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Outlook 2021 – Q1

Feb 19: S&P
time High

Mar 5: Failed
OPEC’s deal all 

July 23: US jobless claims raise to 1.4m as
new lockdown is imposed

July 31: Eurozone GDP contracted by
12.1% in Q2 2020, lowest since 1995

Dec 31: The UK
leaves the EU

Mar 11: WHO 
declares Covid
as global
pandemic

Mar 3: Fed makes 
emergency rate cut of 
50bps citing economic 
impact of coronavirus
In 6 days, $6Tr gone 
up in smoke

Mar 9: Italy lock 
down. Circuit 
Breaker Halts
-7% -> 15mn halt
-13% -> another 
15mn

. 

: 

-19 

Nov 3: US Presidential Election

Nov 9: News flow
from Pfizer about vaccine progress

Nov 16: News flow from
Moderna about vaccine progress

Dec 11: Pfizer/BioNTech
coronavirus
vaccine was approved for 
emergency
use in US by the FDA

Nov 7: Jo Biden new US President

Mar 23: FED’s
blank check will buy
IG credit bonds 

Mar 30: Donald Trump signs
$2.2 trillion stimulus package

Apr 20: WTI Oil futures hit
intraday low of negative $40
before closing at negative 
$38

June 23: Trump hints extending
$600 per week in unemployment
benefit and sending another round
of $1,200 stimulus

June 4: ECB announced
additional 600bn Euros
bond buying taking total
to 1.35tn Euros

June 18: Bank of England increased
its asset purchase programme
£100bn but slows the pace

by
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2020 IN REVIEW: S&P 500

Now that we have moved into 2021, we  
will first deal with the impact of the crisis 
with regard to the main economic regions.
We will then describe the scenario we  
anticipate, as well as the evolution of  
secular trends and risks. All this, followed 
by an update on the major asset classes.

With this document, we are pleased to share 
with you our views and investment recom-
mendations for the first quarter of 2021.

The year that has just ended has been a diffi-
cult one for investors in all respects. Looking 
back on what we wrote just a year ago, there 
was no sign of the looming health disaster, its 
economic impact and the volatility generated 
by the COVID-19 epidemic. 

Of course, we had envisaged a continuation of 
the downward trend in global growth, but the 
risks were relatively balanced. 

With one exception: uncertainty over the 
outcome of the US presidential election. In 
this context, 2020 should have been a year of 
growth, certainly weak, but positive. It ended up 
quite differently.
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The COVID-19 outbreak is a very low proba-
bility, but high impact, event. However, and 
on numerous points, the anticipated conse-
quences of the health crisis it caused were not 
those expected. At the micro- and macro-eco-
nomic levels as well as from a market or 
policy point of view, a number of forecasts 
have been shown to be incorrect. Many of us 
indeed anticipated a much more violent and 
general economic impact. For sure, some 
sectors suffered greatly and the impact on 
employment was significant, but it was much 
lower than expected, quantitatively, in terms 
of growth. 

For example, the leisure and hospitality 
sector - one of the hardest hit industries 
- accounts for 10-13% of employment in 
developed countries, but accounts for  
only 4% of economic output. 

What has been the real impact  
of the epidemic on the economy?

In comparison, the financial sector that was 
most affected during the 2008 financial crisis 
accounts for only 4-6% of employment, but 
its contribution to growth is between 10 and 
18%. All things considered, we realise that the  
horizon is not all black.

It is in any case important to look again 
at the figures released by the various 
economic regions, in particular, as we 
have done in previous publications, 
by the regions and countries whose 
contribution to world growth is the 
most important. As a reminder, global 
GDP grew by 2.8% in 2019 according 
to the IMF and its growth forecast for 
2020 is now -4.4%, compared to  
-4.9% expected in June. 
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EVOLUTION OF G.D.P. GROWTH
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In this context, China, despite its status as the 
epicentre of the epidemic, is the only coun-
try expected to show positive growth in 2020. 
Indeed, its economy has been shown to be the 
most resilient, although it was the first, chron-
ologically, to be affected. In the first quarter, 
the Middle Kingdom posted a sharp decline of 
6.8%, but in the second, then in the third quar-
ter, activity rebounded strongly to 3.2% and 
then to 4.9% on an annualised basis. 

China therefore experienced what  
economists had anticipated: a V-shaped 
recovery. By comparison, India was hit 
much harder. In the first quarter, the 
subcontinent’s GDP fell to -23.9% and  
rise back to -7.5% in the second quarter. 

Admittedly, this is also a V-shaped recovery, 
but the rebound is less sustained. Concern-
ing the United States, although GDP declined 
to -8.5% in the second quarter, it posted an 
impressive rebound to -1.7% annualised in 
the third quarter, witnessing a very strong 
recovery in activity. Identical observation for 
the same period in Europe, with a GDP down 
to -14.7% followed by a rebound to -4.3%. 
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As the numbers show, the shock was severe, 
but the rebound was just as significant. In 
the end, the contraction phase will hardly 
have lasted more than two quarters so far. 
This means that in the long run, expectations 
of permanent losses of growth in the United 
States are almost half as high as during the 
financial crisis. Indeed, if the final loss was 
5.9% in 2008, it is estimated at 3.6% for the 
COVID-19 crisis.

The V-shaped recovery seems to  
be the prevailing scenario for the  
moment. But one question remains:  
are we going to see a further fall in  
growth or a continuation of the  
recovery next year?

2021 G.D.P. GROWTH EXPECTATIONS
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What economic scenario  
for 2021?
Although we do not yet have any hindsight  
on the long-term effects of the vaccine, injec-
tions have started in China and the United 
States. Meanwhile Europe has given the green 
light to begin its vaccination campaign on  
27 December. 

The year 2021 should therefore be the 
year of reopening and the global economy 
should continue to recover. 

Given the sharp drop in investment, consump-
tion and production in 2020, there appears to 
be more room for increased activity than the 
opposite. There is therefore a good chance 
that we will witness the continuity of accom-
modative monetary and fiscal policies. We 
also believe that the recovery should be 
supported by private consumption since 
the negative impact on wealth and income 
has been curbed thanks to the various fiscal 
support plans. 

For its part, the US property market is still 
booming, which should allow the preservation 
of purchasing power. Once curfews and lock-
down measures are reduced, we should also 
see a strong recovery in consumption, espe-
cially in sectors that have suffered the most 
like tourism and restaurants. 

Businesses are also showing encouraging 
signals. In the United States, planned capi-
tal spending is already above the pre-COVID 
phase. And on the other side of the Atlantic, 
business is picking up. Investments related to 
equipment needs have also stopped falling. 
On the other hand, as mentioned above, activ-
ity has been resilient in China and we believe 
the recovery should continue despite a slight 
deceleration in lending by banks.

For such a scenario to materialise, it is obvi-
ous that monetary and fiscal policies must 
be maintained. A priori, this should be the 
case, given the announcements and impuls-

es issued by institutions like the IMF, central 
banks or even certain governments. 

The new USD 900 billion recovery plan 
accepted by the chambers has also 
launched the movement and central 
banks will continue to finance deficits, 
which further supports the modern 
monetary theory that restores the 
State’s pivotal role in the economy. 

A fundamental trend, whose advent was 
precipitated by the COVID-19 epidemic, like 
many others.
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Where are we in the evolution  
of the themes?

At the macroeconomic level, as we have said, 
we have entered the realm of modern monetary 
theory. A phenomenon that many economists 
have been telling us about for several years. 
This theory contrasts the minimisation of state 
fiscal deficits with the austerity regime prac-
tised until recently. An option made possible 
by the extremely low interest rate environment 
that central banks have created. 

The debt burden then becomes much  
more comfortable for governments,  
which can increase their deficits. 

Because it is now the cost of debt relative to 
GDP that is observed rather than its amount. 
Implicitly, this means that a country will never 
repay its debt in full at any given time and 
that it will be able to refinance as long as 
long -term interest rates remain low. Much 
debated, this theory seemed to be a some-
what distant reality. However, COVID-19 has 
forced a majority of countries to shut down 

their economies, forcing them to put in place 
emergency assistance plans for employees 
and entrepreneurs to alleviate the drop in 
their income, which represents extraordinary 
amounts having a huge impact on state budg-
ets. Fortunately, central banks had already 
prepared the ground. They were also very 
responsive from the start of the crisis, which 
led to a fall in long-term rates, especially in 
the United States where the 10-year sovereign 
loan rate went to 0.30%. 

The way was therefore clear for  
governments to announce support  
and recovery plans worth several  
trillion dollars. 

Now that we have taken this first step and 
that we have stepped into this new era quick-
ly, it will be interesting to see how States will 
use this tool to revive the affected sectors 
and accelerate the various transitions made 
necessary by the crisis.

DYNAMICS OF THE US FISCAL DEFICIT AND THE FED BALANCE SHEET
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some calm to China-US diplomatic relations, the 
substance of the strategy will not change. So 
much is at stake in terms of technological and 
commercial sovereignty that this war is likely to 
continue for many years to come.

One of the major trends accelerated by 
lockdowns is digitalisation. 

Whether it is teleworking, videoconferencing or 
online orders, the successive lockdowns have 
acted as catalysts and allowed the emergence 
of new habits. 

What Amazon took years to do, the  
coronavirus did in a matter of weeks. 

Creating new consumption habits by setting 
up a service, however useful it may be, takes 
time. But once again, the peculiarity of the situa-
tion allowed new players to come to light. Many 
consumers and businesses who refused to 
use the advantages of digitalisation for several 
reasons finally gave in. And by the convenience 
and speed that these new services bring, these 
forced uses should become new habits. The 
complete reopening of the economy will be the 
event that can confirm this trend.

The bipolarity of the world, which has 
been strongly accentuated by Donald 
Trump’s tenure, has also been exacer-
bated and exposed for some. Indeed, 
the diplomatic tensions with China that 
began when Donald Trump took power 
as the 45th President of the United 
States had started to shift from a trade 
war to its true face: a technology war. 

In this context, the vaccine race is in some 
ways reminiscent of that of nuclear weapons or 
the conquest of space during the Cold War. In 
addition, the budgets allocated to new space 
programmes are rising sharply, which shows that 
we have entered a new form of rivalry in this area. 
And the COVID-19 crisis has only heightened 
China-US antagonism. Also at the market level. 

This is now evidenced by investors’ attrac-
tion to Chinese sovereign bonds, which are 
preferred to US Treasury bonds in response to 
their collapsing incomes. It has also been seen 
in the stock market, where the big winners have 
been the tech and consumer champions of both 
countries. While Joe Biden’s tenure should bring 
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In the face of this growth El Dorado, investors 
have long remained cautious for the reasons we 
know, but the Middle Empire’s ability to weather 
the crisis has come as a surprise. 

The time lag between when China deconfined 
its economy and when developed countries did 
so has also played in favour of Chinese assets. 
Returns have been exceptional across all asset 
classes and it now seems difficult to see inves-
tors backtracking. It is indeed difficult for the 
latter not to allocate a significant portion of their 
investments to this performance driver, which is 
among the first and most powerful contributors 
to global growth.

We are convinced of the strength of these trends 
which should accelerate further in the future. 
However, if we are to take advantage of it next 
year, we still have to answer a crucial question.

0 5 10 15 20 25 30 35 40 45

Fed takes rates negative

Other (please specify)

US-China trade war

A credit event

Fiscal policy drag

Inflation

COVID-19

Dec-20
Nov-20

Source: BofA Global Fund Manager Survey

Faced with the challenges of the  
energy transition and the reduction  
of the environmental impact,  
investors and governments have  
so far not always translated their 
words into action. 

This time is now over. The epidemic that the 
world has experienced has had two main effects 
on people’s conscience: we are vulnerable to 
epidemics and natural disasters and secondly, 
the energy transition is a tremendous source of 
growth. In this context, Europe was the first to 
combine a recovery plan and energy transition 
by allocating significant amounts to the devel-
opment of new technologies, particularly in 
connection with hydrogen. 

Certainly the visibility of Greta Thunberg 
and the constant messages regarding  
the necessary transitions had started  
to have an impact on certain securities 
operating in the renewable sector,  
but it was the year 2020 and the  
COVID that made investors’ attraction  
for these securities take off. 

They realised the value of these companies 
when the States put the theme of transition 
at the centre of their fiscal stimulus. This new 
orientation is a real revolution. Indeed, while we 
were in a market regime, where the advent of 
a technology or a business model was dictat-
ed by profitability and private investments, the 
States came to upset this trend by showing that 
the impetus can come from governments and 
political decisions. This underlying trend, which 
should last for several years, will be very inter-
esting to follow. Indeed, those who best use and 
direct their strategic investments in the face of 
societal challenges will certainly be those who 
will make the economy of tomorrow.

Another significant trend accelerated  
by this shock is China’s rise to the  
status of a core asset class. Like US  
stocks and bonds, Chinese financial  
assets have now become essential  
in building a portfolio. 

WHAT DO YOU CONSIDER 
THE BIGGEST ‘TAIL RISK’? 
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What are the risks for 2021?
It is our conviction that next year will be a promis-
ing year for risky assets, which will be supported 
by a solid recovery. But several factors could 
disrupt this scenario. Published by the Bank of 
America, the famous ‘Fund Manager Survey’ 
report, which relays the opinions, fears and 
ideas common to a large panel of fund manag-
ers around the world, gives us a first picture. It 
describes three main risks for 2021.

The first obviously concerns COVID-19, with 
several uncertainties related to the possible 
mutation of the virus, the actual effectiveness of 
the vaccine or the low level of mobilisation to get 
vaccinated. It is indeed possible that the virus 
will mutate and that the vaccines developed will 
become ineffective. However, WHO and epide-
miologists are on high alert and an important 
mutation should be detected quickly (as was 
the case with the contamination of mink farms 
in Denmark). 

Regarding mobilisation during  
vaccination campaigns, we believe  
that some countries will make the  
vaccine compulsory if necessary. 

But the private sector could well take charge 
of making it essential. Indeed, airlines have 
already announced that they will not allow the 
travel of non-vaccinated passengers. The end 
goal of course remains collective immunity  
but that requires a certain percentage of the 
population to be vaccinated.

The second risk given by the managers 
interviewed is inflation. Indeed, the fiscal stim-
ulus has historically boosted inflation. Its rapid  
rise could force governments to halt stimulus 
packages and central banks to raise rates. 

Debt service would therefore become difficult to 
sustain for the States. It is this spiral that fright-
ens investors. However, to regain sustained 
inflation would require a substantial increase in 
wages accompanied by a significant increase 
in productivity. We will therefore remain cautious 
and closely monitor leading indicators to detect 
any regime change in the course of inflation.

The implementation of less  
accommodating fiscal policies would  
be the third major risk for the year  
to come, according to the report. 

Indeed, too much reduction or withdrawal of 
fiscal support from large economies would have 
negative effects. Faced with the disappearance 
of aid, a significant increase in bankruptcies 
could affect small and medium-sized enterpris-
es. A phenomenon that would have serious and 
irreversible consequences for our economies, 
as we could enter a deflationary spiral generat-
ed by brutal deleveraging. 

The effects would also be catastrophic on the 
social level, since we would resume a prolonged 
period of economic contraction. However, the 
powers that be are aware of this. While increas-
ing deficits can have a political cost and lead 
to a decline in popularity, a shock generated 
by this type of calculation would be even more 
devastating. Notwithstanding the debates and 
discussions on the subject, we believe that 
governments will find solutions. 

We therefore remain optimistic for the 
coming year, as the upside potential 
is significant. The economic supports 
are in place and many factors should 
support the recovery and therefore 
allow risky assets to continue to grow.
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Equities

As a reminder, the second half of the  
year was marked by the defeat of  
Donald Trump in the US presidential  
elections and by the announcement  
of the effectiveness of the vaccines  
developed to fight COVID-19. 

This environment generated a sharp return to 
cyclical stocks. These announcements remind-
ed us that the upside potential is still there and 
we need to remain invested. Generally speak-
ing, investors anticipate that global equities 
should post an increase of around 15% for the 
year 2021 while bond yields are at their lowest. 
We have therefore kept the equity weighting 
within the portfolios. However, equities never 
rise in a straight line and we know that episodes 
of volatility will occur. 

This is why we will protect the portfolios with 
options when too much uncertainty hangs over 
our main scenario. Note that some changes 
have also been made. We first increased our 
exposure to small caps and cyclical stocks 
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by reducing our allocation to technology and 
consumer sectors. Our allocation to emerging 
market equities was also increased, not via 
China, to which we are already highly exposed, 
but through global exposure. 

In view of the current situation, the 
weakness of the dollar, the positive 
trend in commodity prices and the 
reopening of the economy should 
benefit emerging countries.

Most of the last rotations in favour of cyclical 
stocks and values did not last more than a few 
sessions, as they were driven by fleeting tech-
nical factors. However, we believe that this 
rotation should be sustainable. Indeed, these 
stocks have been abused and their current 
valuations still seem unjustified. 

A confirmed economic recovery should 
help reassure investors about the attractive 
outlook for these companies.

MAIN EQUITY INDEXES RETURN IN 2020
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Certain bonds also remain attractive. 

In this context, we have taken our profits on some 
of them in order to be able to invest in Chinese 
sovereign bonds and in an opportunistic credit 
fund that uses the temporary inefficiencies that 
arise in the bond market in order to profit from 
return at the fair value of certain securities.

Bonds

Alternative investments

Despite a less buoyant environment than in 
2020, we have not reduced our bond allocation, 
as we believe that there are still opportunities 
to be seized. As we have always done, we will 
remain opportunistic on bond issues as well 
as on the secondary market. Episodes of vola-
tility will occur throughout the year and we will 
take advantage of them to make the most of the 
opportunities that arise.

We have not made any major changes in 
our allocation to alternative investments. 

The funds selected are performing very well 
and behaving as we expected. The context is 
favourable for these strategies. It should there-
fore enable us to continue to perform and bring 
diversification within the portfolios.

However, we have reduced our exposure to 
precious metals. Silver did not perform as we 
anticipated and we decided to close the posi-
tion. We keep physical gold while deciding to 
reduce our position to crystallise large profits.
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Conclusion

 

Invested  
All Days

Missing the  
Best 5 Days

Missing the  
Best 10 Days

Missing the  
Best 30 Days

Missing the  
Best 50 Days

$697,421

$432,411
$313,377

$115,481
Initial  

Investment
$10,000

$265,010 $384,044 $581,940 $648,987

$48,434

Missed  
Growth

The year 2021 promises several  
challenges and risks. 

While uncertainty is still present, we are 
convinced that fiscal and monetary support will 
enable us to take advantage of many oppor-
tunities. In any case, we expect episodes of 
volatility, but we will remain cautious and reac-
tive to protect the portfolios. 

In any case, the year 2021 promises to 
be rewarding in every way. 

Certainly demanding, it could also be historic, 
because we have indeed entered a new era, 
both economic and political.

The entire TELOMERE team is at your 
disposal to support and advise you in  
this complex context.

HYPOTHETICAL GROWTH OF $10,000 INVESTED IN THE S&P 500 
JANUARY 1, 1980 – MARCH 31, 2020

Dominique De Riaz 
Chief Executive Officer

Hugo Derny 
Investment Strategist
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Based on 12-month forecasts

Asset allocation
UNDERWEIGHT SLIGHTLY

UNDERWEIGHT NEUTRAL SLIGHTLY
OVERWEIGHT OVERWEIGHT

EQUITY

World Equities

US Equities

European Equities

Swiss Equities

Emerging Equities

FIXED INCOME

Investment Grade

High Yield

Emerging Markets

Government Bonds

ALTERNATIVE  
INVESTMENTS

Metals

Alternative Funds

CASH
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