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Pension Total Fund Attribution: 
1 Quarter as of December 31, 2020
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Pro-cyclical stance 

maintained.  Value 

preferred to growth

Medium-Term Views

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
Coronavirus risks persist 

near-term but vaccine 

news strengthens our 

view on non-US equities

Potential returns remain 

unattractive but future yield 

rises look moderate

Non-correlated alternatives 

still generally preferred We remain negative on the US dollar 

in the medium-term

We are neutral between 

local and USD EMD, 

preferred to loans and US 

high yield

Equity view remains neutral and 

downside risks persist

Better virus containment and growth 

story is supportive for EM Asia

TIPS remain attractive 

relative to nominal
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▪ Equity markets continued to ride high over most of Q4, as further stimulus

packages were introduced and especially on the news that a number of vaccines

had been approved in several countries, bringing hope of an end to restrictions at

some point in 2021. At the same time, there has been a rotation into pro-cyclical

and value sectors as “reflation” increasingly became the word on investors’ minds.

▪ Of course, the impact of a stellar year in terms of equity returns is that valuations

have moved far in excess of long-term averages, especially on ratios relative to

earnings. In the case of the latter, earnings are expected to grow over 24% for

the MSCI World index this year, before growing a smaller but still healthy 15% in

2022. If the vaccine roll-out is successful and does truly bring the

pandemic to a close this year, these estimates are possible, but the risk of

delays is still significant and earnings disappointment cannot be ruled out.

▪ Nonetheless, there is a huge amount of fiscal and monetary support now, and the

now-confirmed Democratic “blue wave” in the US has raised the chances of even

further stimulus soon. The combination of government support and very low

interest rates will likely support equities for now. However, we are not

expecting strong trends and have a neutral view on equities.

2021 and 2022 earnings expected to be strong

Earnings have been revised back up sharply

MSCI World valuations are very expensive

Equities:

Stimulus and vaccines should be supportive, but equities are not cheap

Source: Factset, Aon

Source: Factset, Aon, MSCISource: Factset, Aon
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▪ 2020 was undoubtedly a banner year for US stocks, and for US tech stocks in

particular. The runaway outperformance of these stocks has reached astonishing

levels. US equity valuations have risen to levels last seen during the dotcom

bubble, and the continued outperformance of US stocks is hard to justify.

▪ Whilst this divergence persisted before the pandemic, we believe the sheer size

of the valuation disparities reached has become unsustainable. Q4 saw some of

the gaps narrow as regions and sectors that have been hardest hit by Covid

rallied on the back of the vaccine news. A sustained economic recovery on the

back of the vaccines would help non-US and Value equities to catch up.

▪ The market has seemingly focused on the prospects of reflation, with stimulus

measures turbocharging the global recovery. The Democrats securing a “Blue

Wave” should also unlock further fiscal stimulus in the US. Value and cyclical

stocks should perform well in this environment.

▪ We continue to believe in the strategic case for EM equities. Better virus

containment and attractive long-term growth prospects keep us positive on

EM.

Large valuation gaps between markets

Equities:

Vaccine news strengthens our preference for non-US and Value equities

Source: Factset, MSCI, Aon. 

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

shown. Local currency returns and MSCI World Growth and Value indices shown.    

Earnings outlook revised up sharply on vaccine newsNon-US and Value equities may catch up if earnings recover
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Mid- and long-duration yields have jumped on vaccine news

Inflation expectations are on the rise

The pandemic has created an enormous debt burden

Core fixed income:

Yields and inflation expectations on the rise

▪ Following the tumultuous period last March and April when the pandemic triggered

global lockdowns, yields have been steady in general but two developments in Q4

have triggered jumps, which are still small in relative terms but are being seen as

the start of upwardly trending yields in 2021. These two developments were the

approval of vaccines, bringing closer the end of the pandemic, and the election of

Joe Biden and the eventual full control of Congress, which has significantly raise

the prospect of further government stimulus.

▪ As well as pushing yields higher, inflation expectations have edged up too. The

scenario is one of reflationary policies, a return to growth and rising inflation. Of

course, this is coming at the cost of historic increases in government debt. Our

view is that Treasury yields will be anchored in the short end by persistently

accommodative monetary policy throughout this year, but mid- to long-

duration yields are likely to trend higher. These trends are likely to be limited,

however, by economic scarring and the probability of fiscal clawback through

higher taxes or lower spending.

▪ We continue to think TIPS look attractive versus Treasuries, especially as

conditions move towards more inflationary policies.

Source: Congressional Budget Office, data as at September 21st, 2020

Source: Bloomberg

Source: Factset
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Yields and spreads have fallen to very low levels

Default rates in the US remain elevated

Measured against leverage, spreads are expensive

Credit:

High Yield bonds continue to push to ever lower spreads

Source: Bank of America Merrill Lynch

Source: Bloomberg

▪ We continue to believe that high yield bonds do not offer a good risk/reward 

trade-off, driven by ever richer credit spreads that do not fully account for the 

underlying risks in companies. We believe that these bonds are expensive, 

and the outlook will be hampered by low outright yields. Relative and 

absolute returns are likely to disappoint.

▪ First, default rates continue to be elevated, following the pandemic, and latest 

forecasts are that through 2021 they are expected to remain elevated as the 

damage of the pandemic works through the economic system. 

▪ Second, when spreads and yields are assessed against history, they are 

expensive, pandemic or no pandemic. Further, when assessed against 

fundamentals they are also expensive. 

▪ Our view here is not that there will be an immediate catalyst for large 

negative returns on these bonds but that, as spreads and yields continue 

to be stuck at these levels, the outlook for competitive returns versus 

other asset classes is muted. 

Source: Bank of America Merrill Lynch
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Energy use and carbon emissions must decouple

Europe has to achieve net zero GHG emissions by law

Renewable energy is accelerating but has a long way to go

▪ Better awareness of climate change challenges are driving governments 

to accelerate their ambition. Governments are prioritising sustainable 

infrastructure investments for their use in fiscal stimulus packages, while 

increasing consideration of social responsibility in investment.

▪ In the US, Biden’s climate plan will invest $1.7 trillion in sustainable 

infrastructure and clean energy over 10 years, decarbonise power 

systems by 2035 and achieve net zero emissions by 2050, while also 

advancing social justice.

▪ Sustained policy support is expected to drive strong growth in 

renewable energy, transport and other green infrastructure. While 

this is reinforcing the growing take-up of renewable energy, there is a 

long way to go to replace fossil fuel energy, where consumption is still 

growing (see bottom right chart).

▪ The required transformation requires huge amounts of capital, 

creating opportunities for investors in ESG, impact and low carbon 

investments, focused on infrastructure.

Alternatives Special Focus:

Sustainable Fiscal Stimulus and Infrastructure - the US joins the fray

Source: European Environment Agency, European Commission, Bloomberg. Note: includes 

UK

Source: LGIM Analysis, Baringa Partners. Growth rates shown from 2014-2019Source: LGIM analysis, Lambert, BP Statistical Review

EU emissions target and status

Annual Global Energy Consumption, 2000-2019
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Economic data may be starting to disappoint the consensus Covid infections are starting to surge once again

There was widespread cheer at the news that a number of vaccines had gained approval, sparking the biggest global immunization programme in 

history.  However, supply bottlenecks have affected the early days of the roll-out at the same time as infections have been surging strongly across 

the world – this has now been exacerbated by the discovery of more infectious strains, making management even harder.  Economic trends will 

continue to be hurt for as long as lockdowns are deemed necessary, which has continued negative implications for government finances – the hope 

is that the pandemic will end this year, but its impact will be much longer-lasting.

Big rebounds in GDP in Q3… …and PMIs into the end of the year have been improving

Source: Factset Source: Factset

Source: Factset 

Source: Factset

*Indices cannot be invested in directly. Unmanaged index returns assume reinvestment of any and all distributions and do not reflect fees or expenses. 

Past performance is no guarantee of future results.

Economic Highlights
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Economic Highlights

USA

▪ An historic fall in GDP in Q2 was 

followed by an equally historic rebound 

in Q3 (33.4% annualized) as lockdowns 

were eased over the summer.  

However, as infections have surged 

once again, restrictions have also 

returned, implying renewed economic 

weakness into 2021.

▪ Before then, activity in most of Q4 has 

been relatively positive, with the ISM 

manufacturing index rising to 60.7 – the 

highest level since August 2018.  

However, the pace of job gains has 

been slowing.  There was an addition 

of 336k jobs in November but a 

surprise decline of 140k in December. 

The unemployment rate also remains 

high at 6.7%.

▪ Meanwhile, the Democrat wins in the 

two Senate run-offs have greatly 

increased the chances of extra 

government stimulus, which will provide 

some degree of offset to the severe 

effects of the pandemic.

▪ The Fed reasserted its commitment to 

remain highly accommodative for a 

long period, implying continued yield 

curve control.

EAFE

▪ The second virus wave intensified with 

the onset of winter months, prompting 

sharp lockdowns.  This means that the 

economic recovery over the summer is 

likely to be short-lived.  Meanwhile, the 

EU passed its €1.8trn budget and 

recovery package over the quarter and 

the ECB increased the size of its 

Pandemic Emergency Purchase 

Programme from €1.35trn to €1.85trn 

and extended it until March.

▪ In Japan, the economic hit from the 

pandemic was not as extreme as in 

other G7 countries but was still painful.  

There has been some degree of 

recovery since the initial wave and the 

country seems to be controlling the 

virus relatively well so far, although 

recent infections have raised concern.

▪ In the UK, a Brexit deal was finally 

agreed in the last few days before the 

New Year deadline, which will allow 

most manufactured goods to trade 

without tariffs but is still a relatively 

limited relationship.  Meanwhile, the 

discovery of a new, highly infectious 

variant of the virus prompted increasing 

restrictions and threatened the already 

moderate recovery.

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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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
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Appendix: Index Definitions

MSCI All Country World Index - A capitalization-weighted index of stocks representing approximately 46 developed 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 performance of stocks in the USA.

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

version limits the weights of the index countries by only including a specified portion of those countries' eligible current face amounts of debt outstanding, providing for a more even distribution of 

weights within the countries in the index.

JPM GBI-EM Global Diversified - Designed to provide a comprehensive measure of local currency denominated, fixed-rate, government debt issued in emerging markets.

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

domestic market.

Trade weighted US Dollar (Federal Reserve) - A weighted average of the foreign exchange value 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 volatility. It is constructed using the implied volatilities of a wide range of S&P 500 index options.

MSCI World Index - A free float-adjusted market capitalization weighted index that is designed to measure the equity market performance of developed markets, representing 24 developed market 

country indices.

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

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

MSCI EAFE Index - A capitalization-weighted index of stocks representing 22 developed 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 over 2,000 single-manager funds that report to HFR Database. Constituent 

funds report monthly net of all fees performance in US Dollar and have a minimum of $50 Million under management or a twelve (12) month track record of active performance. The HFRI Fund 

Weighted Composite Index does not include Funds of Hedge Funds.

S&P/LTSA Leveraged Loans Index – The S&P/LSTA Leveraged Loan Index is the first index to track the investable senior loan market. This rules-based index consists of US loan facilities in the 

syndicated leveraged loan universe.

Bloomberg Barclays Corporate Bond Index - An unmanaged index considered representative of fixed-income obligations issued by U.S. corporates. 

Bloomberg Barclays Credit Index - An unmanaged index considered representative of  fixed-income obligations issued by U.S. corporate, specified foreign debentures, and secured notes.

ML MOVE Index - The Merrill lynch Option Volatility Estimate (MOVE) Index is a yield curve weighted index of the normalized implied volatility on 1-month Treasury options which are weighted on the 

2, 5, 10, and 30 year contracts

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

(seasonally adjusted), Employment (seasonally adjusted), Supplier Deliveries (seasonally adjusted), and Inventories. Diffusion indexes have the properties of leading indicators and are convenient 

summary measures showing the prevailing 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 rely on 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 contents 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 of the 

date hereof and does not purport to give information as of any other date. The delivery at any time shall not, under any 

circumstances, create any implication that there has been a change in the information set forth herein since the date hereof or any 

obligation to update or provide amendments hereto. 

This document is not intended to provide, and shall not be relied upon for, accounting, legal or tax advice. Any accounting, legal, or 

taxation position described in this presentation is a general statement and shall only be used as a guide. It does not constitute 

accounting, legal, and tax advice and is based on Aon Investments’ understanding of current laws and interpretation. 

Aon Investments disclaims any legal liability to any person or organization for loss or damage caused by or resulting from any 

reliance placed on that content. Aon Investments reserves all rights to the content of this document. No part of this document 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 statement 

is available upon written request to:

Aon Investments USA Inc.

200 E. Randolph Street

Suite 700

Chicago, IL 60601

ATTN: Aon Investments Compliance Officer

© Aon plc 2020. All rights reserved.


