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Current Investment  Strategy and Themes
 Equity markets discount political turmoil, Covid statistics, and mixed economic signals.
 Long term rates fear renewed inflation, gold and cryptocurrency benefit from dollar and rate fears.
 Broaden portfolios for cap exposure to mitigate excess mega-cap concentrations and risks.

Source: Morningstar

The Markets in Review: 4th Quarter 2020
• Entering the 4th quarter, the markets feared political 

uncertainty, the direction of Covid infection statistics, and how 
this would all impact economic activity.  Judging by the 
quarter’s returns, the fears had no impact.  That doesn’t mean 
these concerns were unfounded or didn’t come to pass.  
Several new trends developed late in 2020.  The sustainability 
of these trends is open to question.  Simply put, will 2020 fade 
into the past, or is 2021 destined to be an extension of 2020 
fear and loathing.

• The equity markets in the 4th exhibited a major reversal in 
fortune in the broad market.  Since mid-2018, mega-cap 
stocks, the tech giants, and anything related to the new 
economy prospered, and traditional, or old economy 
corporate activity stocks languished.  Investors followed a 
momentum strategy - continue to invest and concentrate in 
what is working.  The markets had a distinct bifurcation, large-
cap and growth returns overwhelmed small-cap and value 
returns.  In the 4th quarter, the market suddenly broadened.  
Small company returns (the Ru2000) significantly 
outperformed the S&P 500 in the 4th quarter, 31.37% vs. 
12.15%.  Several of the recent worst performing economic 
sectors recovered in the quarter such as energy and financials.  

• The question to ask is whether this broadening out of the 
equity market into small and mid-cap stocks and economically 
sensitive sectors is a sign of a coming strong economic 
recovery in 2021, or a just a closing of the valuation gap that 
developed over the last several years.  The ongoing debate to 
the true answer will be a major source of equity market 
volatility in 2021.

• Interest rates are pursuing two courses. The Federal Reserve is 
committed to a near-zero short-term interest rate policy. But 
there is a large faction of investors that believes the monetary 
and fiscal policies are a setting a future course of inflation.  
Long-term interest rates moved up in the 4th quarter 
producing negative returns in the Government bond sector.  It 
is these fears over long-term interest rates, the course of 
inflation, and the impact on the dollar that fueled the move to 
gold and cryptocurrency diversify a portfolio.

• The economy is functioning in a two-tier system.  The zoom 
economy, and the people-facing economy. One seemingly 
unaffected by the Covid crisis, the other constantly at risk of 
shutdown and uncertainty.  Until these two economies merge 
in future opportunity and success, the market will be volatile, 
produce bifurcated results, and the sense they are not 
reflecting reality.  In the long-run, the value of equities and 
expected returns must match the growth in GDP.  In the short-
run, financial engineering and monetary authorities can impact 
the direction of asset prices.  The new normal cannot ignore 
the fundamental economic rationale of pricing financial assets.  

Key Market Indicators

Bullish Favorable Neutral Cautious Bearish

Economic Sector Returns 4th Qtr and CY2020

Equities
Dec

2020
4th Qtr 

2020
CY 2020

Current
 View

U.S. Large  Cap 3.84% 12.15% 18.40% < Neutral

U.S. Small Cap 8.65% 31.37% 19.96% < Cautious

International Developed 4.65% 16.05% 7.82% < Cautious

Emerging Markets Equity 7.35% 19.70% 18.31% < Cautious

Fixed Income

U.S. Aggregate 0.14% 0.67% 7.51% < Cautious

U.S. Government -0.22% -0.79% 7.94% < Neutral

U.S. Corporate 0.46% 2.79% 9.35% < Neutral

U.S. High Yield 1.88% 6.45% 7.11% < Cautious

Non-U.S. Developed 2.18% 4.80% 11.16% < Cautious

Emerging Market Debt 3.54% 9.71% 3.46% < Bearish

Alternatives

REITs 3.29% 11.57% -8.00% < Bearish

Commodities 5.79% 14.03% -2.98% < Neutral

Managed Futures 4.20% 6.56% 1.81% < Neutral

Hedge Funds 2.45% 5.11% 6.80% < Favorable

Source: Morningstar, data as of 12/31/2020
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Valuation

 Global asset valuations remain high in cap-weighted indexes with the majority beta risk being
driven by technology stocks. Growth continues to outpace value because the market is
focused on committing capital to innovation and disruption, rather than shopping for the
best price. Our view is that markets will continue to be driven by the ebb and flow of investor
sentiment tied to the recovery from COVID-19. Market uncertainty will remain high.

Liabilities

 Liabilities have exploded on government and corporate balance sheets over the last cycle.
Household borrowing rates are not far behind. The shift now will be on balance sheet repair
and debt repayment and not on earnings growth and increased individual spending This will
place additional pressure on growth and governments to provide extra stimulus programs to
re-start the global economy.

Earnings

 Earnings growth is being led by the beneficiaries of the rapid transformation to digitization by
many industries as a result of the onset of COVID 19. On the other side of this phenomenon,
earnings are struggling as those companies have been the victim of a dramatic fall-off in
demand.

Macroeconomic

 Global economic growth and inflation have fallen and will move lower throughout the course
of the year or at least until more certainty is evident with respect to testing, tracing and
treating COVID-19. We believe the economy is in severe recession already, and at risk for a
deflationary spiral.

 Large scale labor dislocations and oncoming credit concerns suggest much additional fiscal
stimulus, not monetary, will be needed.

Technical/Sentiment

 The biggest driver of security price swings since COVID-19 has been investor psychology and
sentiment, not investment or macroeconomic fundamentals. The radical uncertainty with the
onset of the global virus pandemic has resulted in highly volatile equity and credit markets.

 In our view, recent market rallies are more likely consistent with a bear market rally as
opposed to “coming off the lows” of an extended bull run. There is very little fundamental
nor economic support for any extended rally at this time.

A quarterly update on our views of the complex risk factors in global markets 

Valuation Earnings Liabilities TechnicalMacro

Bullish Favorable Neutral Cautious BearishK e y
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Recession Relapse K – Shaped Recovery Return to New 
Normal

Robust Recovery

10% 50% 25% 15%

<   <  <  Downside  <  <  <  |   >  >  >    Upside    >  >  >  

Economy / 
Geopolitical

Markets

Focus

Probability

Our assessment of potential macro scenarios

Risks

Negative growth 
precipitated by 
extended effects of 
Pandemic

Civil unrest
Labor market strain

Negative growth 
precipitated by 
extended effects of 
Pandemic

Civil unrest
Labor market strain

Flight to quality: U.S. 
Treasuries, U.S. Dollar, 
Crypto Currencies & Gold 
benefit

Prolonged sell-off in 
risky assets

Rush to safe haven 
assets such as digital 
currency, gold and cash

Weakness in leisure & 
hospitality, commercial 
real estate.

Strength in E-
commerce/innovation

Helicopter money

Weakness in leisure & 
hospitality, commercial 
real estate.

Strength in E-
commerce/innovation

Helicopter money

Premium on asset 
diversification 

 Innovation, risk-
managed crypto & gold 
are a major diversifier  

Bifurcated market gains
Volatility dominates
Traditional markets 

remain undiversified

Gradual recovery with 
radically different labor 
market

 Inward focus 
Steady growth/low 

inflation

Gradual recovery with 
radically different labor 
market

 Inward focus 
Steady growth/low 

inflation

Focus shifts from 
sentiment driven markets 
to fundamentals  

Extended recovery puts 
focus on value, small 
cap & higher inflation

Pressure on Big Tech

Rapid deployment of 
vaccine = quicker 
recovery

 Job growth/higher 
consumption

 Infrastructure spend

Rapid deployment of 
vaccine = quicker 
recovery

 Job growth/higher 
consumption

 Infrastructure spend

Fully invested, but highly 
diversified

Negative real rates, a 
flood of new money = 
continued asset inflation

Alternative assets & 
equities prosper

Pandemic rages into spring/summer
Civil unrest, supply chain disruptions and food                
shortages

Runaway debt growth on pace to equal Japan

Higher rates of poverty and social displacement

Further job displacement – weak demand

Effective use of fiscal stimulus spurs economic growth 

Globalization returns 

Labor market returns with shift in focus and higher productivity 

Strong real economic growth and productive use of credit

Raises the wealth effect across multiple sectors
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All investments are subject to risk, including the loss of principal. For additional information about the Palladiem Investment 
Portfolios, please refer to the Disclosures at the end of this report. 
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PORTFOLIO SEGMENT / 
SEGMENT OBJECTIVE

SEGMENT
CONSTITUENTS

SEGMENT
COMMENTS

Equity  Global systematic equity beta 
exposure to investment & 
economic fundamentals

 Continued emphasis on quality &  
move away from market cap 
weighted exposure to equal 
weight

 Favor higher quality equities
 Favor higher growth regions and 

sectors with attractive valuations
 Longer-term, market driven by value, 

but in shorter-term growth and 
momentum can dominate

Low-Cost, Systematic, and  
Factor Exposure

Fixed Income
 Overweight low duration and 

high quality 
 Continued exposure to fallen 

angels
 Not a time to “reach for yield”

 Favor intermediate duration or less
 Favor quality credit over rates
 Selective, short duration high yield
 Issuer selection critical
 BBB segment is crowded

Seek to Preserve Capital,
and 

Diversify Equity Exposure

Opportunistic  Emphasis on disruptive 
innovation themes ranging from 
3D technologies to 
immunotherapies 

 5G Technology 

 Reflects Palladiem’s shorter-term 
model (value and momentum)

 Seeking participation in select themes 
with attractive return potential based 
on innovative technologies such as 3D 
printing, gene therapies, digital wallets 
and AI. 

Highest Conviction Ideas
Based on 12-24 Month
Proprietary Forecasts

Alternative  Global Macro
 Risk Managed Digital Assets
 Risk Managed Gold
 Hedged Equity
 Long/Short Credit
 Merger Arbitrage

 Low return and higher risk 
expectations for equities and bonds in 
the near future presents the challenge 
of providing uncorrelated sources of 
risk and return. 

 Focus here will be on risk mitigation 
with potential for extra return. 
Strategies that we favor in the space 
include liquid and transparent hedge 
fund replication strategies.

 We also favor exposure to risk 
managed approaches to investing gold 
and cryptocurrencies where the goal is 
to participate on the upside but only 
capture 25-30% of the downside.

Anticipated Risk Mitigation
with Alpha Opportunities

Asset Class Positioning
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The statements contained herein are based upon the opinions of Palladiem LLC (Palladiem) and the data available at the 
time of publication and are subject to change at any time without notice. This communication does not constitute 
investment advice and is for informational purposes only, is not intended to meet the objectives or suitability 
requirements of any specific individual or account, and does not provide a guarantee that the investment objective of any 
model will be met. An investor should assess his/her own investment needs based on his/her own financial circumstances 
and investment objectives. Neither the information nor any opinions expressed herein should be construed as a 
solicitation or a recommendation by Palladiem or its affiliates to buy or sell any securities or investments or hire any 
specific manager.

Palladiem prepared this Update utilizing information from a variety of sources that it believes to be reliable that may 
include, but not be limited to, custodians, mutual fund companies, investment managers, Morningstar, Bloomberg, other 
third-party service providers and in some cases as directed by the client or their representative. Palladiem takes 
reasonable care to ensure the accuracy of such information but does not warrant that it is complete, accurate or adequate 
and it should not be relied upon as such.

It is important to remember that there are risks inherent in any investment and that there is no assurance that any 
investment, asset class, style or index will provide positive performance over time. Diversification and strategic asset 
allocation do not guarantee a profit or protect against a loss in a declining markets. Past performance is not a guarantee of
future results. All investments are subject to risk, including the loss of principal. Portfolio positions referenced are subject
to change at any time, your portfolio may not reflect the information referenced.

Palladiem has sole discretion to change allocations to styles and vehicles at any time. 

Index definitions:
“U.S. Large Cap” represented by the S&P 500 Index.
“U.S. Small Cap” represented by the Russell 2000 Index.
“International” represented by the MSCI Europe, Australasia, Far East (EAFE) Net Return Index.
“Emerging” represented by the MSCI Emerging Markets Net Return Index.
“U.S. Aggregate” represented by the Bloomberg Barclays U.S. Aggregate Bond Index.
“U.S. Government” represented by the Bloomberg Barclays U.S. Government Bond Index.
“U.S. Corporate” represented by the Bloomberg Barclays U.S. Credit Bond Index.
“U.S. High Yield” represented by the Bloomberg Barclays U.S. Corporate High Yield Index.
“Non-U.S. Developed” represented by the S&P International Treasury ex U.S. Index.
“Emerging Market Debt” represented by the JP Morgan GBI-EM Global Core Index
“REITs” represented by the FTSE North American Real Estate Investment Trust (REIT) Equity REITs Index.
“Commodities” represented by the Dow Jones Commodity Index .
“Managed Futures” represented by the Credit Suisse Managed Futures Index.
“Global Macro” represented by the Credit Suisse Global Macro Index
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For more information about Palladiem, as well as its products, fees and services, please refer to Palladiem’s website, 
www.palladiem.com or call us at 888-886-4122; 610-304-6529


