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We now have a preference 
for value vs growth.  Low 
vol. moves to neutral too

One page summary

Cross Asset Class Views

Equity Regions

Equity Styles

Alternatives

Credit

Core Fixed Income

Currencies versus USD

Please refer to the end of the document for interpretation guidelines

We still favor uncorrelated sources of 
returns from a risk-mitigation view, but 
the real-estate opportunity has 
diminished

Coronavirus risks persist 
but better relative 
valuations mean 
upgrade to EM and a 
downgrade to the US

Potential returns are less 
attractive and our medium-
term outlook has softened

Non-correlated alternatives 
still generally preferred 

We remain negative on the US dollar 
but highlight high virus and economic 
uncertainty in the near-term

We are now neutral 
between local and USD 
EMD, small upgrades to 
loans and US high yield

We remain cautious on risk assets

Better virus containment and growth 
story is supportive for EM Asia
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▪ Equity markets recovered strongly through the summer as lockdown re strictions

were lifted in some regions and stimulus measures continued to hold sway.

However, markets became more volatile in September as fears of a second wave

started to weigh on investors’ minds. In the case of the US, the upcoming

Presidential election also started to increase uncertainty, especially given hints

that the result may be disputed or delayed.

▪ In terms of valuations, equity markets in general remain expensive relative to

history but cheap relative to bonds. The equity risk p remium is supported by rock

bottom interest rates, in other words. This latter point, along with government

stimulus measure s, is likely to mitigate some of the risk of substantial market falls

in the coming months, although note that thissupport has lessened recently.

▪ The pandemic has not yet gone away and the costs of government support could

create material headwinds for demand and company profits over the medium-

term, but conditionsare slowly improving now.

▪ As a result, we remain cautiouson equitiesat the overall asset class level.

Substantial rebound in earnings still expected next year

Earnings have been revised back up sharply

Earnings yields have fallen a touch but remain supportive

Equities:

Stimulus should support equities but strong gains are unlikely

Source: Factset, Aon

Source: Factset,  Bank of America Merrill Lynch, AonSource: Factset, Aon
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▪ Global equities continued their rebound over the third quarter. US equities

continued to outperform on the back of a tech stocks rally, but have started to

show some signs of weakness as volatil ity resurfaced over September.

▪ US equities valuations are at levels not seen since the “dot-com bubble”.

Looming risks into Q4 agains t rich v aluations suggest that c urrent high

v olatility could persist, with the possibility of further market corrections.

▪ The upcoming US presidential election, deadlocked negotiations over a new US

fiscal stimulus package and an escalating second wave outbreak globally make us

cautious. Continued US equi ty outperformance looks difficul t to justify a t

current v aluations, although the more defensive nature of US equities could

prove beneficial in a more negative global equity environment.

▪ We think EM equities offer better growth prospects. Succe ssful virus

containment across China, Korea and Taiwan (totalling 2/3 of the MSCI EM index)

has boosted the near-term outlook. Low US rates, a weak US dollar, and EM’s

increasing exposure to the technology sector provide further supports for the

market.

Expanding valuations counteract the fall in earnings

US equities valuations are at historic highs

Equities:

With US equities looking expensive, EM offers better growth prospects

Source: Factset, Aon. 

Source: Factset,  Bloomberg.Source: Factset, Aon. Changes in the 12-month forward P/E and earnings per share shown. 

Stronger growth outlook for the largest EM economies
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Yields are bouncing from March lows…

Inflation expectations are on the rise

…but remain extremely low in a medium-term context

Core fixed income:

Could a U.S. “Blue Wave” raise yields?

▪ Market commentators are focusing on the possibility that the Democratic
party wins the Senate and White House as well as retaining control of the
House in the 3rd November elections. A so-called ‘blue wave’ may mean a
fiscal stimulus based around public infrastructure expenditure. In addition
the Fed has continued to indicate they will tolerate inflation above target to
make up for the undershoot in recent years.

▪ Despite the generally deflationary pressure from the Covid epidemic, this
has meant longer-term inflation expectations are starting to rise. This is
perhaps best seen by looking at forward starting swaps, where the US
level is the highest it has been in over a year. We expect this to mean that
there will be some upward pressure on yields, although they are likely to
remain low.

▪ We continue to think TIPS look attractive versus Treasuries, especially as
conditions move towards more inflationarypolicies.

Source: Factset

Source: Bloomberg

Source: Factset
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USD EMD credit spreads remain above pre-pandemic levels

Local EMD yields have remained below USD EMD Yields

EM currencies have struggled this year

Credit:

Bringing local currency EM debt view to neutral relative to USD EMD

Source: Factset, JP Morgan

Source: Factset, JP Morgan

▪ We are neutralizing our preference for Local Currency Emerging Market Debt 

(EMD) versus USD EMD for several reasons:

▪ Local Currency EMD yields have fallen below  USD EMD yields due to EM 

interest rate cuts. This is an unusual occurrence and w e expect that EM policy 

rate cuts are mostly over now . 

▪ In comparison, a low er for longer interest rate environment has removed the 

threat of signif icantly rising USD EMD yields, w hich w ould erode returns.

▪ Furthermore, USD EMD yield spreads over US treasury yields remain elevated 

versus pre-pandemic levels. 

▪ We still think that EM currency is undervalued and should benefit local EMD in 

the long-term. How ever, the currency contribution to local EMD returns this 

year has disappointed at a time w hen the w eaker US dollar and low er US 

interest rate backdrop are supportive. 

Source: Factset, Aon
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Stress in the real estate market is not felt evenly

Core real estate returns turned negative in Q2 2020

Low interest rates are supporting real estate

▪ Core real estate posted a negative return over Q3 2020, and this was 
driven by capital depreciation caused by the pandemic. The effects of the 
pandemic affected all market segments, but some segments were hit 
harder – retail and hospitality. Real estate will be buffeted by the 
pandemic and the recovery will not be even across sectors. We believe 
portfolios should be selective and close to policy allocations.

▪ The impact of the pandemic will be felt differently across sectors. Already, 
retail and hospitality sectors are seeing pressure through CMBS 
delinquencies. But stress will bring opportunity.

▪ Real estate continues to be supported by low interest rates, which makes 
the asset class attractive relative to bonds, but a lot of uncertainty 
remains, which counteracts some of this attractiveness. 

▪ We are just beginning to understand the impact on occupancy for the real 
estate market, which adds to risks looking forward.

Alternatives:

Real estate - stay selective and close to policy allocations

Source: NCREIF

Source: Green Street AdvisorsSource: Bloomberg
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Economic surprises are starting to disappoint again The Fed pledges loose policy for several years

The third quarter has been one of bouncing back activity in the early weeks as many lockdowns were eased, especially in Europe, followed by 
rising concerns of second virus waves and a loss of momentum in the recovery.  It remains the case that, until a vaccine is discovered, the 
medium-term outlook is highly uncertain and economic growth is likely to be weak.  In response, many central banks have hugely eased monetary 
policy and have pledged to keep stimulating for several years to come – the Federal Reserve’s announcement to switch to average inflation 
targeting is one example of this outlook.  The implied costs to governments will also be high from enormous support programmes.

Truly historic contractions in GDP in Q2… …while the momentum in PMIs might be slowing in Q3

Source: Factset Source: Factset

Source: Factset 

Source: Factset

*Indices cannot be inv ested in directly . Unmanaged index returns assume reinv estment of  any and all distributions and do not ref lect f ees or expenses. 

Past performance is no guarantee of future results.

Economic Highlights
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Economic Highlights

USA

▪ US growth declined by an enormous 
31.4% annualised in Q2 – the biggest 
decline in history – this was largely 
expected, however, since the economy 
was largely locked down over the 
Spring.  The recent data supports the  
view that GDP will rebound over Q3.

▪ The extent of the rebounds are 
exemplified by the ISM indexes.  The 
manufacturing sector version has risen 
from a low of 41.5 in April to 55.4 by 
September.  Additionally, there has 
been a surge in the monthly payrolls, 
following the plunge in Spring.

▪ However, the data has started to lose 
some momentum in the closing weeks 
of the quarter, which reflects rising 
concern regarding second waves.

▪ The Federal Reserve stated over the 
quarter that it was moving to average 
inflation targeting and has pledged to 
keep interest rates at rock bottom until 
at least 2023.

▪ Given the clear difficulty in balancing 
economic needs with preventing large 
virus surges, we think the economic 
outlook is highly challenged until a 
vaccine is found.

EAFE

▪ The feared second wave had begun in 
Europe by the end of September, with 
several countries reverting back to 
partial lockdowns at least.  The pattern 
of economic activity has been similar 
across the developed world –
lockdowns triggered severe economic 
hardship, but troughs in the wave and 
the easing of restrictions brought about 
a recovery. As a result, government 
and central bank stimulus will remain 
significant for a prolonged period.

▪ In Japan, PM Shinzo Abe stepped 
down and Yoshihide Suga became 
leader.  The economy was severely hit 
in Q2 but has recovered some ground 
since then.  The challenge is to support 
and reform the export-reliant economy 
as the crisis rumbles on.

▪ In the UK, the hit to GDP growth was 
confirmed to have been one of the 
worst in the OECD in Q2, with an 
annualised decline of over 58% (19.8% 
QoQ), although there has been a 
rebound since then.  Attention is now 
turning to Brexit negotiations, which are 
entering a crucial stage, with the 
deadline looming at the end of the year 
and no agreement so far.

Emerging Markets

▪ The latest data from China has 
indicated an export sector that is in 
markedly better shape than many of its 
competitors.  This has been driven by 
strong global demand for technology, 
components and medical equipment.  
As a result, the Chinese recovery from 
the pandemic has been strong so far.

▪ The picture in other emerging market 
nations is more mixed – the recoveries 
in Brazil, Turkey and Poland have been 
strong so far, for example, while India, 
Mexico and South Africa continue to 
struggle with weak activity due to 
lockdowns and falling confidence.

▪ Monetary policy has been loosened in 
many EM countries and fiscal stimulus 
measures have also been introduced in 
some.  Whilst the near-term picture is 
one of uneven recovery, the medium-
term concern will be rising government 
debt and issuance.  Additionally, there 
are some early signs that supply chains 
outside of China may be altered, thus 
threatening some economies.

▪ As with the developed world, the 
outlook for EM countries is dependent 
both on outbreak management and 
global trade developments.
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View Guidance
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More likely to 
underperform 
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• Consider 
partial rather 
than full 
rebalancing

=
Weak conviction 

or no view on 
relative 

performance

• Target 
benchmark or 
strategic 
weight

• Buying/ 
Selling both 
look ok 
coming from 
SAA changes 
or rebalancing

+
More likely to 
outperform

• Target small 
overweight to 
strategic 
weight

• Prefer to 
accumulate

• Selling for 
SAA reasons 
fine, but look 
to sell 
gradually

• Slow 
rebalancing 
moves back to 
benchmark 
weight

++
More 

outperformance 
or stronger 
conviction

• Target 
overweight

• Bring forward 
buying plans 
and defer SAA 
selling 
implement-
ation

• Do not 
rebalance 
down to target 
weight yet

+++
Large 

outperformance 
expected with 

highest 
conviction

• Target larger 
overweight

• Bring forward 
buying plans 
and defer SAA 
selling 
implement-
ation

• Do not 
rebalance to 
target weight 
yet



51
Proprietary & Confidential  
Investment advice and consulting services provided by Aon Investments USA Inc.

Appendix: Investment View Framework

Valuation

Establish if the asset class is 
cheap or expensive given 
our fundamental outlook. For 
Example:

▪ P/E Ratio

▪ Credit Spreads

▪ Yield Levels

Market Awareness

Establish if near-term drivers 
for the asset class are 
positive or negative. For 
Example:

▪ Technical Indicators

▪ Sentiment Surveys

▪ Futures/Options 
Positioning

Fundamental

Analyze the core economic 
and underlying drivers of an 
asset class. For example:

▪ Economic Growth

▪ Earnings Growth

▪ Default Risk

Investment View



52
Proprietary & Confidential  
Investment advice and consulting services provided by Aon Investments USA Inc.

Appendix: Index Definitions

MSCI All Country World Index - A capitalization-weighted index of  stocks representing approximately  46 dev eloped and emerging countries, including the U.S. and Canadian markets.

MSCI Emerging Markets Index - A capitalization-weighted index of  stocks representing 26 emerging country  markets.

MSCI US - A market capitalization-weighted index that is designed to measure the equity  market perf ormance of  stocks in the USA.

JPM EMBI Global Diversified – Comprised of  dollar-denominated Brady  bonds, traded loans and Eurobonds issued by  emerging market sov ereign and quasi-sov ereign entities. The Div ersif ied 

v ersion limits the weights of  the index countries by  only  including a specif ied portion of  those countries' eligible current f ace amounts of  debt outstanding, prov iding f or a more ev en distribution of  

weights within the countries in the index.

JPM GBI-EM Global Diversified - Designed to prov ide a comprehensiv e measure of  local currency  denominated, f ixed-rate, gov ernment debt issued in emerging markets.

BofA Merrill Lynch High Yield - A market capitalization-weighted index that tracks the perf ormance of  U.S. dollar-denominated, below inv estment grade corporate debt publicly  issued in the U.S. 

domestic market.

Trade weighted US Dollar (Federal Reserve) - A weighted av erage of  the f oreign exchange v alue of  the U.S. dollar against a broad index currencies that circulate widely  outside the country  of  

issue.

VIX Index – Tracks the market's expectation of  30-day  v olatility. It is constructed using the implied v olatilities of  a wide range of  S&P 500 index options.

MSCI World Index - A f ree f loat-adjusted market capitalization weighted index that is designed to measure the equity  market perf ormance of  dev eloped markets, representing 24 dev eloped market 

country  indices.

Russell 1000 Index - An Index that measures the perf ormance of  the  largest 1,000 stocks contained in the Russell 3000 Index.

Russell 2000 Index - An Index that measures the perf ormance of  the  smallest 2,000 stocks contained in the Russell 3000 Index.

MSCI EAFE Index - A capitalization-weighted index of  stocks representing 22 dev eloped countries in Europe, Australia, Asia, and the Far East.

HFRI Fund Weighted Composite Index – The HFRI Fund Weighted Composite Index is a global, equal-weighted index of  ov er 2,000 single-manager f unds that report to HFR Database. Constituent 

f unds report monthly  net of  all f ees perf ormance in US Dollar and hav e a minimum of  $50 Million under management or a twelv e (12) month track record of  activ e performance. The HFRI Fund 

Weighted Composite Index does not include Funds of  Hedge Funds.

S&P/LTSA Leveraged Loans Index – The S&P/LSTA Lev eraged Loan Index is the f irst index to track the inv estable senior loan market. This rules -based index consists of  US loan f acilities in the 

sy ndicated lev eraged loan univ erse.

Bloomberg Barclays Corporate Bond Index - An unmanaged index considered representativ e of  f ixed-income obligations issued by  U.S. corporates. 

Bloomberg Barclays Credit Index - An unmanaged index considered representativ e of   f ixed-income obligations issued by  U.S. corporate, specified f oreign debentures, and secured notes.

ML MOVE Index - The Merrill ly nch Option Volatility  Estimate (MOVE) Index is a y ield curv e weighted index of  the normalized implied v olatility on 1-month Treasury  options which are weighted on the 

2, 5, 10, and 30 y ear contracts

ISM Purchasing Managers Index - The PMI® is a composite index based on the dif f usion indexes of  f ive of  the indexes with equal weights: New Orders (seasonally  adjusted), Production 

(seasonally  adjusted), Employ ment (seasonally  adjusted), Supplier Deliv eries (seasonally  adjusted), and Inv entories. Diffusion indexes hav e the properties of  leading indicators and are conv enient 

summary  measures showing the prev ailing direction of  change and the scope of  change.
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Appendix: Data Disclosures 

BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively "Bloomberg"). BARCLAYS® is a trademark and 
service mark of Barclays Bank Plc (collectively with its affiliates, "Barclays"), used under license. Bloomberg or Bloomberg's licensors, including Barclays, own 
all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, or guarantees the accuracy or 
completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent 
allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith.

London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). © LSE Group [year]. FTSE Russell is a trading name of certain 
of the LSE Group companies. “FTSE®” “Russell®”, “FTSE Russell® are a trade mark(s) of the relevant LSE Group companies and is /are used by any other 
LSE Group company under license. All rights in the FTSE Russell indexes or data vest in the relevant LSE Group company which owns the index or the data. 
Neither LSE Group nor its licensors accept any liability for any errors or omissions in the indexes or data and no party may relyon any indexes or data 
contained in this communication. No further distribution of data from the LSE Group is permitted without the relevant LSE Group company’s express written 
consent. The LSE Group does not promote, sponsor or endorse the content of this communication.

The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or a 
component of any financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or a 
recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. Historical data and analysis should not 
be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on an “as is” basis and the 
user of this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each other person involved in or related to 
compiling, computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly disclaims all warranties ( including, without limitation, any 
warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this 
information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, 
consequential (including, without limitation, lost profits) or any other damages. (www.msci.com).

The HFRI Macro index is being used under license from Hedge Fund Research, Inc., which does not approve of or endorse the con tents of this report.
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Legal Disclosures and Disclaimers

Investment advice and consulting services provided by Aon Investments USA Inc. The information contained herein is given as o f the 

date hereof and does not purport to give information as of any other date. The delivery at any time shall not, under any 
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reliance placed on that content. Aon Investments reserves all rights to the content of this document. No part of this documen t may be 

reproduced, stored, or transmitted by any means without the express written consent of Aon Investments. 

Aon Investments USA Inc. is a federally registered investment advisor with the U.S. Securities and Exchange Commission. Aon 
Investments is also registered with the Commodity Futures Trading Commission as a commodity pool operator and a commodity 

trading advisor, and is a member of the National Futures Association. The Aon Investments ADV Form Part 2A disclosure stateme nt 
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200 E. Randolph Street
Suite 700

Chicago, IL 60601
ATTN: Aon Investments Compliance Officer

© Aon plc 2020. All rights reserved.


