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In this report, Kennedy Partners Wealth Investment Team 

offers its house view of global markets and asset allocation for 

2021. 

In this edition …

▪ The Kennedy Partners Wealth Investment Team has defined 

and identified key investment themes for 2021. We believe 

this year will present more traditional market risks, as the 

global economy transitions towards a COVID recovery with 

the availability of a vaccine. 

▪ Our high conviction equities sector plays are healthcare/ 

healthtech, renewables, fintech and commodities. 

▪ Our preferred asset class remains domestic and global 

equities with an increasing exposure towards emerging 

markets.  

▪ We retain an underweight stance on the US dollar and 

remain cautious over the near-term returns of large caps 

U.S tech.  
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The COVID-19 pandemic has caused systematic 

socioeconomic changes on a mass global scale. A one-in-

a-hundred-year pandemic weighed heavily on markets as 

investors tackled issues surrounding recessionary fears, 

election year volatility and an acceleration of climate 

change.  

2021 Outlook 

An update from Kennedy Partners Wealth’s 

Investment Team 

Hindsight is 20 20 … 

February and March saw one of the steepest equity market 

corrections (-35%) in history as fears surrounding the 

pandemic peaked. The decline was followed by an 

inversely sharp rebound as governments and central banks 

deployed record monetary and fiscal stimulus to limit the 

economic implications. 

Market volatility reached the highest-level since the global 

financial crisis (GFC) and remain elevated during US 

election, and renewed virus outbreaks/mutations. 

Portfolios with adequate diversification across a core 

quality of assets, including global equities, bond, alternative 

assets performed well through the volatility of 2020. This 

reinforces our philosophy that high quality diversified 

portfolios capture sound risk-adjusted returns and provide 

clients more enjoyable (profitable) experience through 

inevitable market volatility.

Tim Bowers 

Chief Investment Officer

In times of volatility, it is 

critical to remember we 

are not buying “markets” 

but investing in companies 

with earnings, assets and 

customers which provide 

predictable cash flows and 

value over the long term.

2021 - will we return to normality?  

As we kickstart 2021, investors are gravitating towards 

more ‘traditional’ risks following a year of nothing 

short of the unconventional.  

With over 44 million doses administered in 51 

countries thus far, ongoing fears of virus outbreaks 

and further lockdowns remain a key concern. 

Recent efficacy data from Pfizer and BioNTech have 

lifted markets with wide-scale availability of 

vaccinations by early Q2. This means an expectation of 

social mobility can be expected by Q321, with 

developing economies reaching pre-pandemic GDP 

levels.  

Source: Credit Suisse Research

Estimated vaccination capacity  
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Moderate pandemic recovery, but at what cost? 

With signs of slowing growth momentum in Q4 across 

US and Europe, the lingering concerns of whether 2020’s 

historic injection of monetary and fiscal stimulus would be 

sufficient through 2021.  Currently, world annual growth 

forecasts for 21’ and 22’ are 5.4% and 4.3% (see right). 

Several macro policies remain imperative to the recovery 

outlook: 

▪ Supportive monetary conditions (loosest in 25 years), 

with historic near-zero interest rates and elevated 

liquidity. The Reserve Bank of Australia and the US 

Federal Reserve (Fed) are signaling zero rates until 

2023.  

▪ Sustained fiscal policy via economic stimulus 

(employment support and tax cuts). The US is 

expected to deliver a further package in Q1 2021 

(Cares Act). 

▪ Corporate lending conditions: bank lending conditions 

have tightened less than GFC and the corporate bond 

market is very liquid. 

▪ Pent-up demand: high saving rations and low 

inventories. Currently there is an estimated of $1.5trn 

‘excess’ savings in the U.S.  

Source: Credit Suisse Research

How is this crisis being paid for? Inflation? 

In short, by central banks printing money. 

The Democrats’ unprecedented win in the Georgia 

Senate run-offs, have enabled congress control and 

therefore secured the Democrat’s full US$1.9trn 

stimulus plan. 

Elsewhere, the accommodative policy actions via the 

holding and purchasing of government securities (see 

right) by The Bank of England (BOE), RBA, Bank of 

Japan (BOJ) and European Central Bank (ECB), 

continue to signal a collective open-ended monetary 

accommodation policy. 

Many market commentators are sounding warning 

signs for the rapid rate of money growth, which could 

potentially indicate higher inflationary expectations 

ahead. However, unless the current broad money 

growth is sustained, the threats of higher inflation, 

certainly in 2021, seems exaggerated.

Source: Credit Suisse Research

Source: Crestone
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Big Tech Consolidates 

Large US tech companies led the equity recovery efforts in 2020, fueled by 

remote working, cloud storage, online shopping, culminating in the 

acceleration of the digital economy. However, the latest antitrust action 

against Facebook in the US; Google’s anti-competitive tactics; and the recent 

failed IPO of Ant Group all signals towards a growing mandate from 

governments against big tech. 

Digital Economy

The COVID-19 pandemic has very much accelerated consumer spending 

patterns. In 2021, this thematic should consolidate into a more structural shift, 

as online digital sales and platforms are expected to grow. Recent successful 

IPOs of Airbnb, Snowflake, DoorDash and various other fintech companies all 

solidify the increasing appetite for consumer digital solutions.  

Rise of Greentech 

The green revolution could be ‘The Next Big Thing’, as industries such as 

transport and power generation embark on a transformative journey. As 

major countries around the world make long-term carbon neutral pledges, 

this should directly benefit renewable energy, electric vehicles/lithium 

miners/battery producers and hydrogen/biofuels producers. 

5G? 

A recent study conducted by IHS Markit revealed that about US$13.2trn of 

economic value can be generated by 5G application by 2035.  Just like 4G 

disrupted the smartphone industry, streaming services and social media 

platforms; 5G is expected to boost latency, autonomous driving, tele-surgery, 

Internet of Things, artificial intelligence and computational processing power.  

A Pause in Tensions?

A greater co-operation of global relations is expected, with Biden’s approach 

to leadership expected to be consensual, cross-party and multilateral. Major 

surveys have downplayed the likelihood of further decoupling between US 

and China under the Biden administration. Areas such as energy, 

environment, global governance and international trade are expected to 

recover. 

Life after vaccines 

Beyond the vaccines, global megatrends such as ageing population and an 

increasing demand for elderly healthcare, gives the sector attractive potential 

for further up-lift in 2021. COVID-19 have also accelerated the broader 

adoption of tele-health with remote digital patient consultations and 

diagnostic at the forefront for disruption. At the same time, areas such as 

wearable devices, robotic procedures and employer-sponsored health 

insurance are ready for further growth. 

Key Mega Trends to watch for in 2021  
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Outlook for global equities in 2021 

How high can it go?  

Despite a turbulent 2020, overall global equities performance remained strong, demonstrating resounding 

resilience amid renewing COVID-19 concerns around the world. In 2021, many equity strategists are 

forecasting mid double-digit return for equities by year-end, with Credit Suisse and Goldman Sachs targeting 

15% and 16% respectively. 

Whilst the current equities rally might be a of cause 

for concern for investors as furthering the theme  

away from ‘fundamentals’, many research houses 

argue that as long as key policies remain 

supportive, then equities will continue to be 

attractive in 2021. 

The valuation support for equities is driven by its 

relative attractiveness – often described as the 

Equity Risk Premium (ERP). Which is the concept of 

‘excess returns’ earned by investors when they 

invest in the stock market over ‘risk-free’ rate (10-

year government treasuries), to compensate for the 

taking on higher risks in the equities market.  

The ERP gives a much more realistic assessment of 

valuation than P/E (Price Earnings), if real treasuries 

yields are below the terminal real growth rate 

(<1%). 

Currently Credit Suisse concluded the current ERP is 

7.4%, with base case scenario 5%. This ultimately 

implies a fair value of ≈ 4400 on the S&P 500 (even 

if 10-year treasuries rise to 1.3%).

Another bullish case for equities is that it has been 

traditionally viewed as an inflation hedge asset 

class.

Inflation is seen as supportive for equity valuations as 

company revenues and earnings would rise with 

inflation over the long term. Therefore, certainly in 

multi-asset class portfolios, equities provide 

adequate insulation from inflation. This is one of the 

key factors why we remain overweight equities for 

investors given the current economic climate. 

It is worth noting, that in Credit Suisse’s view, 

equities will be an inflation hedge, only until inflation 

rises to +3%. Above 3%, will systemically distort price 

earnings and future cashflows of companies (see 

below).  

Source: Credit Suisse Research

Source: Schroders, Bloomberg
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So, what about bottom-up fundamentals? Is there any value left?  

Unfortunately, the search for ‘value’ in current equity markets, via traditional valuation metrics have 

completely dislocated. This is especially the case for the US equity markets, where current valuation metrics 

indicate towards the most expensive market in history apart from the Dotcom bubble. The ensuing 

ramifications of a slowdown are significant, given almost 60% of the global stock market (MSCI All Country 

World Index) are exposed to the US. 

Hence, we see opportunity elsewhere in Emerging Markets. Particularly Asia (see above), which is less 

expensive on a relative basis (forward P/E). UBS analysts have forecasted a 9.4% annual return for emerging 

markets supported by lower initial valuations, favorable demographic profile and the ability to capture greater 

productivity gains post COVID-19. This view is also shared by Credit Suisse, who see China benefiting from 

the excess in liquidity and a war-chest of domestic savings as beneficial for domestic financial assets and real 

asset prices. 

Risks to the equity outlook include a divisive fiscal

stance on stimulus and further lockdowns, 

induced by a delay in vaccine rollouts. 

In addition, a greater attention toward credit 

market movements should be emphasized since 

direction of credit spreads (difference in yield 

between two bonds of similar maturity but 

different credit quality) and equity return have 

strong correlation. Therefore, the narrowing or 

widening of credit spreads can be a leading 

indicator in the overall short-term equity market 

trends. 

The chart on the right highlights the widening of 

current credit spreads which are still elevated 

above historical average. This ultimately signals 

towards greater stresses for corporate borrowers 

to service their debt and the ensuing need for 

further policy support. 

Source: Crestone, Bloomberg

Global Equity Valuations 

Source: Goldman Sachs Asset Management 

The spread between equity returns and bond yields remain 

elevated 
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Outlook for domestic equities in 2021

There’s no place like home 
We remain overweight on domestic equities, as we see continual support by a coordinated fiscal and 

monetary policy. 

The last quarter of 2020 (+13.8%) saw a strong rotation into value stocks (materials, energy and financials), 

following the initial COVID-19 sell off in March. The rally in iron ore prices in December 2020 have 

benefited the materials (+8.77%) sector immensely. Financials also saw an uptick in November following 

easing concerns regarding political and regulatory risks for the sector. 

Our domestic model portfolio is well positioned to capture cyclical upside in 2021 (see Appendix), whilst 

remaining selective in structural growth sectors such as IT and consumer discretionary as valuations and 

core earnings are dislocated and have reached ‘speculative’ status. (Dec 2020 Report Appendix 1)

We believe sectors such as healthcare, industrials and technology will continue to reap the benefits of a 

post-COVID economy, however the primary caveat is still dependent on a successful vaccine. Resources 

and materials are set to materially benefit from the possibility of higher inflation with the sector generally 

having conservative levels of gearing. 

Australia has navigated the COVID-19 crisis with great success thus far and many market commentators 

are confident that the Australian economy will come out of the downturn better. Businesses most 

significantly exposed to COVID-19 have almost all but recovered to pre COVID-19 level. However, the 

structural impact of a prolonged recovery in the travel sector remains contentious, as businesses seek to 

recoup lost profit share and turnover.   

Areas such as real estate investment trusts (REITS) are expected to continue to suffer headwinds, following 

the adoption of remote working and online shopping, which has led to rent freezes and lower occupancy 

rates. 
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Outlook for domestic fixed income in 2021

Globally, the hunt of yield continues, with negative-yielding debt totaling to almost $18 trillion in 2020. 

Investors should also expect further headwind in the year ahead in a suppressed interest rate 

environment. A recent Bank of America study showed that 70% of global fixed income securities were 

yielding less than 1% and 90% less than 2%. On a real return basis (yield minus inflation), this means only 

10% of the aggregate investible fixed income universe is generating real returns. 

Domestically, in November 2020, the Reserve Bank of Australia (RBA) began expanding their balance 

sheet through the purchasing of Australian Government securities. The program outlined a $100 billion 

purchasing program over a six-month period, with weekly purchases of around $5 billion. Such 

accommodative measures by the RBA targeting yield curve levels, will imply low rates for the next several 

years. 

c

2020 YTD Domestic Fixed Returns  

Source: BondAdviser, Bloomberg  

T

8

The end of 2020 saw a flurry of hybrid 

issuances by financials, where prices have 

returned to pre-COVID levels (see right).  

▪ We remain overweight on hybrid 

securities, for their diversification 

purposes in income protection. 

Furthermore, recent regulatory 

amendments made by ARPA in the 

calculation of CET1 l (Common Equity Tier 

1) capital should see additional risk 

reduction in the conversion of bank 

hybrids. 

▪ Although the RBA cash rate and 90-day 

BBSW (bank bill swap rate) fell, meant 

income return from floating rate 

securities has fallen also, they have 

experienced strong capital gains and the 

margins paid over the benchmark 

remains attractive. We continue allocating 

towards floating rate and hybrid bonds to 

provide exposure linked to any upside 

interest rate movements.

▪ With US$350 billion issued in 2020, the 

rise of ‘green bonds’ is expected to 

continue in 2021. Gaining meaningful 

exposure, a challenge with most 2020 

issuances were oversubscribed with 

institutional investors allocating a portion 

to their portfolio to satisfy their ESG 

mandates. 

Source: JP Morgan  

Green bond issuance by issuer type (USD billions) 
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Outlook for alternative investments in 2021

There is still room for an alternative… 

The current reflationary backdrop should support inflation-linked “real assets” (such as core infrastructure 

and agriculture); therefore, we remain positive on the role of non-traditional income strategies in optimizing 

an investment portfolio. Furthermore, private markets such as PE (private equity) and VC (venture capital) 

have demonstrated greater resilience during COVID-19 volatility, therefore we are confident in allocating a 

medium-long term position for client portfolios. Kennedy Partners Wealth partner with best in breed 

Alternative Asset Managers – manager a selection a key driver of outcome in the Alternate Asset Class.

JP Morgan's strategists believe core real assets, especially those susceptible to transformation, will continue to 

thrive in 2021. In the current accommodative interest rate environment, real assets provide investors a hedging 

solution to the risk of higher inflation.  

Alternative Manager Selection Key! Dispersion of Manager Returns per Asset Class (10-year window) 

Source: JP Morgan  

We retain overweighting on agriculture, due to continuing 

institutional investor demand. As farmland and livestock 

markets are historically uncorrelated from traditional markets, 

this demonstrates price and demand inelasticity due to their 

fundamental necessity to society. Many market 

commentators expect broad agricultural prices to trend 

sideways in 2021, however renewal impacts of supply chain 

issues will likely cause upward pressures on price. 

Private equity and venture capital are well-suited to capture 

secular, non-economically sensitive trends, before they are 

listed on public markets. Moreover, investors may be able to 

capture the “complexity premium”, which can be discovered 

in harder-to-access segments. This segment will continue to 

benefit from the combination of excess dry powder available 

with access to debt facilities, which should generate 

significant value creation in the long run. 
Source: JP Morgan  

Private equity dry powder (Billions USD) 
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Cash and liquidity  
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Private Equity PE 

Hedge Fund HF

Venture Capital VC   

Agriculture 

Tactical asset allocations 

Equities  

Fixed Income 

Alternatives 

What we are positive on What we are cautious on

• Remain positive on equity allocations

• Increase exposure to EM and 

domestic 

• Floating rate Corporate Bond & bank 

hybrids (low duration strategies)

• Green bonds

• Sector specific PE and VC 

• Exposure to agriculture  

• Lower exposure to ‘growth’ US 

equities. 

• Expensive domestic ‘COVID-19’ 

companies 

• High-Grade Fixed & Low Margin 

bonds 

• Fixed-long duration bonds

• Unlisted REIT products 
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Asset allocation themes

The global roll-out of COVID-19 vaccines 

have temporarily reduced short-term risk 

outlook. Given the accommodative monetary 

policies by central banks, this reinforces our 

preference for risk on assets (equities), 

relative to fixed income. However, we believe 

volatility will be lingering and will adopt a 

pragmatic strategy to capture adequate risk-

adjusted returns. 

Overweight domestic equities: Australia’s 

strong COVID-19 recovery and positive fiscal 

and monetary support, will continue to 

support domestic equities. 

Underweight U.S growth equities: US short-

term outlook remains weak given the 

devaluation of the dollar and higher 

valuation multiples. 

Overweight emerging market equities: 

Seeking to increase exposure to emerging 

market equities, specifically to China and HK 

listed equities. 

Structural thematics  

Aim to utilize dynamic allocation towards 

structural specific sectors (“Key Megatrends” 

page 4). We are also monitoring the 

megatrends trends from a tangible value-add 

standpoint and will engage industry 

professionals and research to support our high 

conviction picks. 
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Kennedy Partners Australian Equity Balanced Portfolio

MONTHLY PORTFOLIO REPORT DECEMBER 2020

PORTFOLIO OBJECTIVE
The portfolio is designed to provide balanced exposure to the Australian market (ASX200). The portfolio has a long-

term investment focus, giving exposure to the key sectors and companies listed on the Australian stock market. The 

portfolio is constructed to invest in companies that will provide earnings growth and stable dividends.

1 Mth 3 Mths 6 Mths 1 Year pa 2 Years pa 3 Years pa 4 Years pa

Portfolio Return 0.4% 11.9% 14.8% 6.0% 14.8% 8.7% 10.5%

ASX 200 Accum Index 1.2% 13.7% 13.2% 1.4% 11.8% 6.7% 8.0%

Excess Return -0.8% -1.8% +1.6% +4.6% +3.0% +2.0% +2.5%

EPS Growth 21.4%

PE Multiple 49.2

Dividend Yield 2.9%

Franking 49%

Gross Div Yield 3.8%

PEFORMANCE to 31st December 2020
*Inception 19 Sept 2016

Key Metrics – FY21 Exp

BHP GROUP

JAMES HARDIE 

INDUSTRIES

GOODMAN GROUP

CSL LTD

MACQUARIE GROUP

RESMED INC

RIO TINTO LTD

COMMONWEALTH BANK

XERO LTD

RAMSAY HEALTH CARE

Top 10 HoldingsPerformance Since Inception

Sector Exposure

*Inception 19 Sept 2016

Growth of AUD $100,000
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Kennedy Partners International Equity Portfolio

MONTHLY PORTFOLIO REPORT DECEMBER 2020

PORTFOLIO OBJECTIVE
The portfolio is designed to provide exposure to global equity markets. The portfolio has a long-term 

investment focus, selecting companies with strong earnings growth and exposure to positive global themes. 

Constructed with emphasis on companies in sectors and industries that are not well represented on the 

Australian stock market.

1 Mth 3 Mths 6 Mths 1 Year pa 2 Years pa 3 Years pa 4 years pa

Portfolio Return 2.9% 9.2% 21.3% 27.1% 33.6% 20.8% 23.5%

MSCI Global Acc Index 4.2% 13.9% 23.0% 15.9% 21.6% 10.5% 13.4%

Excess Return -1.3% -4.7% -2.3% +11.2% +12.0% +10.3% +10.1%

PEFORMANCE to 31st December 2020

Key Metrics – CY20 Exp

EPS Growth 21.4%

PE Multiple 49.2

Dividend Yield 2.9%

Franking 49%

Gross Div Yield 3.8%

Sector Exposure  

Performance Since Inception

Growth of AUD $100,000
AMAZON.COM INC

MICROSOFT CORP

GLOBAL PAYMENTS INC 

ALIBABA GROUP ADR

ALPHABET INC

ASML HOLDINGS

LVMH MOET HENNESSY 

LOUIS VU

SALESFORCE.COM INC

INTERNATIONAL 

EXCHANGE

SPLUNK INC

Top 10 Holdings
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*Inception 1 Sept 2016


