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     Key Points 
 

2021 Outlook Summary 
Much depends on the speed of available vaccines to the broader population as well as accompanying vaccination rates. We believe 
business and consumer confidence should increase throughout the year, benefiting economic and market conditions. More predictable 
Washington policies, a reduction in trade tensions, the release of pent-up demand, and what we expect will be an easy fiscal/monetary 
environment should help stocks outperform bonds.     

2021 S&P 500 year-end price target: 4,000 
Our target implies a price return from current levels of roughly +9.0%. We expect earnings growth to strengthen, while cash flows and profit 
margins should improve. Better fundamental conditions could finally catch-up with stock prices over the course of the year, which could 
cause stock multiples to decline from elevated levels modestly. Notably, cyclical areas across U.S. and international markets could see their 
business conditions materially improve with the broad availability of COVID-19 vaccines by the second half. U.S. mid-to-small-cap stocks 
could also benefit from a more normalized economic environment.   

2021 U.S. Real GDP target: +3.8%  
Fundamental conditions worldwide should improve, but recovery trends could prove more uneven across some regions and developing 
markets in the front half of the year. Large economies, such as the U.S. and China, should see a faster return to normalcy given greater 
vaccine availability. In contrast, Europe and some smaller economies may see regular activity return more slowly for various reasons. 
Employment trends should also strengthen, particularly across industries hardest hit by virus containment strategies.   

2021 10-Year U.S. Treasury yield target: 1.0%  
Accommodative global central bank policies constrain international bond yield levels and likely offset potential Treasury supply supporting 
fiscal stimulus, in our view. The Fed's goal of higher inflation could ironically lead to lower Treasury yields should further accommodation 
prove necessary. We believe inflation could "run hot" through the second quarter, which could lead to a potential jump in yields. Such a 
scenario could test multi-asset valuations and cause the Fed to consider withdrawing support earlier than anticipated. 

 

 
Market Performance 
    U.S. Dollar Terms 
Sector  Index 2019* 2020** 

 
Equity 

 S&P 500 
Russell 3000 
MSCI World ex USA 

+31.5% 
+31.0% 
+22.5% 

+15.4% 
+17.6% 
+5.0% 

 

Fixed Income 

 Bloomberg Barclays US Universal 
Bloomberg Barclays US Corp HY 
Bloomberg Barclays Global Trsy Ex-US 
JPM EMBI Global 

+9.3% 
+14.3% 
+5.0% 

+14.4% 

+7.2% 
+6.2% 
+8.6% 
+4.8% 

 
Alternatives 

 Wilshire Liquid Alternative  
Bloomberg Commodity 
Gold 

+6.7% 
+7.7% 

+18.9% 

+2.2% 
-7.1% 

+21.0% 

 
Oil & Currency 

 WTI Oil Prices ($ per barrel) 
US Dollar Index 

+34.4% 
+0.2% 

-26.3% 
-5.6% 

 Cash  FTSE Treasury Bill 3 Month +2.3% +0.6% 

Sources: Morningstar Direct, FactSet, and American Enterprise Investment Services Inc. *Total return. ** Total return data as of 12/11/2020. 
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2020 Review 

 
By the end of the first quarter, the coronavirus had quickly engulfed the globe, halted economic activity, and created a degree of uncertainty 
not seen since the Great Depression. As a result, the fiscal and monetary responses across the world were historically swift and robust. 
Combined, these policies flooded the world with liquidity when it needed it most. 

Since the depths of the pandemic in March and April, economic conditions and corporate profit growth steadily improved — though both 
remain well off more normal levels. In the first quarter, the Dow Jones Industrials Average logged its worst quarter ever while the S&P 500 
Index posted its worst showing since Q4'08. Yet, since the March 23rd bottom, stock prices have spent the better part of 2020 surging 
higher, led by Technology and stocks that benefit from the "stay-at-home" theme. Following the U.S. election, U.S. stocks posted their best 
November performance in over ninety years. 

But as our 2020 Market & Economic Themes reflect, "The best-laid plans of mice and men often go awry." The quote from Robert Burn's 
poem "To a Mouse," in a nutshell, reflects how the unexpected threats of a global pandemic radically shifted what ultimately drove market 
and economic activity in 2020. While reflecting on how we thought the year would unfold compared to what actually developed is a 
constructive exercise each year, we believe that endeavor is less informative for reviewing 2020. Instead, governments, central bankers, 
businesses, investors, and asset prices spent most of the year grappling with the health and economic fallout from COVID-19, as well as 
anticipating when a normalized environment may return. Yet, for reference, our best-laid plans as they appeared heading into 2020 are 
provided below for full disclosure and as a means to contrast just how dramatically the coronavirus shifted market /economic dynamics 
compared to our expectations at the start of the year.    

2020 Market & Economic Themes 
• Trade issues complicate the growth and earnings outlook • Expect modest equity and fixed income returns 

• Heightened U.S. political anxiety creates periods of 
market volatility amid policy uncertainty 

• Subdued confidence levels limit stock multiple 
expansion as well as overall risk appetite 

• Geopolitical tensions could rise • Corporate fundamentals should remain healthy and 
support a cautiously constructive outlook 

• Global growth picks up, but activity in Europe and Asia 
contingent on the direction of trade  

• Center on quality stocks with income and growth 
potential 

• A healthy consumer keeps the U.S. economy on a 
slow/steady pace – recession remains unlikely 

• In fixed income, avoid reaching for yield and stretching 
down in credit quality 

• Monetary policies stay accommodative, helping keep 
interest rates low 

• Investors should focus on a diversified asset allocation 
strategy and set realistic return expectations 

• Inflation levels across the globe, including in the U.S., 
linger near or below desired targets    
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With a historic year nearly complete, we believe those hit the hardest by the virus now need an additional bridge of fiscal stimulus to carry 
them to the other side of broadly available COVID-19 vaccines next year. In our view, workers in service-related industries, small-business, 
and state and local municipalities need more relief. And while substantial stock gains this year have been concentrated to a handful of 
companies/sectors, we believe broader participation across industries, small businesses, and consumers could aid the recovery and help 
asset prices continue their trek higher in 2021. 
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2021 Market & Economic Themes 
 

 Big Picture Themes Why is it important? 
 The global economy reopens as vaccine 

availability grows and treatments improve, 
but… 

Tight inventory levels, pent-up demand, and further policy accommodation 
may combine to generate a strong rebound as virus conditions improve. The 
opportunity for a 2H'21 "surge" in activity may be underappreciated. 

 Global growth returns unevenly based on 
local COVID-19 conditions and fiscal 
/monetary policy responses.    

Regional growth differences may present investors with more significant 
tactical allocation considerations than we've seen in recent years. Developed 
economies may see a stronger recovery relative to other areas of the globe.  

 The Biden administration focuses on the 
pandemic and reengages with traditional 
allies to address common challenges.    

A more predictable policy path could calm markets. The Biden administration 
will refocus COVID-19 efforts to their liking while fortifying global alliances 
and relationships that likely play critical roles in shaping policy. 

   
 Economic and Policy Considerations Why is it important? 
 Trade tensions ease.  Developed economies 

slowly coalesce in a multilateral approach to 
address China's issues. 

China's means of economic and geopolitical power expansion remain a 
crucial threat to global stability. Confronting its leadership from a position of 
collective strength could be effective.   

 Global growth accelerates. The U.S. and 
Asia lead the pandemic-period recovery.  

Asian growth could benefit from better virus containment, while the U.S. 
appears well-positioned to benefit from the release of pent-up demand. A 
widely available vaccine could aid regions across the globe. 

 Monetary and fiscal policies offer tailwinds 
for economic growth and asset prices.  

Policy officials are unlikely to take their foot off the gas until economic 
conditions are fully restored. Exceptionally low interest rates should aid 
business and consumer activity as well as stock prices. 

 Inflation levels rise, and the U.S. dollar 
weakens — both moderately. Government 
policies adjust on the margins.    

Inflation and dollar trends may offer a layer of concern but unlikely to be 
problematic. Significant tax policy changes or other federal initiatives could 
be contained if there is mixed control in Congress (contingent on Senate). 

   
 Stock & Fixed Income Themes  Why is it important? 
 Broad stock market returns should be 

positive, though valuations are high.  
In 2020, stocks soared higher off their pandemic lows, based on the 
assumption earnings would eventually grow into their elevated valuations. 
Companies will likely need to justify that assumption in 2021.  

 U.S. small-caps and international equities 
offer investing opportunities.  

With an available vaccine, smaller, more localized businesses should see 
their prospects brighten in 2021. Overseas, developed markets with higher 
concentrations of cyclical stocks could see improved performance.  

 Bond yields are likely to remain compressed 
around the globe through 2021. 

Investors should expect low total returns and low yields on their bond 
investments. While yields could rise modestly as economic conditions 
improve, bond allocations should deliver more protection than return. 

 Cyclicals lead the way in both stocks and 
bonds. But don't abandon growth areas. 

Areas closely tied to the reopening theme could lead stock strength as 
conditions slowly normalize. However, growth industries should continue to 
perform well. 

 
Defaults should peak in the first half of 2021. 

While there may be another round of rating downgrades through the winter 
months, we expect much of the impact to reside across the most leveraged 
areas of High Yield.  

   
 Portfolio Positioning  Why is it important? 
 

Favor stocks over bonds, though a sound 
diversification strategy built on high-quality 
assets should help insulate from the 
unexpected.    

Given an available coronavirus vaccine, strengthening global economy, 
coordinated monetary/fiscal tailwinds, and low interest rates — investors 
should tilt their portfolios toward equities. While cyclical areas across stocks 
and bonds may perform well for a period, allocating toward high-quality 
assets throughout the year is critical. Also, balance tactical opportunities with 
a sound longer-term diversification strategy. 

Jk
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Ameriprise 2021 Year-End S&P 500 Scenario Forecast 
 
 
 

Favorable Scenario                  
Macro Conditions 

Base Scenario                         
Macro Conditions 

Adverse Scenario                    
Macro Conditions  

• 2021 U.S. real GDP advances by more than 
+4%; Economic activity surges in 2H  

• Global activity grows by more than +5% in 
2021; The global economic recovery gains 
momentum in the spring and summer 

• U.S. employment levels rebound strongly; 
The unemployment rate shrinks to below 
5% by the end of 2021 

• 2021 U.S. corporate earnings growth rises 
by +25% or more; The earnings recovery is 
broad-based — cyclical sectors see strong 
growth based on pent-up demand 

• Corporate stock buybacks accelerate back 
to pre-pandemic levels 

• Global corporate speculative-grade default 
rates peak in 1H at 8% or less 

• U.S. 10-Year Treasury yield approaches 
1.5% by the end of 2021 

• Inflation rises but remains well contained 
overall.  

• The Fed remains very accommodative; 
Monetary and fiscal actions support growth 
through 2021  

• Other global central banks also remain 
accommodative, helping stimulate global 
activity in 2021 

• Global trade conditions improve quickly 
• Market Intangibles: Global economies 

experience sharp recoveries once 
businesses and individuals are allowed to 
return to regular activity; Promising COVID-
19 vaccines and treatments lead to a 
speedy recovery in 2021; The population 
adopts vaccines rapidly        
  
 

• U.S. real GDP rises +3.8% as the economic 
recovery benefits from better coronavirus 
treatments and vaccines 

• The IMF forecasts global growth of +5.2% 
in 2021; We believe the strength of the 
recovery is contingent on COVID-19 
vaccine availability 

• U.S. employment levels rebound through 
the year; The unemployment rate falls to 
5.5% at year-end  

• 2021 U.S. corporate earnings growth rises 
by roughly +25%; The earnings recovery is 
broad-based and robust across cyclical 
sectors 

• Corporate stock buybacks gradually 
increase through 2021 

• Global corporate speculative-grade default 
rates peak in 1H at approximately 8%-10% 

• U.S. 10-Year Treasury yield moves to 1.0% 
• We expect inflation levels could become 

elevated as the recovery regains 
momentum; However, the higher levels 
likely transitory 

• The Fed remains very accommodative; 
Offers strong "open-ended" support to 
financial market functioning   

• Other global central banks also remain 
accommodative, helping international 
financial markets normalize 

• Global trade conditions improve over time 
• Market Intangibles: A slow and steady 

resumption of normal economic activity; 
More normalized growth contingent on 
broadly available vaccines and treatments 
for COVID-19 (early-to-mid 2021); Vaccine 
adoption progresses as planned 

 

• 2021 U.S. real GDP advances less than 
+3%; Economic recovery weaker than 
expected 

• Recessionary conditions fade in most major 
regions of the world, but a winter surge in 
coronavirus cases slows recovery 
momentum 

• U.S. employment levels recover slowly; The 
unemployment rate ends the year above 
6% 

• 2021 U.S. corporate earnings growth rises 
by less than +20%; The earnings recovery 
is weaker than analysts predict 

• Corporate stock buybacks are slow to 
normalize 

• Global corporate speculative-grade default 
rates exceed 10%  

• U.S. 10-Year Treasury yield moves lower to 
0.5% 

• A rising price environment becomes 
"sticky," producing higher inflation 
expectations that could negatively impact 
asset prices 

• The Fed remains very accommodative; 
Offers strong "open-ended" support to 
financial market functioning 

• Other global central banks also remain 
accommodative; Provide additional support 
if needed  

• Global trade conditions do not materially 
change 

• Market Intangibles: COVID-19 remains 
disruptive to recovery efforts and 
demonstrates lasting effects; coronavirus 
vaccines and treatments take longer to 
distribute (mid-to-late 2021); Vaccine 
adoption is an issue 

 

4,250
+16.0% from 
12/11/20 level

Earnings Multiple Estimate (P/E) 
= 24x 

2021 EPS Estimate = $177.00

4,000
+9.0% from 

12/11/20 level

Earnings Multiple Estimate (P/E) 
= 23x 

2021 EPS Estimate = $174.00

3,650
+0.0% from 

12/11/20 level

Earnings Multiple Estimate (P/E) 
= 22x 

2021 EPS Estimate = $166.00
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2021 Outlook 
 
2021 S&P 500 year-end price target: 
4,000 
In our view, S&P 500 earnings have an opportunity to grow into their 
current valuations over the course of 2021. We believe the economy is 
entering the early innings of a new business cycle upswing. Pent-up 
demand and inventory restocking could help lift profits and cash flow for 
cyclical sectors. Notably, we believe stock valuations can remain at 
higher levels versus longer-term history, given low interest rates and 
easy monetary conditions. 

Historically, an early-stage recovery, combined with low interest rates, is 
usually consistent with positive S&P 500 price returns over the next 12-
to-18 months. An underappreciated surge in economic activity during the 
second half of 2021 could cause analysts to adjust their earnings 
expectations higher. In both our Base and Favorable Scenarios, we 
expect full-year S&P 500 earnings per share (EPS) to be higher than the 
current consensus estimate of roughly $170, as measured by FactSet. 

A modestly weaker U.S. dollar could also help push down the global cost 
of capital in 2021. This could strengthen the recovery in profits across 
Industrials, Materials, and other multinational conglomerates, which 
dominate the market-cap weight of the S&P 500. Particularly, for 
multinationals, a modestly weaker dollar could help boost profits for 
financial reporting purposes. Based on the scenarios outlined on page 5, 
we believe analysts may need to raise their S&P 500 earnings estimates 
based on our Base and Favorable conditions. Bottom line: If macro 
conditions develop as we outlined, current corporate profit growth 
estimates could be too low.  

We believe the S&P 500 Index could see a price return somewhere in 
the range of high single-digits to mid-double-digits for the full year. 
Compared to historical averages, most investors would welcome such 
results if achieved. Importantly, price gains across more cyclical areas of 
the market could be more robust, given the opportunity to return to 
normal business conditions in 2021 compared to 2020.   

Nevertheless, our Adverse Scenario outlines several downside risks 
investors should keep top-of-mind. And given current equity valuations, 
our Base and Favorable conditions, to some degree, are already priced 
into stocks today. To what degree is debatable. Yet, according to our 
Base and Favorable Scenario year-end S&P 500 price target range of 
4,000 to 4,250, we believe there is still room for upside momentum in 
2021.  

Summary  
The successful development of coronavirus vaccines has dramatically 
altered the outlook for the global economy and markets in 2021, as the 
world looks to emerge from the pandemic scourge of 2020. Suppose 
vaccine distribution is orderly and expeditious, and there is sufficient 
adoption among the population. In that case, we believe the global 
economy has the potential to rebound strongly in the second half of next 
year. Fiscal and monetary policies should remain supportive, and 
manufacturing is on the rebound. But it will be the return of consumer 
confidence due to the vaccines that's likely to be the primary catalyst. 

In the U.S., widespread availability of vaccines is anticipated in the 
second quarter, potentially setting the stage for a stronger second half. 
Falling unemployment, high savings rates, reduced credit card balances, 
and rising aggregate consumer net worth provides the wherewithal to 
satisfy pent-up demand, in our view. 

 

 

Global Asset Allocation 
Committee 2021 Targets 

 

Key Measure 2020 Actual 2021 Target Implied 
Change 

U.S. Real 
GDP -3.5%* 3.8% +7.3 ppt 

S&P 500 
Index** 3,663 4,000 +9.0% 

10-year 
Treasury 
Yield** 

0.90% 1.00% +0.10% 

Fed Funds 
Target 

0.00% to 
0.25% 

0.00% to 
0.25% 0.00% 

Source: American Enterprise Investment Services Inc.; FactSet 
pp = percentage points 
* Estimated, 2020 Actual based on year-end values 
**as of December 11, 2020 
 

 
 

Actions to Consider 
• Incorporate a constructive investment view, 

based on stabilizing market and economic 
conditions  

• Fading virus impacts and easy monetary/fiscal 
policies warrant a tactical Underweight to 
Government bonds 

• Overweight the U.S. but make more room for 
international investments 

• Favor stocks over bonds 
• Favor cyclical exposure over defensive areas 

(e.g., slight tactical tilt toward Value) 
• Maintain risk-adjusted exposure to small-cap 

and mid-cap stocks 
• Continue to focus on your longer-term goals 

and objectives 
• Set realistic return expectations for stocks and 

bonds 
• Maintain a well-diversified portfolio 
• Continue to favor high-quality investments 

throughout your portfolio 
 

 

Up Ahead: 
Economic Perspective 

Key Equity Themes 
Key Fixed Income Themes 

Portfolio Positioning & Wrap-up 
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As the U.S. economy improves, we anticipate that corporate earnings growth will be robust in 2021. However, based on several historical 
measures, stocks are expensive to begin the new year, suggesting that returns could be more modest than the expected earnings growth 
might imply. And we anticipate that the year-end rotation into cyclical stock leadership could continue. Because we see little tangible threat 
of worrisome and sustained inflationary pressure on the horizon, we believe bond yields are likely to rise only modestly, delivering 
diversification but limited returns. 

Foreign economies will likely experience a similar economic trajectory to the U.S. in 2021 but to varying degrees. In Europe, as in the U.S., a 
debilitating second wave of the virus is slowing economic growth as the year comes to a close. But the vaccine is already being distributed, 
and expectations for the economy in 2021 anticipate a rebound in the second half as well — especially in trade and tourism.  

Asian countries have primarily responded better to the virus and have begun their recoveries sooner. Sensitivity to foreign trade should 
contribute to accelerated growth in the region. In Latin America, a less robust healthcare infrastructure could delay the vaccine distribution, 
slowing the recovery. While we continue to have a modest preference for U.S. stocks, we believe foreign stocks are also attractive, with a 
preference for Asia within developing markets. 

The political landscape will also look different in the new year. In the U.S., a new administration will likely refocus domestic tax and spending 
priorities, but how much change occurs depends on the Senate's as yet undetermined control. The new administration is also likely to 
reengage with the broader global community, including with strategic alliance partners and supranational organizations such as the World 
Health Organization and the World Trade Organization.  

The conduct of trade policy will likely look different as well. The use of tariffs may be deemphasized, especially those impacting geopolitical 
allies. And a more multilateral strategy to confront China's economic and strategic challenge may replace the current unilateral approach. In 
Europe, Brexit related trade negotiations between the U.K., the world's fifth-largest economy, and the European Union remain unresolved. 
And the U.K. must still negotiate a trade deal with the U.S. 

The global economy is not likely to have fully recovered from the pandemic until sometime beyond 2021. And its lasting effects have yet to 
emerge fully. Some lost jobs will not return, and distress in some industries remains acute. Further, some new patterns of working and living 
could persist after the world returns to normal. But one lasting legacy of the pandemic will be the surge higher in sovereign debt around the 
globe. The International Monetary Fund (IMF) estimates that net sovereign debt-to-GDP among advanced economies will have risen by 20 
percentage points in 2020 alone, from 76% to 96%, and by 10% in emerging markets, from 39% to 49%. And lulled to sleep by historically 
low interest rates, governments are expected to continue to borrow well into the future. Expect little mention of deficits and debt in 2021. The 
recovery comes first. But if rates rise over time, the cost of servicing that debt could be an increasing challenge, as could attempting to slow 
its inexorable ascent. 

As investors think about 2021 and the path forward for their investments, consider the table below, highlighting previous bear markets since 
1950. In every instance, stock prices were higher after marking their bear market trough over the next three, six, and twelve months. Longer-
term, stock prices were also higher over the next three years. Thus far, the market has followed close to the script during the current 
recovery and since hitting the pandemic lows. In our view, the macro backdrop and history are supportive of further stock gains. But with that 
said, investors shouldn't ignore the risks of slower than expected growth or policy missteps along the way. As such, a cautiously optimistic 
view for market returns in 2021 strikes the right balance between opportunity and risk, in our opinion.    

 

 

 

 

 

  

12/12/1961 6/26/1962 -26.88 8.30 22.65 37.48 20.50
2/9/1966 10/7/1966 -20.38 13.37 25.05 37.29 11.96

11/29/1968 5/26/1970 -32.58 18.41 25.24 48.94 19.64
1/11/1973 10/4/1974 -44.75 14.97 34.02 44.29 20.87
11/28/1980 8/12/1982 -20.16 38.14 47.93 66.11 33.25
8/25/1987 10/19/1987 -32.93 12.01 16.87 27.90 15.65
3/24/2000 10/9/2002 -47.41 19.96 12.54 36.14 17.55
10/9/2007 3/9/2009 -55.22 40.17 54.55 72.26 29.19
2/19/2020 3/23/2020 -33.79 40.66 44.67 ? ?

-34.9 22.89 31.50 46.30 21.08
Source: Bloomberg, S&P Dow Jones Indices, American Enterprise Investment Services Inc.  S&P Total Return Index as of 11/30/2020

Next 12 Months
Next 3 
Years

(annualized)

Average

Bear Markets Since 1950
Market 
Peak Market Trough Market Drawdown Next 3 Months Next 6 Months
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Economic Perspective 
2021 Economic Outlook 
Economic activity here and abroad is likely to be weak at the start of 2021 due to the very difficult COVID-19 conditions experienced in many 
areas, particularly the U.S. and Europe.  If Washington approves another federal stimulus package, which we believe is likely, we believe 
the U.S. economy should be capable of maintaining positive momentum through this period. We forecast U.S. real (inflation-adjusted) Gross 
Domestic Product (GDP) growth of 1.0% in the first quarter.  Without further fiscal support for the individuals and businesses most negatively 
affected by the ongoing pandemic, we believe U.S. real GDP could slip into negative territory by a percent or two.  

Activity could surge if COVID conditions improve  
Beyond the first few months of 2021, we believe economic activity could be poised to see a material acceleration, fueled by the reopening of 
critical industries, high levels of consumer pent-up demand, and relatively sound consumer and business balance sheets.  

These factors could converge beginning in the second quarter of 2021, dependent on virus conditions, to fuel a strong rebound in activity. 
Most people are likely yearning for the opportunity to enjoy their lives as they did previously, with a vacation, night out at a nice restaurant, 
or an evening at a music or sporting event.  Contrary to the early stages of most economic recovery periods, we believe consumers are in a 
strong position to act on the likely high levels of pent-up demand for such activities.  

Overall, we forecast the U.S. economy to grow at a relatively strong +3.8% real rate in 2021. Our forecast has the U.S. economy retaining its 
pre-pandemic highs (as represented by Q4-2019 GDP levels) by the third quarter.  The job market may take a bit longer. We forecast the 
unemployment rate to end 2021 at 5.0% versus an estimated 2020 ending level of 6.8%. We believe the rate is capable of reaching 4.0% by 
the end of 2022 based on our GDP forecast. 

Inflation could temporarily rise to worrisome levels  
Strengthening demand conditions, tight availability in many sectors, and depressed year-ago comparisons could lift the Consumer Price 
Index (CPI) to levels not seen in many years by the second quarter.  The CPI could peak at 3.5% to 4.0% in the second quarter, in our view.  
We believe inflation rates should decline steadily in the second half of 2021 as year-ago comparisons normalize and suppliers, particularly in 
the travel and leisure industries, catch-up with demand.      

The International Outlook   
The table at left reflects the real GDP forecasts for various countries and regions of the world as issued by the International Monetary Fund 
(IMF) in their most recent update (October).  Despite surging virus conditions in November and December, we believe IMF forecasts are 
likely to improve for most areas when the organization releases its next quarterly update in January.   

While we wait and hope for another round of stimulus here in the U.S., European Union members agreed to a €750B ($908B) fund to further 
support economic conditions in the second week of December.  The European Central Bank (ECB) also announced that it would expand its 
bond-buying program to maintain low interest rates in support of economic conditions.   

  

Ameriprise U.S. Real GDP Outlook  IMF Global Economic Projections 

 

 

 
Source: Commerce Department for actuals and American 
Enterprise Investment Services Inc. for estimates. 
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Key Equity Themes 
Looking Past the COVID Chasm  
Despite the recent ramp in COVID cases, increased restrictive measures 
at the state level, and potentially lower near-term economic activity, we 
anticipate a measured yet much healthier operating environment for 
2021.  Although it may be challenging to look beyond today's chasm of 
negative headlines and rising case counts, we expect rapid vaccine 
deployment, businesses reopening and improving economic activity as 
we progress through 2021. However, we believe this return to growth will 
not be a linear progression, and there could be setbacks along the way.  
Nevertheless, we believe the risk/reward tradeoff for positioning toward 
the "reopening" theme offers an attractive opportunity for equity investors.   
 
Furthermore, we believe cyclical sectors of the economy (e.g., Industrials, 
Materials, Financials, etc.) offer attractive investment opportunities for 
2021, given our measured reopening thesis. However, this thesis flies in 
the face of the "stay-at-home" trends that drove much of the market gains 
during 2020. Moreover, these cyclical segments of the market typically 
consist of "Value" companies, reflecting more steady growth prospects 
and lower valuation metrics. In contrast, "Growth" companies have higher 
expectations for profitability but carry higher valuation metrics and 
volatility. As the first chart at right shows, Growth trounced Value in 2020, 
as large technology companies benefited from the shift to "all-things-
digital" during the pandemic. In fact, excluding the five largest companies 
in the S&P 500 Index (which are all tech-driven companies), the Index 
would move from a YTD gain of 15.4% to 6.1%, as of December 11th.   
However, before "throwing in the towel" on Growth, recognize that 
financially stable companies with a wide competitive business moat, 
strong product innovation, and customer adoption can transcend a market 
definition of Growth or Value. In other words, the Committee believes in 
addition to "leaning into" Value, Quality should be a key attribute when 
making long-term equity investment decisions.   
 
Sectors we believe are well-positioned for a measured reopening theme 
include Industrials, which targets some of the core manufacturing and 
distribution industries that have been hard-hit with production shut-downs 
and a stretched supply chain. Also, we view the Materials sector 
favorably. Companies in the industry could benefit from rising commodity 
prices and feed into the Industrials sector, as raw materials are used in 
the manufacturing/production process. We could also see the reopening 
theme benefit other hard-hit areas of the economy (i.e., travel, leisure, 
restaurants, etc.). Still, at this point, we recommend staying on the 
sidelines with these more economically sensitive areas. 
  
Valuations High, But EPS Expectations are Rising   
There has been a fair amount of debate regarding valuation metrics for 
the broad market as equity indices hit record levels. Though we agree 
valuation multiples may appear stretched, we also remind investors that 
stocks are forward-looking assets, and earnings expectations for 2021 
(and 2022) have steadily improved.  Recall, full-year 2021 EPS estimates 
for the S&P 500 were as high as $195 in February, but due to the 
pandemic, reached a trough estimate of $163 in July. That's a hefty 16% 
drop in expected earnings.  However, following a robust Q3'20 earnings 
season (where 85% of S&P 500 companies beat their consensus 
estimate), earnings expectations for 2021 have moved up to ~$170 per 
share. While $170 per share for S&P 500 earnings may appear tepid at 
up just 4% versus 2019, it would be a record earnings level for the broad 
Index if achieved. The chart above shows how the S&P 500 sectors are 
expected to contribute to the $170 in EPS estimate for 2021. 

As the year progresses, we anticipate continued improvement in earnings growth, bringing P/E multiples back to more normalized levels, 
and given the current rate environment. Notably, we believe profit margins for the S&P 500 could experience a significant tailwind on the 
heels of structurally lower operating costs in the form of reduced travel and other expenses replaced by digital mediums.  

 

 

 

S&P 500 Growth vs. S&P 500 Value Total 
Return 

Sources: Bloomberg, American Enterprise Investment Services 
Inc. Data as of 12/8/20. 

 
 

2021 S&P 500 EPS Growth (Estimates) 

 
Sources: Bloomberg, American Enterprise Investment Services 
Inc. Data as of 12/8/20.  
 
 

S&P 500 Operating Margin (%)  
and Closing Price 

 
Sources: FactSet, American Enterprise Investment Services 
Inc. Data as 12/8/20.  
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Small-Cap, Big Returns? 
In conjunction with our expectation for improved economic growth, we 
believe small-cap companies could be an attractive risk/reward 
opportunity as the year unfolds. While we acknowledge the increased 
volatility associated with small-cap companies, we believe the 
combination of a domestic economic rebound, several years of 
underperformance vs. large caps, and a group somewhat insulated from a 
weaker USD could provide an attractive return opportunity.  

For US-based small-caps, the reliance on a rebound in domestic demand 
versus larger multinational peers could pave the way for faster-than-
expected earnings growth. Consider the large-cap S&P 500 that 
generates 60% of revenue from the U.S., while the S&P 600 Small Cap 
Index claims nearly 80% of revenue domestically. Nevertheless, we 
acknowledge a potential headwind for small-cap companies that need to 
source overseas in a weak USD environment. Still, we believe this could 
be more than offset by strong domestic demand. 

On small-cap vs. large-cap performance, the chart at right shows the 
significant underperformance over the past three years. In our view, this 
gap reflects the dominance of a handful of large Technology companies 
as well as the sector composition of the two indices. For example, cyclical 
companies excluding Technology (e.g., Industrials, Materials, Financials, 
and Health Care, etc.) comprise just one-third of the large-cap S&P 500 
but account for nearly two-thirds of the small-cap S&P 600. Again, our 
thesis of a cyclical recovery could be accompanied by strength in smaller, 
non-technology companies. We also note the divergence of cyclical ex-
Tech as a more considerable index weight in international market indices. 

International Back in Vogue? 
After several years of underperformance versus U.S. markets, 
international equities may be in a more structurally advantaged 
environment in 2021, in our view.  

Our thought process here reflects the combination of valuation multiples 
vs. U.S. markets, a potentially weaker U.S. dollar, the cyclical/value make-
up of the international indices, and a more rationale U.S./rest of world 
trade policy.  

For U.S.-based investors holding foreign securities like American 
Depository Receipts (either directly or through an ETF or mutual fund), the 
potential for a softening dollar provides a boost to the value of their 
investment due to the total currency exposure.  

However, we note that foreign companies selling into the U.S. could feel 
the negative impact of currency headwinds (just as U.S. firms selling 
globally found the strengthening dollar challenging in 2014-2015). 

Additionally, a weak U.S. dollar acts as a tailwind for US-based investors 
in foreign securities. In the last chart at the right, we show the MSCI EAFE 
Index (developed markets of Asia and Europe) owes roughly 6.4% of its 
18.6% second-half gains this year to the positive impacts of the weaker 
dollar. As the second-to-last chart at the right shows, the major 
international indices' largest components include significant holdings in 
more cyclical industries (excluding Technology), which we believe are 
well-positioned in an improving global economic environment. 
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S&P 600 Small Cap vs. S&P 500 3-Yr. 
Total Return 

 
Sources: Bloomberg, American Enterprise Investment Services 
Inc. Data as of 12/8/20. 
 

Cyclical and Non-Cyclical Companies by 
Index 

 

 
Sources: Bloomberg, American Enterprise Investment Services 
Inc.  
 

Currency Impact on Foreign Holdings for 
U.S. Investors 

 
Sources: Bloomberg, American Enterprise Investment Services 
Inc. Data as of 12/8/20.  
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Key Fixed Income Themes 
A No-Win – Accepting Lower Yields or More Risk 
We believe the U.S. Federal Reserve and other developed market central 
banks likely expand stimulus and liquidity through 2021, fueling the pace of 
recovery. We expect rates, both short-term and long-term, to remain 
compressed in 2021, resulting in muted total return prospects for fixed 
income and most bond asset categories. Low yields tempt investors to reach 
for income and returns or accept lower yields from traditional investments — 
a no-win situation. 
 
The relationship between risk and reward may be a casualty of plentiful 
central bank liquidity. Whereas High Yield Bonds yield less than 4.5% today, 
10-year Treasuries offered a similar yield in 2007 albeit with a moderately 
higher inflation backdrop (2.8% CPI in September 2007 vs. 1.2% end of 
October this year). Even three-month Treasury bill yields offered a greater 
yield in 2007 relative to High Yield Bonds today. The rigorous use of 
monetary policy post-financial crisis compacted real 10-year Treasury yields 
down from +2.5% to -0.7% over the comparable period. We do not see 
central bank intervention as a permanent, long-term condition. We believe 
the Fed and its peers seek to spur inflation, and after, return policy to more 
normal levels to lessen bond market distortions. While it is tempting to reach 
for yield today, we believe excessive risk-taking may turn costly when the 
Fed begins withdrawing stimulus. A critical risk in our view would be an 
unanchored rise in inflation, resulting in a "taper tantrum." We believe 
investors can partly account for this risk by investing a quarter of Treasury 
allocations to short-TIPs that likely rise in value with higher CPI inflation. 

 
Fed Funds to End '21 Near Zero, 10-year at 1.00%  
We forecast that the Fed Funds target range ends 2021 at 0.00 - 0.25%, 
where rates have been since March 2020. A rise in Fed policy rates likely 
follows the return to full employment (unemployment less than 5%) and 
sustained inflation. While the Fed probably ends its purchases of $80 billion 
of Treasuries and $40 billion of mortgage-backed securities, we expect a low 
rate target persists through 2023 or beyond as the Fed looks to achieve its 
2% average inflation objective. We set our 10-year Treasury yield forecast at 
1.00% for the end of 2021. A "steepener" trade, benefiting from rising long-
term Treasury yields, would traditionally be appropriate heading into the 
recovery we expect in 2021. Our belief that the Fed could buy long-term 
Treasuries as a stimulus may counter a steepening in our Base Case, where 
10-year yields end 2021 at 1.00%. This leaves 10-year yields little changed 
from the end of 2020 to 2021. In our Favorable Scenario, we contemplate a 
short-lived twist and firmer inflation leading 10-year Treasury yields higher to 
1.50% at the end of 2021. Our Adverse Scenario could see tepid inflation, 
further Fed efforts to compress long-term rates, and a 0.50% 10-year 
Treasury yield at year-end.  
 

Corporate Defaults Peak in 1H21 
We forecast corporate defaults to peak in the first half of 2021 as early 
energy-related failures evolve into leisure and business services sector 
defaults. The multistage recovery should benefit cyclical sectors through 
2021 but likely leaves leisure-related segments and the business services 
sector credit on thin ice through the year. 
 
We forecast that global speculative-grade defaults rise to 8-10% on a trailing 
12-month basis in our Base Scenario. Domestically, we expect U.S. defaults 
to top 10%, and peak in the first half as companies capitulate after the year-
end consumer demand surge. We continue to see the lower rating quality of 
leveraged loans as an indication the sector may be more vulnerable than 
high yield bonds to default. 
 
Stay up in credit quality and mindful of disruptions that likely persist. High 
quality, Investment-Grade Corporate Bonds remain a segment of focus. 
Though we like higher-rated High Yield Bonds, equities may pose better risk-
adjusted return performance than non-core bond segments. This includes 
High Yield Bonds, Developed Foreign Bonds, and Emerging Market Bonds in 
a low rate environment.  

Real 10-year yields compressed by policy 
Adjusted for CPI inflation  

 
Source: Bloomberg. 
 

G7 Central Banks Cut Rates  
Key Policy Rates 

 
Source: Bloomberg. 
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Source: American Enterprise Investment Services Inc. 
 

Speculative Grade Defaults 

 
Sources: Moody’s Investors Service, American Enterprise 
Investment Services Inc. 
 

 
Fed Funds Target 

Range 
0.00% – 0.25% 

 
Ten-year Treasury  

1.50% 

 
Fed Funds Target 

Range 
0.00% – 0.25% 

 
Ten-year Treasury  

1.00% 

 
Fed Funds Target 

Range 
0.00% – 0.25% 

 
Ten-year Treasury  

0.50% 



2021 Outlook > Page 12     
 
 

 

 
 

 
© 2020 Ameriprise Financial, Inc. All rights reserved. 

Portfolio Positioning & Wrap-Up 
How One Responds to Market Stress Matters  
There has been just a handful of occurrences in the modern era 
where a single market event encapsulates so succinctly, and over 
a condensed period, several of the most critical principles of 
diversification. The stock markets' rapid decline and recovery in 
2020 due to COVID-19 offers a rare window into why staying the 
course and avoiding behavioral missteps is so critical to long-term 
investment success. 

As the chart at the top right shows, continually staying invested, 
particularly during times of market stress, and avoiding timing 
miscues can substantially increase your returns over time.  

For example, if one was scared out of the market due to the 
coronavirus this year, what catalyst would have prompted them to 
put money back to work? Maybe, it would have been when 
economic activity showed signs of meaningful recovery or after 
the U.S. election. Or perhaps when COVID-19 vaccine(s) became 
approved and available. In each of these instances, investors 
would have locked in losses and missed substantial gains this 
year. It is natural to want to avoid losses, but some of the market's 
largest gains occur during periods of market stress. Timing the 
market is difficult and often leads investors astray more times 
than not. 

To help put a finer point on that statement, the second chart at the 
right shows various combinations of stock and bond portfolios and 
how each performed in 2020. From our perspective, the chart's 
critical takeaways are as follows: 

• Diversification mitigated losses during the pandemic lows 
• Diversification helped investors recover quicker off the March 

bottom 
• Bonds reduce risk in a portfolio — no matter the interest rate 

environment 
• The 60% stock / 40% bond portfolio is “not” dead  
• Historically, and given enough time, stock prices rise 

 
Notably, in that one simple chart and over a period of fewer than 
twelve full months, each of those investment principles is 
highlighted. Rarely are all these takeaways so evident in such a 
short period. 

The future is always unknown. The unexpected can and will, at 
times, alter our view of the future. But investment discipline and sound investment strategies are constant. Our simplest advice is to use the 
lessons of 2020 and the foundation of diversification as a core tenet in approaching the unknowns and unexpected heading into 2021.                 

Diversification, Value, Growth, and Quality  
If you made it this far, you likely have a pretty good idea of where we stand on the 2021 outlook and where we see investment opportunities 
for your portfolio. We will say that slightly tilting equity portfolios toward cyclical Value may give investors a near-term edge as economic 
activity strengthens next year. Areas, where secular growth is present could also see improved trends next year. But stock performance 
across high-growth, high-momentum sectors/industries may not see the type of strength in 2021 compared to 2020. Regardless of where 
you invest (i.e., across stocks, bonds, or alternatives), ensuring your portfolio is filled with high-quality investments is essential. Know what 
you own. Favor companies with strong balance sheets, competitive advantages, and stable-to-growing business prospects. We believe this 
is applicable across stock and bond investments.   

Tying it All Together  
As we noted earlier, investors should incorporate a constructive investment view for 2021. Based on stabilizing market/economic conditions 
and easy fiscal/monetary policies, combined with broadly available vaccines, we believe the opportunity for outsized growth next year is real. 
However, investors should prepare for that potential sooner rather than later. As we have seen throughout the global pandemic, the market 
often moves well ahead of its expectations. Thus, investors should start positioning for a better year ahead today. ■ 

 

 

Ending Value of a $10,000 Investment in the S&P 
500 Index (January 1999 through November 2020) 

 
 

Sources: Bloomberg, Standard and Poor's, American Enterprise Investment 
Services. Returns assume investor was fully and continually invested in the 
S&P 500 Price Return Index except for the days specified. Calculations 
assume no fees or transaction costs. Past performance is not a guarantee of 
future results. 
 
 

Portfolio Values for Different Asset Mixes (Initial 
Value = $10,000 on December 31, 2019) 

 
 
Sources: Bloomberg, S&P Dow Jones Indices, American Enterprise 
Investment Services Inc.  S&P Total Return Index as of 12/2/2020. 
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Global Asset Allocation Committee   
Led by top Ameriprise strategists, the Ameriprise Global Asset Allocation Committee is a team of experienced investment 
professionals focused on delivering strategic and tactical asset allocation guidance and actionable investment strategies. 
Each quarter the Committee publishes a comprehensive outlook on the markets along with its recommendations in the 
Quarterly Capital Market Digest. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
The content in this report is authored by American Enterprise 
Investment Services Inc. ("AEIS") and distributed by Ameriprise 
Financial Services, LLC ("AFS") to financial advisors and clients of 
AFS.  AEIS and AFS are affiliates and subsidiaries of Ameriprise 
Financial, Inc. Both AEIS and AFS are member firms registered 
with FINRA and are subject to the objectivity safeguards and 
disclosure requirements relating to research analysts and the 
publication and distribution of research reports.  The "Important 
Disclosures" below relate to the AEIS research analyst(s) that 
prepared this publication. 
 
Each of AEIS and AFS have implemented policies and procedures 
reasonably designed to ensure that its employees involved in the 
preparation, content and distribution of research reports, including 
dually registered employees, do not influence the objectivity or 
timing of the publication of research report content.  All research 
policies, coverage decisions, compensation, hiring and other 
personnel decisions with respect to research analysts are made by 
AEIS, which is operationally independent of AFS. 
Important disclosures  
As of September 30, 2020 
The views expressed regarding the company(ies) and sector(s) 
featured in this publication reflect the personal views of the 
research analyst(s) authoring the publication. Further, no part of 

research analyst compensation is directly or indirectly related to the 
specific recommendations or views contained in this publication.  

A part of a research analyst's compensation may be based upon 
overall firm revenue and profitability, of which investment banking, 
sales and trading, and principal trading are components. No part of 
a research analyst's compensation is based on a specific 
investment banking transaction, nor is it based on sales, trading, or 
principal trading. A research analyst may have visited the material 
operations of one or more of the subject companies mentioned in 
this research report. No payment was received for the related travel 
costs. 

This information is being provided only as a general source of 
information and is not intended to be the primary basis for 
investment decisions. It should not be construed as advice 
designed to meet the particular needs of an individual investor. 
Please seek the advice of a financial advisor regarding your 
particular financial concerns. Consult with your tax advisor or 
attorney regarding specific tax issues. 
 
Tactical asset class recommendations mentioned in this report 
reflect The Ameriprise Global Asset Allocation Committee's general 
view of the financial markets, as of the date of the report, based on 
then current conditions. Our tactical recommendations may differ 
materially from what is presented in a customized long-term 
financial plan or portfolio strategy. You should view our 
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recommendations in conjunction with a broader long-term portfolio 
strategy. Not all products, services, or asset classes mentioned in 
this report may be available for sale at Ameriprise Financial 
Services, Inc. Please consult with your financial advisor. 
 

Product Risk Disclosures 
 
Asset allocation and diversification does not assure a profit or 
protect against loss. 

Alternative investments cover a broad range of strategies and 
structures designed to be low or non-correlated to traditional equity 
and fixed-income markets with a long-term expectation of illiquidity.   

Alternative investments involve substantial risks and are more 
volatile than traditional investments, making them more suitable for 
investors with an above-average tolerance for risk 

Commodity investments may be affected by overall market and 
industry- and commodity-specific factors, and may be more volatile 
and less liquid than other investments. 

Risks are enhanced for emerging market issuers. 

There are risks associated with fixed-income investments, 
including credit risk, interest rate risk, and prepayment and 
extension risk. In general, bond prices rise when interest rates fall 
and vice versa. This effect is usually more pronounced for longer 
term securities. 

Growth securities, at times, may not perform as well as value 
securities or the stock market in general and may be out of favor 
with investors.  

Non-investment-grade (high-yield or junk) securities present 
greater price volatility and more risk to principal and income than 
higher rated securities. 

International investing involves increased risk and volatility due to 
political and economic instability, currency fluctuations, and 
differences in financial reporting and accounting standards and 
oversight. Risks are particularly significant in emerging markets. 

Investments in small- and mid-capitalization companies involve 
greater risks and volatility than investments in larger, more 
established companies. 

The U.S. government may be unable or unwilling to honor its 
financial obligations. Securities issued or guaranteed by federal 
agencies and U.S. government-sponsored instrumentalities may or 
may not be backed by the full faith and credit of the U.S. 
government. 

Value securities may be unprofitable if the market fails to 
recognize their intrinsic worth or the portfolio manager misgauged 
that worth 

Financial products that utilize complex investment strategies 
(including investments in sectors, commodities, currencies, 
derivatives or other nonconventional assets) involve substantial 
risks, may be more volatile than products that only use traditional 
investments, and may not be suitable for all investors. 
 

Definitions of Terms 
 
Price/Earnings: An equity valuation multiple calculated by dividing 
the market share price, as of a certain date, by earnings per share.  
Trailing P/E uses the share price divided by the past four-quarters' 
earnings per share. Forward P/E uses the share price as of a 
certain date divided by the consensus estimate of the future four-
quarters' EPS. 

The Standard Deviation measures how concentrated the data are 
around the mean; the more concentrated, the smaller the deviation. 
 

Index Definitions 
 
An index is a statistical composite that is not managed. It is not 
possible to invest directly in an index. 

Definitions of individual indices mentioned in this report are 
available on our website at ameriprise.com/legal/disclosures/ in the 
Additional Ameriprise research disclosures section, or through 
your Ameriprise financial advisor. 
 

Disclaimer Section  
 
Except for the historical information contained herein, certain 
matters in this report are forward-looking statements or projections 
that are dependent upon certain risks and uncertainties, including 
but not limited to, such factors and considerations as general 
market volatility, global economic and geopolitical impacts, fiscal 
and monetary policy, liquidity, the level of interest rates, historical 
sector performance relationships as they relate to the business and 
economic cycle, consumer preferences, foreign currency exchange 
rates, litigation risk, competitive positioning, the ability to 
successfully integrate acquisitions, the ability to develop and 
commercialize new products and services, legislative risks, the 
pricing environment for products and services, and compliance with 
various local, state, and federal health care laws.  See latest third 
party research reports and updates for risks pertaining to a 
particular security. 

This summary is based upon financial information and statistical 
data obtained from sources deemed reliable, but in no way is 
warranted by Ameriprise Financial, Inc. as to accuracy or 
completeness. This is not a solicitation by Ameriprise Financial 
Services, LLC of any order to buy or sell securities. This summary 
is based exclusively on an analysis of general current market 
conditions, rather than the appropriateness of a specific proposed 
securities transaction. We will not advise you as to any change in 
figures or our views. 

Past performance is not a guarantee of future results.   

Investment products are not federally or FDIC-insured, are not 
deposits or obligations of, or guaranteed by any financial 
institution, and involve investment risks including possible 
loss of principal and fluctuation in Value.  

Ameriprise Financial, Inc. and its affiliates do not offer tax or legal 
advice. Consumers should consult with their tax advisor or attorney 
regarding their specific situation. 

Ameriprise Financial Services, LLC. Member FINRA and SIPC.  
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