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Executive Summary
Many are expecting vaccinations to lead to a robust recovery
this year. Return to normal and restart of the in-person economy
should encourage growth and be celebrated.
At the same time, the return to growth could also weaken the
case for continued fiscal and monetary ease. And once restarted,
the globe faces challenges. The tensions and ailments that existed
before the pandemic are still with us. The path appears to be
forward but it will not likely be a straight line.
Last year’s pandemic-induced downturn was out-and-out different from recessions past. For this reason, we should see recovery
as a reset of the old one, not the start of a brand new cycle.
Following old cyclical playbooks will not likely work in this case.
This year may well deliver a major economic rebound, but market
returns could also prove limited given low starting yields on fixed
income and above-average starting valuations for stocks. Amid
this lower yield, lower-return world, a tactical approach may be
well worth considering.
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Pandemic and Global Growth

The J.P. Morgan Global Manufacturing

Over time, economic growth is the most

The International Monetary Fund (IMF) es-

Purchasing Managers’ Index, for example,

important determinant of returns to inves-

timates that 2021 will be a rebound year for

rose to 53.7 through November from a low

tors. Other factors come into play, of course,

the globe. After contracting 4.4% in 2020,

of 39.6 last April. Global stocks are also

but growth tends to dominate all others

the IMF sees the world rebounding by 5.2%

reflecting expectations of better days ahead.

over long periods. It is no accident that the

in 2021 (chart below). Advanced economies’

According to Bloomberg, the ratio of all

economy and stock market roughly doubled

growth should improve to 3.9% from -5.8%

global stocks’ value to global GDP rose to

on average each decade since the 1950s.

while the emerging world accelerates to 6%

118% at year’s end. This a sharp rise from

from -3.2%. Yet, the IMF is quick to point

below 80% last spring and close to the

As the economy grew, so too did corporate

out that these estimates are tentative and

highs last seen in 2007. Global business

profits, which caused stock prices to rise

depend on the pandemic’s path.

leaders and investors are exhibiting confi-

Economic Outlook

dence growth will recover in 2021.

in tandem with the economy. Shifting economic fortunes can also drive interest rates

As we head into a new year, most of the

and fixed income returns. So, each year we

data we examine remains on a recovery path.

Policy Changes

begin our Viewpoint by touching on what is

Surveys designed to expect changes in man-

Global governments and central banks

happening in the global economy.

ufacturing output are flashing green lights.

took action in response to the pandemic
in 2020. Advanced economies enacted fiscal measures equal to 9% and monetary
actions equal to 11% of output. This included
$6 trillion of government spending and liquidity supports by central banks. Supports

WORLD ECONOMIC GROWTH (ANNUAL PERCENT CHANGE)

included equity injections, asset purchases,

Source: International Monetary Fund, World Economic Outlook Database, October 2020

loans, and credit guarantees. Investors are
expecting this accommodation to continue
into 2021 and beyond. Some have criticized
the actions for being non-targeted and
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reliant on further borrowing. By the end
of 2020, advanced economy governments’
debt-to-GDP ratio skyrocketed to 125%
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Around the world, policies designed to
assist a return to growth are running fullout. The European Central Bank is buying
assets and rethinking inflation goals and
-.10

measures. The Bank of Japan is actively
purchasing exchange-traded funds. And the
Federal Reserve is intervening in credit markets and changing how they talk to markets
about policy. Amid these changes, interest
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rates available to savers, borrowers, and
investors are near historic lows. Negative
interest rates are now typical, and negativeyielding debt exceeds $17 trillion globally.
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Dollar

Look Ahead

ing redefined, employer-employee relations

The U.S. dollar is under some pressure

We expect the globe to progress toward

are changing, remote work is becoming

as investors plowed into riskier assets in

recovery following COVID-19. The path to

more common, supply chain dependencies

2020. The U.S. Dollar Index, a measure of

recovery is not clear, but we are hopeful that

are being reexamined. And governments

the dollar’s strength versus major curren-

vaccinations will lead to full recovery before

are growing fast after assuming powerful

cies, fell as policy measures rolled out. The

too long. The public health crisis, unprec-

and sweeping new roles during the crisis.

index fell about 10% from 100 to 90 since

edented in our lifetimes, may yield lasting

Public debt is ballooning, setting the

the pandemic’s start and is near the 30-year

changes. Those who have suffered loss

stage for potential future global financial

average level. This decline has helped to

are foremost in our minds. For those who

challenges.

impart some inflation into the global econ-

endure the burden of pandemic and those

omy. Commodity prices, for example, have

front line workers who responded when

Although economists will mark 2020 as

risen in dollar terms, which are supporting

called, our prayers and gratitude go out.

the end of the last cycle, we should not
consider the recovery ahead to be the start

some developing economies.
The pandemic changed the global econ-

of a new cycle. Instead, it should be seen

We expect the dollar to remain soft in 2021

omy for sure. For the private sector, the

as a “restart” of the old cycle rather than a

as the global economy looks to recover.

mission of providing health care is becom-

“reset” and a new beginning.

m ipsum
CONTRIBUTIONS TO LONG-RUN GROWTH

■ Labor

■ Capital and Productivity

■ Growth

Source: Conference Board, Washington Crossing Advisors
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Portfolio
Strategy
Positive trends in the data lead us to remain overweight
stocks as we head into 2021. We tilt toward developed
foreign and domestic value within equities versus foreign
emerging and domestic growth categories. Fixed income
now focuses on shorter duration and higher credit quality
given tight spreads. Among non-traditional assets, REITs
hold appeal at current prices relative to high-yield or gold,
which appear relatively expensive.
On balance, below-average yields and above-average stock
valuations are pushing down expected returns versus a
year ago. To address this, we believe a more active, tactical
approach is necessary and appropriate as we begin 2021.
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PORTFOLIO STRUCTURE
DIVERSIFIED CORE
Longer-Term Focus

SATELLITE
Shorter-Term Focus

COMBINING LONGER- AND SHORTER-TERM
PERSPECTIVES IN ONE ACCOUNT

We think of portfolios as having two parts.
At the “core” of the portfolio is a diversified
equity and diversified bond allocation. The
forecasts, valuations, and trends on page 7
guide these allocations. Because these factors
are longer term, changes in the core tend to be
slower than the satellite, reducing turnover.

Bonds
20%
Diversified Core
70%*

Tactical
30%

Equities
80%

The smaller 30% (blue circle) is the “satellite.”
As fundamental conditions change, shorter
term “tactical” tilts between stocks and bonds
are implemented here.

SATELLITE POSITIONING: SHORTER-TERM FOCUS
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We regularly assess changes in fundamental conditions to help guide near-term asset allocation decisions.
Analysis incorporates approximately 30 forward-looking indicators in categories ranging from Credit and
Capital Markets to U.S. Economic Conditions and Foreign Conditions. From each category of data, we create
three diffusion-style sub-indices that measure the trends in the underlying data. Sustained improvement that
is spread across a wide variety of observations will produce index readings above 50 (potentially favoring
stocks), while readings below 50 would indicate potential deterioration (potentially favoring bonds). The WCA
Fundamental Conditions Index combines the three underlying categories into a single summary measure. This
measure can be thought of as a “barometer” for changes in fundamental conditions.

As of December 30, 2020.
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10-YEAR VIEW
ASSET CLASS

WEIGHT vs. BENCHMARK

RETURN

Y/Y CHANGE

VOLATILITY

UNDER

NEUTRAL

OVER

MOMENTUM

Core Bonds

1.9%

-0.2%

3.0%

1-3 Year Treasury Bond

1.9%

-0.4%

0.8%

Mortgage-Backed Securities

2.4%

-0.1%

2.1%

Intermediate Government/Credit

2.0%

-0.3%

2.2%

20+ Year Treasury Bond

1.0%

-1.1%

12.4%

Investment-Grade Corporate Bonds

2.3%

—

5.8%

_

High-Yield Corporate Bonds

4.3%

+0.5%

7.1%

6

Equity

4.0%

-1.0%

14.2%

5

Domestic Large Cap Value

6.0%

+0.6%

14.4%

Domestic Large Cap Growth

2.5%

-2.0%

14.3%

Foreign Developed Equity Markets

4.8%

-1.1%

15.3%

Foreign Emerging Equity Markets

4.8%

-1.6%

17.6%

Gold

1.8%

-1.2%

16.3%

REITs

6.5%

+1.5%

15.3%

BOND ASSUMPTIONS

_
_

6

5
6

EQUITY ASSUMPTIONS

As of December 30, 2020. Past performance does not guarantee future results.

_

6
5

_
_
_

n Core

n Satellite

CORE POSITIONING: LONGER-TERM FOCUS
EQUITY vs. FIXED

Overweight stocks vs. bonds on improving conditions (see barometer)

FOREIGN vs. DOMESTIC

Relative valuations lead to overweight in foreign vs. domestic

EMERGING vs. DEVELOPED

Reducing emerging to neutral as EM expected return declines

GROWTH vs. VALUE

Favor value over growth due to higher expected return

CREDIT vs. SOVEREIGN

Overweight short/intermediate credit vs. Treasury bonds or high-yield corporates

SHORT vs. LONG DURATION

Positive economic trends and low yield limits appeal for long Treasuries

NON-CORRELATED ASSETS

Tilting toward REITs over gold and high yield

These views are provided by Washington Crossing Advisors, LLC. Assumptions are estimates based on historic performance and an evaluation of the current market environment. These are estimates only and not intended to represent future performance. References to future expected returns and performance do not constitute a promise of
performance for any asset class or investment strategy. Volatility refers to an expected standard deviation of returns, a measure of uncertainty around our estimate. The forecasts contained herein are for illustrative purposes only and not to be relied on as advice or interpreted as a recommendation to engage in the purchase or sale of any security
or financial product. These forecasts are based upon subjective estimates and assumptions about circumstances and events that may not have taken place and may never do so.
In addition, Washington Crossing used historic index returns in evaluating past return relationships. This information was gathered from third-party sources we deem reliable,
but no independent verification has been undertaken. Actual returns could be higher or lower than shown herein. Opinion subject to change without notice.
* Including stocks, bonds, and other assets.

Equity
Market
Outlook
The stock market roared in 2020 to new heights despite a
global pandemic and recession. Although corporate profits are
down, the U.S. stock market rose by $8.2 trillion, the most ever.
Most forecasters are now calling for the economic recovery
to bring a broadening, cyclical rally in 2021 as the pandemic
comes under control. However, our math leads us to conclude
that stocks may have already priced in a financial “nirvana”
of sorts. Expectations for a fast and complete return to growth,
set against near-zero interest rates, have driven starting stock
valuations up, potentially limiting returns.
For this reason, we tilt portfolios toward domestic value over
growth and foreign developed over emerging markets. We
believe these overlooked pockets of value offer relatively better
prospective returns at today’s prices.
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Equity Investing

in forecast profits. Expectations for a 2021-

is tempting to imagine 2021 as the start of a

Stocks pressed ahead in 2020 despite

2022 recovery, along with low interest rates,

“new” cycle, in reality it is just resetting the

challenges brought on by COVID-19. In the

provided the lift needed to buoy valuations.

old one, in our view.

United States, the S&P 500 returned over

But high multiples are now dragging on

18% last year, including dividends, led by

our return forecast (chart, next page). At

Foreign vs. Domestic

the technology sector, which produced 44%

22 times expected earnings, the S&P 500

A decade of strong relative performance

returns. Gains were heavily concentrated

carries a multiple 37% higher than the

puts the United States on top in terms of

among a few stocks and sectors, however.

10-year average near 16x (chart, below left).

equity value. Part of the success story comes

The typical S&P 500 stock rose just 4%,

from consistently better growth in the United

and many stocks lost ground for the year.

High stock prices are usually inconsistent

States versus Japan or Europe. Greater

Two hundred twenty stocks in the S&P 500

with recession. The facts that disposable

productivity, more efficient use of capital,

posted losses in 2020, with an average loss

incomes rose by the most ever in the second

and a growing labor force help explain the

exceeding 20%. Headline returns hid the

quarter (10% annualized) on COVID-19 relief

growth advantage. Measured in U.S. dollars,

many crosscurrents in 2020, with large dif-

payments, or the market for initial public

our economy grew 3.3% annually from 2010-

ferences between winners and losers.

offerings boomed, or home sales surged, or

2020, after inflation, based on an Interna-

credit spreads tightened are also inconsis-

tional Monetary Fund estimate. By contrast,

tent with typical “recessions.”

Europe stagnated at near 0% growth, and

Long-Run Return Expectations
What drove stocks’ return? Valuations rose

Japan contracted 1.5% annually.

to offset the decline in earnings. The for-

So the recession of 2020 was most unusual,

ward price-earnings multiple for the index

inasmuch as equity valuations and risk

As a result of the success, the U.S. stock

rose 23%, which more than offset a 5.8% fall

appetite thrived nonetheless. So, while it

market now trades at $43 trillion, 200%

S&P 500 FORWARD 12-MONTH P/E RATIO

S&P 500 FORWARD 12-MONTH OPERATING MARGIN

Source: FactSet

Source: FactSet
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of underlying gross domestic product. By

versus 7.5% in U.S. dollar terms. Yet, it is

premiums. By contrast, companies with less

contrast, foreign markets trade closer to

hard to conclude that we have returned

growth, more debt, or weaker profits amid

90% of gross domestic product. The relative

to the heady days of the early 2000s for

the pandemic fell to deep discounts. This

premium paid to own the United States ver-

emerging market investors. The strong out-

latter group tended to be the energy, finan-

sus other markets is about 30% higher than

performance of E.M. versus D.M. last year

cial, or real estate companies that drive

usual. As a result, expected returns for for-

closes the gap in long-run expected returns

the “value” investing style. Lower starting

eign developed markets are more elevated

between the two.

valuations for value compared with growth
improves the case for “value” at this point.

than domestic despite lower growth.
As we start 2021, we continue to see strong
The recent downtrend in the dollar appears

momentum favoring E.M., but the long-run

Indeed, we saw a sharp rotation from

to be helping provide some relative lift to

investment case is harder to make. We,

growth to value emerge in early November

foreign markets versus the United States.

thus, cut our tactical position to neutral

on news of a vaccine. Expectations for

Developed (D.M.) and emerging (E.M.) for-

from overweight.

another fiscal push and continued monetary easing also helped value stocks.

eign markets both outperformed the United
States since September 2020. Continued

Growth vs. Value

dollar weakness in 2021 would be favorable

Growth sectors led the market to new highs

Thus, as we start 2021, we increase our

for foreign market investments.

in 2020. These sectors, especially technol-

value tilt on favorable valuations, better

ogy, consumer, and healthcare, posted

momentum, an improving economy, and

Emerging vs. Developed

double-digit gains for the year. Growing

relatively better expected long-run returns

The emerging markets (E.M.) outperformed

companies with strong balance sheets and

for value over growth.

developed (D.M.) in 2020, returning 17%

less exposed to lockdowns traded to steep

FORWARD-LOOKING FACTORS CONTRIBUTING TO LONG-RUN (10 YEARS) EQUITY MARKET RETURN EXPECTATIONS

2.75%

2.0%

1.7%

1.5%

3.8%
-0.4%

Real Sales Growth

+

Expected
Inflation

+

Cash Dividend
Yield

+

Net Repurchase
Yield

+

Margin
Adjustment

-3.75%

+

Valuation
Adjustment

=

Equity Return
Estimate

Source: These views are provided by Washington Crossing Advisors, LLC. Assumptions are estimates based on historic performance and an evaluation of the current market
environment. These are estimates only and not intended to represent future performance. References to future expected returns and performance do not constitute a promise
of performance for any asset class or investment strategy. The forecasts contained herein are for illustrative purposes only and not to be relied on as advice or interpreted as
a recommendation to engage in the purchase or sale of any security or financial product.

%

Fixed
Income
Outlook
Even before the pandemic, the hunt for yield was well underway. Once COVID-19 hit and central banks took corrective action,
what scarce yield there was seemed to vanish completely.
Today, markets seem convinced that rates will remain miserly
for years to come. But this may not be true. Today’s rates only
seem appropriate in the absence of growth or in times of acute
stress, such as presented by the pandemic. Conversely, as the
economy recovers, the grounds for negative or near-zero interest rates will likely crumble, challenging market expectations.
It is important to realize there is no easy way around this
situation. At some point, we believe rates will rise to more
normal levels. Until then, we will continue to manage portfolios
tactically. So, we begin 2021 with a shorter duration and with
higher credit quality than usual, as we find no better risk-reward
tradeoff by adding riskier bonds at today’s prices.

FIXED INCOME OUTLOOK
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Interest rates on bonds are at very low levels,

Of course. So it is reasonable to imagine

Reserve followed other central banks in

lowering prospective portfolio returns. The

that a return to faster growth after COVID-19

intervening elsewhere. Just as the Japanese

United States rate decline follows those of

might also lead to higher yields on Trea-

and Europeans have ventured into central

other sovereigns like Germany, the United

sury bonds. An immediate rise to 3%, for

bank purchases of private assets, so too

Kingdom, and Japan (chart, below left). In

example, would roughly translate into a

has the Federal Reserve. Emergency powers

turn, global rates are following a long-estab-

30% decline for the 30-year zero-coupon

granted to the Federal Reserve, for example,

lished, declining secular trend. That trend

Treasury. Such a reduction would take back

allowed them to purchase corporate bonds

leads to “negative” rates with more than

much of the run-up in the bond’s price asso-

via exchange-traded funds in 2020. For Baa

$17 trillion in such debt circulating globally.

ciated with 2020’s pandemic and slowdown.

corporate issuers, credit spreads tightened
from 450 basis points (4.5%) to 230 basis

The defeating of inflation and worries of
deflation may be behind this trend. Still,

Cash Returns

other factors may also be at work.

Jerome Powell, Chairman of the Federal

points (2.3%) over Treasuries by year’s end.

Reserve, made the case late last year that

Final Thoughts

Whatever the reason, the decline in U.S.

rates should stay near 0% through 2023.

COVID-19 exposed weaknesses in the

Treasury rates means bond portfolio values

He was convincing enough as markets

global economy in 2020, stripping to the

are flush, but lower potential returns may

have priced in meager rates for years ahead

bone returns to be expected from bonds.

lie ahead. Consider that today’s thirty-year,

(chart, below right). Even though the Fed-

U.S. interest rates remain above levels avail-

zero-coupon U.S. Treasury bond is now

eral Reserve’s forecasts see rates back near

able in other parts of the world but near

priced to return just 1.7% annually. Not only

2.5% someday, the market is not so sure. It

historic lows.

is this below the 2.0% inflation forecast

seems that the central bank has succeeded

priced into the Treasury Inflation-Protected

in convincing markets we are in a near-

While our forecast called for a process of

Securities (TIPS) market, but near past

permanent low rate condition.

rate normalization this year, COVID-19
pushes that process off to the future. For

historic lows too. Could the latest slide in
rates be explained by COVID-19 and a quick

Going beyond their traditional role in

now, low interest rates are leaving investors

falloff in growth?

governing cash markets, the Federal

with lower expected returns than before.

U.S. LONG-TERM TREASURY YIELDS VS. AVERAGE FOREIGN YIELD
(GERMANY, UNITED KINGDOM, JAPAN)

SHORT-TERM INTEREST RATE EXPECTATIONS
Source: Bloomberg, Federal Reserve

Source: Bloomberg, WCA
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Description of Indices and Terms: All performance calculations of indices are calculated on a
total return basis (reflecting reinvestment of dividends and other earnings). Indices are unmanaged, are not available for direct investment, and
have no associated management fees.
Barclays Aggregate Bond Index: A composite of the Barclays Gov’t/Corp Index, MortgageBacked Securities Index, and Asset-Backed Securities Index, including securities that are investment grade or better, have at least one year to
maturity, and have an outstanding par value of
at least $100 million.
S&P 500 Index: Capitalization-weighted
composite of 500 stocks traded on the NYSE,
AMEX, and NASDAQ; not the largest 500 stocks
in U.S., but rather a blend of leading companies
in leading industries in the U.S. economy; index
comprised of 10 broad industrial sectors.
Dow Jones U.S. Select REIT: The Dow Jones
U.S. Select REIT Index intends to measure
the performance of publicly traded REITs and
REIT-like securities. The index is a subset of
the Dow Jones U.S. Select Real Estate Securities
Index (RESI), which represents equity real
estate investment trusts (REITs) and real
estate operating companies (REOCs) traded in
the U.S.
The ICE U.S. Treasury 1-3 Year Bond Index is
a market value weighted index designed to measure the performance of U.S. dollar-denominated, fixed rate U.S. Treasury securities with minimum term to maturity greater than one year and
less than or equal to three years.
Markit iBoxx USD Liquid High Yield Index
consists of liquid USD high yield bonds, selected
to provide a balanced representation of the broad
USD high yield corporate bond universe.
The FTSE Developed All Cap ex U.S. Index
is part of a range of indices designed to benchmark international investments. The index
comprises large, mid and small cap stocks from
developed markets excluding the U.S.
The FTSE Emerging Markets All Cap China
A Inclusion Index is a market-capitalization
weighted index representing the performance of
large, mid and small cap stocks in Emerging markets. The index is comprised of approximately
3350 securities from 21 countries.

Moody’s Baa Corporate Bond Index—An
index comprised of industrial bonds rated Baa
by Moody’s with a minimum maturity of 20 years.
Consumer Price Index—A measure of the
average change in prices over time for a basket of
consumer goods.
Asset Allocation—Asset allocation does not
ensure a profit or protect against loss.
International and Emerging Markets Investing—There are special considerations associated
with international investing, including the risk
of currency fluctuations and political and economic events. Investing in emerging markets may
involve greater risk and volatility than investing
in more developed countries.
Bonds and High Yield Bonds—When investing in bonds, it is important to note that as
interest rates rise, bond prices will fall. High
yield bonds have greater credit risk than higher
quality bonds.
Commodities and Futures—The risk of loss
in trading commodities and futures can be substantial. You should therefore carefully consider
whether such trading is suitable for you in light
of your financial condition. The high degree of
leverage that is often obtainable in commodity
trading can work against you as well as for you.
The use of leverage can lead to large losses as
well as gains.
Real Estate—When investing in real estate
companies, property values can fall due to
environmental, economic, or other reasons, and
changes in interest rates can negatively impact
the performance.
Opportunity Disclosure: The Washington
Crossing Advisors, LLC Stifel Conquest and
Dynamic Strategies Portfolios require a $25,000
and $50,000 minimum investment, respectively.
Strategies in the Stifel Opportunity Program
are proprietary products developed by Stifel.
More information on the Opportunity Program is
included in the Stifel Consulting Services
Disclosure Brochure and Part II of the Manager’s
Form ADV, which may be obtained from your
Financial Advisor and which further outlines
the fees, services, exclusions, and disclosures
associated with this program. The information contained herein is believed to be reliable
and representative of the portfolios available

through Stifel; however, the accuracy of this
information cannot be guaranteed. Investors
should consider all terms and conditions before
deciding whether the Opportunity Program is
appropriate for their needs.
Indices are unmanaged, do not reflect fees
and expenses, and are not available for direct
investment. Past performance does not guarantee future results. This commentary often
expresses opinions about the direction of market,
investment sector and other trends. The opinions
should not be considered predictions of future
results. The information contained in this report
is based on sources believed to be reliable, but
is not guaranteed and not necessarily complete.
All investments involve risk, including loss
of principal, and there is no guarantee that
investment objectives will be met. It is important
to review your investment objectives, risk tolerance and liquidity needs before choosing an
investment style or manager. Equity investments
are subject generally to market, market sector,
market liquidity, issuer, and investment style
risks, among other factors to varying degrees.
Fixed Income investments are subject to market,
market liquidity, issuer, investment style, interest rate, credit quality, and call risks, among
other factors to varying degrees.
Any projections, targets, or estimates in
this report are forward looking statements and
are based on WCA’s research, analysis, and
assumptions made by the Adviser. Due to rapidly
changing market conditions and the complexity
of investment decisions, supplemental information and other sources may be required to make
informed investment decisions based on your
individual investment objectives and suitability
specifications. All expressions of opinions are
subject to change without notice. Clients should
seek financial advice regarding the appropriateness of investing in any security or investment
strategy discussed in this commentary.
Assets Under Management represents the
aggregate fair value of all discretionary and nondiscretionary assets, including fee paying and
non-fee paying portfolios. Assets Under Advisement represent advisory-only assets where the
firm provides a model portfolio and does not
have trading authority over the assets.
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