,
and we expect this to continue in the near term. However, the potential re-normalization should
boost demand and help support the sector likely in 2021.

4th Quarter
Market Commentary

After witnessing a strong recovery early in the quarter in key economies such as the United
States (US) and Europe, economic momentum slowed toward the end of the year amid rising
infection rates. However, positive news on vaccine approvals, progress on fiscal stimulus deals
and continued monetary support are expected to boost growth momentum in 2021.
Risk assets rallied in the fourth quarter on positive news flow on vaccines and US election
results. Cyclical sectors registered strong gains with defensive sectors posting modest
growth. Commodities registered robust returns and oil prices rose as stronger demand outlook
offset concerns on increased supply. The US dollar declined by nearly 4% in the quarter, its
weakest fourth quarter performance since 2003, amid increased risk appetite and continued
monetary support. The short end of the US Treasury curve remained unchanged, but yields on
longer maturity drifted higher. US 10-year Treasury yields moved up by 24 bp to end at 0.93%
for the year.
On the fiscal front, the US Congress reached a sizeable stimulus package deal of US$900 billion,
ending months of stalemate. Elsewhere, in Europe, while roadblocks were cleared for a fiscal
support deal, paving the way for a roll out in early 2021, support from a landmark recovery fund
was expected by mid-2021. Also, the United Kingdom (UK) managed to clinch a last-minute trade
deal to avoid a hard Brexit and associated uncertainty. In Japan, Prime Minister Yoshihide Suga’s
cabinet approved a record US$1 trillion budget for the next fiscal year.
On the monetary policy front, the Bank of England (BoE) took additional steps to support
the economy. The BoE’s Monetary Policy Committee agreed to increase the target stock of
government bond purchases by £150 billion to £875 billion. In the US, the Federal Reserve
committed to an increase in asset purchases in the event of a slowdown in economic recovery.
The Fed is expected to buy at least US$80 billion worth of Treasury bonds and US$40 billion
worth of mortgage-backed securities (MBS) every month until the central bank feels it has made
substantial progress toward its maximum employment goal. In China, monetary policy remained
unchanged since May, but market rates trended higher amid a strong economic recovery.
On the economic front, manufacturing continued to show sustained resilience globally, whereas
services lagged given social distancing requirements. In the US, housing and personal spending
registered robust gains. China continued its sustained economic recovery, led by growth in
exports and manufacturing.
Rising COVID-19 cases in Europe saw tighter restrictions across many countries including
the UK, which imposed a shut down amid a sharp spike in cases. Number of cases remained
elevated in the US, too. Both Moderna and Pfizer vaccines got the United States Food and Drug
Administration’s approval, raising prospects of similar approvals across key economies. China,
Taiwan and South Korea continued to contain the virus well near the zero-infection rate.
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Global Equities

Equity markets experienced positive growth for the third consecutive quarter with the MSCI
All Country World Index rising by 14.79%. Developed market equities, based on the MSCI World
Index, rose by 14.07% over the quarter. New infection rates rose significantly in Europe and the
US, topping the previous highs as a new strain of the virus emerged. Limited intensive care unit
facilities and outbreaks in nursing homes forced many countries to implement new stringent
lockdown measures to slow down the spread of the virus.
Despite the pandemic taking a turn for the worse over the quarter and equities performing poorly
in October, the US election results and positive news on COVID-19 vaccines helped markets to
recover. Approvals to use vaccines manufactured by Pfizer-BioNTech, Moderna and OxfordAstraZeneca led to the largest momentum changes in the history of equity markets. Hard-hit
sectors, such as energy, traditional retail, hotels, airlines and financials, rallied, while pandemic
winners, such as online retail, health care and home improvement, lagged. Small cap equities
performed spectacularly, erasing their underperformance versus large caps for the year.
The Chicago Board Options Exchange’s CBOE Volatility Index (VIX) posted negative returns of
-13.65% over the quarter, indicating a reduction in market volatility.

North American
Equities

In the US, election results contributed to the S&P 500 Index gaining 12.15% during the quarter.
Markets reacted positively to reduced chances of tax hikes and tighter regulation for technology
and health care sectors. The last days of the year brought long-awaited relief for pandemicstricken companies and households. US lawmakers finally agreed on a pandemic relief plan that
will extend many of the provisions under the Coronavirus Aid, Relief and Economic Security Act,
including renewing direct payments to households and more generous unemployment benefits.
The Fed also explicitly committed to purchasing at least US$80 billion worth of Treasuries and
agency MBS every month until substantial progress was deemed to be made toward its inflation
and employment goals.
Mid- and small-cap companies delivered better gains in comparison to their larger counterparts
with the S&P Midcap 400 Index rising by 24.37% and the Russell 2000 Index gaining 31.37%.

European Equities

In Europe and the UK, services were under pressure from the new restrictions imposed by
governments. The European Union’s (EU) compromise with Poland and Hungary paved way for
a €1.8 trillion worth of financial support package. It was agreed that a significant proportion of
the budget and recovery package would be spent on sustainable and green projects. The EU also
agreed to tougher climate goals for 2030, thereby increasing the reduction targets of carbon
emissions. This will lead to significantly higher investments in renewable energy and more regulation.
The European Central Bank (ECB) increased the size of its planned asset purchases by €500
billion to €1,850 billion and extended the horizon over which it will make these purchases by nine
months to end-March 2022. The ECB also requested banks to limit dividend payments until
September 2021 to support the stability of the financial system.
In the UK, house prices and November retail spending were up YoY, despite severe restrictions on
activity. Nevertheless, the GDP level remained substantially lower than that of February, leaving
plenty of room for recovery. The BoE announced that it would expand its asset purchase facility
by a further £150 billion. The quarter ended with a Brexit deal finally being agreed on.
MSCI Europe returned 15.66% for the quarter in US dollar terms. All sectors posted positive
returns with energy (32.73%) and financials (28.30%) being the best performers.
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Emerging
Market Equities

As countries around the world grappled with surging coronavirus cases, emerging market (EM)
equities became less risky compared with their developed market peers. Within EM, in China,
internal controls that had restricted movement between the country’s provinces owing to the
pandemic were relaxed.
EM equities benefited from renewed hopes of a cyclical recovery, a falling US dollar and
increasing global trade activity. Strong demand for medical supplies and tech products lifted
Chinese exports. South Korea, another beneficiary of increased technology demand, also
showed accelerating momentum in its exports.
China’s success in controlling the virus allowed its economic recovery to gather pace with thirdquarter GDP growth printing at 4.9% YoY. After a strong rebound over the summer, China looks
set to be one of the only major economy to show aggregate positive economic growth in 2020
relative to 2019. Chinese imports also recovered with the latest data for September showing
imports being 13.2% higher YoY.
The broad measure of EM, the MSCI Emerging Markets Index, was up 19.77% for the quarter in
USD terms. At the country level, the top-performing markets included MSCI Colombia (48.81%)
and MSCI Hungary (39.19%). The only markets at the bottom of the list posting negative returns
were MSCI Egypt (-4.93%) and MSCI Kuwait (-0.18%).

Global Fixed Income

Global bonds (Bloomberg Barclays Global Aggregate Bond Index — USD Hedged) returned
0.89% over the quarter. Bond yields were modestly lower over the quarter overall. Even though
US Treasury yields were higher over the quarter, German, Italian and Spanish yields saw
significant declines as the ECB increased its quantitative easing program. Spread tightening in
US corporate credit and other spread sectors more than offset the impact on bond yields from
the US Treasury component. Toward the end of the quarter, there were increasing signs of a new
wave of infection in many regions and lockdown measures were tightened in its wake.

US Credit

Investment grade (IG) option-adjusted spreads (Bloomberg Barclays US Aggregate
Corporate Index) tightened by 40 bp to end the quarter at 96 bp over Treasuries. The rotation
out of Treasuries into corporates continued on the back of positive sentiment as multiple
vaccines were approved and began to be distributed and a US$900 bn fiscal package was
passed by the US Congress. Fixed-rate gross IG supply for Q4 was about US$267 bn, bringing
the 2020 cumulative supply to US$2,102 bn, about 65% ahead of the gross issuance in 2019.
However, issuance is expected to abate in the first few months of 2021 as companies use their
excess cash.
High yield (HY) spreads tightened significantly by 158 bp in Q4 to end the quarter at 361 bp
(Bloomberg Barclays US Corporate High Yield 2% Issuer Capped Index). CCC rated bonds
(+10.05%) outperformed single Bs (+6.70%) and BBs (+5.21%) in 4Q.
In 2020, 88 companies defaulted, totaling US$129.6 bn in bonds and loans. There were 21
distressed transactions totaling US$11.8 bn. The default total of US$141.4 bn inclusive of
distressed exchanges ranked as the second-highest annual default total on record and only
trails the US$205.0 bn total recorded in 2009. Incuding distressed exchanges, the US HY
default rate was at 6.76% at the end of December, up 389 bp YoY.
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Treasury Inflation
Protected Securities
(TIPS)

Market-based inflation expectations for the US, as measured by five-year break-evens, increased
by 47 bp over Q4, ending at 1.97%. Overall, US TIPS gained 1.62% in Q4 and outperformed
nominal bonds of similar maturities. Overall, increase in oil prices as well as a modest increase in
US inflation expectations on the back of better-than-expected incoming economic data were the
most important drivers of the increase in front-end break-evens.

Commodities

Commodities (as measured by the Bloomberg Commodities Total Return Index) posted robust
gains, returning over 10% for the quarter and trimming the annual loss to 3.1% for the year. Positive
vaccine news and a weaker US dollar helped commodities post double digit returns. Overall, all
three commodity sectors finished the quarter higher, with agriculture sector performing the best.

Real Estate
Investment Trusts
(REITs)

•

The Energy sector advanced 2.2% with the West Texas Intermediate (WTI) crude oil returning
over 18% for the quarter as stronger demand outlook offset concerns of increased supply.
However, the Bloomberg Natural Gas Sub-Index fell 18.8% for the quarter as warmer-thanexpected temperatures dented demand.

•

The industrial metals index advanced 14.3% for the quarter and was up 16.3% for the year,
mainly driven by copper and nickel. Copper price rose to its highest level in almost eight
years as investors bet that coronavirus vaccines and stimulus programs will drive a boom in
manufacturing activity. The precious metals sub-index returned 2.4% for the quarter. Silver
finished the year with a stunning return of 42.5%, representing its best annual rise since
2010. Although gold was down 0.4% for the quarter, it was still up more than 20% for the year,
bracketing it among the better-performing major assets in 2020.

•

Agriculture sector gained 21.4% in Q4 and 16.5% for the year, driven higher by strong
performance from soybeans and corn. Dry weather and strong demand from China raised
prices of row crops.

Real estate investment trusts (REITs) as indicated by the FTSE EPRA Nareit Global Real Estate
Index gained 12.8% in Q4, while the Dow Jones US Select REIT returned 12.9% for the quarter.
The news about successful vaccine trials and hopes that the global economy will return to prepandemic levels buoyed sectoral REITs sectors that were buffeted by shutdowns and social
distancing measures. Lodging/resorts sector had a total return of greater than 50% in the fourth
quarter and retail sector gained over 20%. Nonetheless, these strong gains still left these sectors
in negative territory for the year.
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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 $3.47 trillion* under our care.
* This figure is presented as of December 31, 2020 and includes approximately $75.17 billion of assets with respect to
SPDR products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing
agent. SSGA FD and State Street Global Advisors are affiliated.

ssga.com
All performance cited is calculated in
US dollars unless otherwise stated.
Marketing communication.
For investment professional use only.
Sources: Bloomberg, FactSet, J.P. Morgan,
Barclays, Morgan Stanley, Wall Street Journal,
and MSCI, as of December 31, 2020
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and any related financial products. Source:
MSCI: Neither MSCI nor any other party involved
in or related to compiling, computing or creating
the MSCI data makes any express or implied
warranties or representations with respect to
such data (or the results to be obtained by the
use thereof), and all such parties hereby
expressly disclaim all warranties of originality,
accuracy, completeness, merchantability or
fitness for a particular purpose with respect to
any of such data.
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.
Important Disclosures:
The views expressed in this material are the
views of the Investment Solutions Group
through the period ended December 31, 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 guaranteeing of
any future performance and actual results or
developments may differ materially from
those projected.
Past performance is not a guarantee of
future results. Index returns reflect capital
gains and losses, income, and the
reinvestment of dividends.
Investing involves risk including the risk of loss
of principal.
The information provided does not constitute
investment advice and it should not be relied
on as such. It should not be considered a
solicitation to buy or an offer to sell a security.
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It does not take into account any investor’s
particular investment objectives, strategies, tax
status or investment horizon. You should
consult your tax and financial advisor.
All information is from SSGA unless otherwise
noted and has been obtained from sources
believed to be reliable, but its accuracy is not
guaranteed. There is no representation or
warranty as to the current accuracy, reliability
or completeness of, nor liability for, decisions
based on such information and it should not be
relied on as such.
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.
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. International
Government bonds and corporate bonds
generally have more moderate short-term price
fluctuations than stocks but provide lower
potential long-term returns.
All the index performance results referred to
are provided exclusively for comparison
purposes only. It should not be assumed that
they represent the performance of any
particular investment.
Investing in commodities entail significant risk
and is not appropriate for all investors.
Commodities investing entail significant risk as
commodity prices can be extremely volatile due
to wide range of factors. A few such factors
include overall market movements, real or
perceived inflationary trends, commodity index
volatility, international, economic and political
changes, change in interest and currency
exchange rates. Increases in real interest rates
can cause the price of inflation-protected
debt securities to decrease. Interest
payments on inflation-protected debt
securities can be unpredictable.

Investing in REITs involves certain distinct risks
in addition to those risks associated with
investing in the real estate industry in general.
Equity REITs may be affected by changes in the
value of the underlying property owned by the
REITs, while mortgage REITs may be affected by
the quality of credit extended. REITs are subject
to heavy cash flow dependency, default by
borrowers and self-liquidation. REITs, especially
mortgage REITs, are also subject to interest
rate risk (i.e., as interest rates rise, the value of
the REIT may decline). 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.
Concentrated investments in a particular
sector or industry name tend to be more
volatile than the overall market and increases
risk that events negatively affecting such
sectors or industries could reduce returns,
potentially causing the value of the Fund’s
shares to decrease.
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For EMEA investors: This communication is
directed at professional clients (this includes
eligible counterparties as defined by the
Appropriate EU Regulator) who are deemed
both knowledgeable and experienced in
matters relating to investments. The products
and services to which this communication
relates are only available to such persons
and persons of any other description
(including retail clients) should not rely on
this communication.
The information contained in this
communication is not a research
recommendation or ‘investment research’
and is classified as a ‘Marketing
Communication’ in accordance with the
Markets in Financial Instruments Directive
(2014/65/EU) or applicable Swiss
regulation. This means that this marketing
communication (a) has not been prepared
in accordance with legal requirements
designed to promote the independence of
investment research (b) is not subject to
any prohibition on dealing ahead of the
dissemination of investment research.
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