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The year 2019 achieved its highest returns for equities and fixed income jointly since the late 1990’s. Equities closed out one of the 

best performance decades on record, but last year’s appreciation was driven by P/E expansion rather than an improvement in corporate 

earnings. Earnings are projected to end up flat in the U.S. and Europe, negative for the UK, Asia and Japan for 2020. The dramatic global 

equity market correction in December 2018 provided a cheap base to rally from, and was further helped by policy easing from the  

central banks and hopes for growth stabilization.  

              

Economists expect an improvement in global growth next year driven by continued job and wage growth, robust consumer spending 

and an anticipated rebound in business sentiment and spending as geo-political risks recede. The joint announcement of the Phase One 

trade deal points to détente for the U.S. and China through the U.S. election, imminent approval of the USMCA, and the Conservative 

Party landslide in the UK bringing greater clarity to Brexit represent positive steps towards improved growth.

The reflation trade we expect in 2020 should not be hampered as previously seen over the past several decades, as the U.S. Fed has 

a very high bar to reach before considering any rate hike. The Fed will be data dependent regarding any further rate action, as it will 

monitor incoming economic data as it “assesses the appropriate path” of interest rates. There are expectations for a stabilization of 

growth in China, and for Non-U.S. regions to close the growth differential with the U.S.  

Projections for earnings growth range from 8.0% in Europe to 13.0% for the Emerging Markets. Earnings for Europe and Japan are

rebounding from a negative showing of -1.0% and -4.9% respectively. Return expectations in 2020 for global equities will be lower 

than the stellar showing of 2019, roughly in the range of 7.0% to 12.0%. After the spectacular returns seen this year, the global equity 

markets are trading at reasonable forward multiples, Emerging Markets (12.3) Euro-zone (13.8) Japan (14.3) and the U.S. (18.0).

From a style perspective, we see tactical opportunities in cyclicals and value, though we wait for greater confirmation from a  

sentiment and capital flow standpoint before seeing a true rotation from growth. The overall environment of low interest rates  

and inflation, moderate growth and low bond yields favors high quality growth companies. The normalization of global growth has  

Clearbrook favoring EM, Japan and the U.S., with a benchmark weighting to the Euro-zone.

In Alternatives, we see central bank policy, future trade issues and the synchronized stabilization of global growth affecting global    

markets by prompting periods of calm and volatility. In Hedge funds, we prefer strategies with a neutral market bias and the ability to

generate positive carry. In commodities, we can see a rebound in industry and precious metals. With private equity, infrastructure and 

real estate as core and defensive assets fairly valued to expensive, we prefer investments involved in transformative trends (disruptive 

technology) and assets where the investment manager can actively enhance valuations.

Strategic Overview for 2020

Outsized Asset Returns supported by central bank stimulus will need economic and earnings growth  
in 2020
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The global economy should see a recovery in growth fostered by stabilization in China, which in turn improves the  
prospects for the Emerging Markets, a pick-up in Europe and fading of the outperformance and now convergence of 
steady growth in the U.S.

Global growth will have the tail wind of accommodative monetary and fiscal policy. In 2019, ninety-eight central banks 
have lowered interest rates sixty-nine times by an aggregate of 6701 basis points according to the Global Interest Rate 
Monitor published by the Central Bank News. This should encourage capital and infrastructure spending and the effects 
on FX will be a key determinant in policy decisions.

An assessment of global trade will entail the assessment of how trade negotiations and agreements will impact  
specific regions and countries. After coming to a verbal agreement on a Phase One deal between the U.S. and China, 
what will the impact be on global trade in 2020, as we expect that further negotiations will occur after the November 
2020 Presidential election. Further resolution of trade issues between the U.S., Europe, UK and China would be benefi-
cial, particularly to Emerging Market countries.

The U.S. Consumer was a significant driver to global growth in 2019, powered by the lowest UE rate since 1969 and 
improved wage growth across supervisory and non-supervisory positions. Will the consumer be aided in 2020 by im-
provements in Cap-Ex, industrial production and a revival in the real estate sector spurred on by lower interest rates?

Synchronized global growth stabilization and the potential for re-acceleration
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ECB Forecast for GDP Growth and Inflation        

Source: Haver Analytics, IMF Source: Oxford Economics, Haver Analytics

Consumer Spending Driving GDP Growth Solo     

Consumer spending contribution to GDP  
growth as a share of positive drivers

Data sources: Clearbrook Research, J.P. Morgan Emerging Markets Outlook and Strategy, J.P. Morgan Global Data Watch, Capital Economics – Emerging Markets Economics 



Economic forecast for U.S. GDP, the consensus is for 1.8%. The primary driver will be the U.S. consumer as the U.S. 
unemployment rate hit 3.5%, the lowest level since 1969 and year over year wage growth is a healthy 3.1%.  

A potential tailwind to U.S. economic growth will be the residential housing sector, which has been supported by a 
drop in 30 year mortgage rates which peaked out in October 2019 at about 5.0% and has fallen to an average rate of 
3.99%. The NAHB homebuilder optimism index has hit a multi-year high, prospective home buyer traffic is strong and 
residential construction is robust. 

Improvement has been seen in the moribund sector of U.S. Industrial Production. Production has picked up due to 
resolution of the United Auto Workers strike, and projected improvement should come from the revival of global trade 
and increase in Cap-Ex and infrastructure spending. 

U.S. Economic growth remains stable supported by the consumer and improvements in  
Cap-Ex and Housing
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Consumer Confidence in the Economy Continues to Strengthen

Source: Fannie Mae. Trademarks of Fannie Mae

Additional data sources: Clearbrook Research, J.P. Morgan Emerging Markets Outlook and Strategy, J.P. Morgan Global Data Watch, Capital Economics – Emerging Markets Economics 

NAHB Home Builder Optimism

Source: The Daily Shot



Euro-zone GDP growth for 2020 is projected to slow to 1.1%. (See chart below.) This is due to the continued  
weakness in industrial production out of Italy and auto production out of Germany. We are seeing an increase in M1 
due to monetary stimulus from the ECB, and any semblance of fiscal stimulus along with resolutions to “Brexit” and 
the U.S./China trade negotiations should lead to a rebound in growth 2021.

Economic data improved during Q4 2019 as the regions industrial production actually improved ex-Germany, with 
growth seen in new orders and inventory components. In addition, German exports surprised on the upside which 
should provide support for GDP growth.  

Expectations are for an increase in consumer and government spending through 2021. Private consumption growth 
improved in 2019 to 1.5%, due to a stabilizing savings rate and solid real income growth. Positive wage growth, 
accommodative monetary and fiscal policies, and low unemployment will carry through 2021.

Euro-zone growth will slow before recovering in 2021 
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Euro-zone Industrial Production

Source: Eurostat, J.P. Morgan
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However, we noted that the Euro area figures are heavily af-
fected by German’s dismal performance (tracking 8% below 
3Q19 in October), which partly reflects puzzling weakness in 
car production. In fact, according to our calculations, IP in the 
rest of the region (i.e., ex Germany) rose 0.1%m/m in October 
and is tracking a solid 2.4% ar increase over 3Q19 (Figure 1). 

It is not clear what to make of the IP data. On the one hand, 
the huge slump in Germany dragged down our 4Q19 now-
caster straight to 0%q/q ar, signaling major downside risk to 
our 1% GDP growth forecast. On the other hand, at this stage 
in the quarter (with very few official data releases) we tend to 
attach more weight to the signal from the PMI, which is still 
at 0.9%. Furthermore, while the manufacturing PMI output 
index still points to a contraction in IP, it has recovered from 
its September trough (Figure 2) and the details of the survey 
are starting to look stronger, especially the forward-looking 
new orders/inventory components, which tend to anticipate 
turns in production (Figure 3). 

We acknowledge the rising downside risk versus our Euro 
area GDP forecast but we continue to expect some improve-
ment in Germany over the current quarter (and possibly some 
upward revisions to previous releases), given that the German 
October IP data seem at odds with other indicators.

More puzzling German data

The German IP slump is at odds with the stability in factory 
sales in October, creating an even bigger gap between what 
companies are producing and what they are selling (Figure 4). 
The inventory correction that this points to now has been go-
ing on for a long time and seems to be intensifying, which is 
not easy to make sense of. Similarly, car production in the IP 
report is falling far short of the VDA data. The latter simply 
count the number of cars that are rolling off the production 
line and do not tend to get revised much. There is also a huge 
gap between the very weak production of cars and the more 
stable factory sales and factory orders of cars.

One bright spot in German data comes from net trade. Ger-
man exports of goods rose a strong 1.2%m/m in October after 
a 1.5%m/m gain in September. This left October exports 8% 
annualized above the 3Q average. In volume terms, the in-
creases were almost identically strong. In addition, nominal 
imports were flat in October, which left them up 2.9% annual-
ized on 3Q19 in volume terms. Overall, the October levels of 
exports and imports imply a large over-2%-pts annualized net 
trade contribution to growth in 4Q19, but these details also 
seem hard to square with reported IP. 

Taking into account both IP and net trade, our German GDP 
growth tracker for 4Q19 is still in negative territory, but the 
strength of exports makes IP seem strangely weak at the start of 4Q.
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Euro area  
 Lagarde debuted by giving priority to a large-scale re-

view, although dovish bias under Draghi seems lost

 Euro area IP weak at the beginning of 4Q19, largely on 
account of another slump in Germany 

 IP was solid in the rest of the region, while German data 
remain very puzzling 

 Euro area GDP nowcaster for 4Q19 dragged down to 
0% growth, while PMI signals 0.9% annualized 

This week Christine Lagarde debuted at her first press confer-
ence as ECB president. The event was much awaited but ar-
guably not very informative of ECB thinking on monetary 
policy in the post-Draghi era. 

On the data front, industrial production was weak at the start 
of 4Q19, posing downside risk to GDP growth. Another over-
sized drop in Germany heavily affected the data, while the 
rest of the region delivered solid outturns. The German data 
remain puzzling and hard to interpret. Next week the compo-
site PMI for December will be an important marker of Euro 
area momentum at year-end. 

The ECB: New beginning, big review, same 
old inflation miss 

At her first press conference as ECB president, Lagarde 
seemed to suggest she is approaching her new role with an 
open mind rather than with a clear view of where she sees the 
ECB’s direction of travel in the near term. In our view, the 
strategy review is providing a convenient opportunity to avoid 
taking clear positions at this point. As a result, the persistent 
inflation undershoot is largely being ignored, reinforcing the 
sense that the ECB is firmly on hold for now. In addition, 
Lagarde’s clear intention to restore greater harmony on the 
Governing Council effectively implies a hawkish shift overall. 

Lagarde said that the strategic review would begin in January 
and would likely take until the end of 2020, which is longer 
than seemed likely a few weeks ago. The exact details of the 
process have not yet been finalized, but she said that the re-
view would leave “no stone unturned” and would consult 
widely (academics, parliamentarians, civil society representa-
tives). It will reassess all policy tools for their effectiveness 
and side-effects, and include topics such as climate change 
and economic inequality. Lagarde did still have in sight the 
ECB’s main objective of price stability, but the dovish focus 
that Draghi had tried to give the review seems to have been 
lost. Draghi tried to frame the review in terms of the ECB’s 
journey from a new central bank to a mature one. He argued 
that the central bank has already successfully established its 

credentials at fighting against high inflation and deflation, but 
still needed to work on the intermediate case of persistently 
low inflation. In this context, he even hinted at a possible 
make-up strategy. By contrast, Lagarde’s view of the review’s 
final outcome is still unclear. 

On a few occasions, Lagarde did give some insight into her 
thinking, but this does not yet allow a full picture to emerge. 
She said that her “hunch” was that the region still has an out-
put gap. She said that core inflation of 1.6%oya in 2022 is not 
in line with the current target, even if the direction of travel is 
“good.” She said that negative interest rates are still having a 
positive effect overall as credit growth is positive. She refused 
to indicate a preference for one tool over another (e.g., rates 
over QE) and took Lane’s position that they all complement 
each other as a package. 

Finally, in terms of the opening policy statement and the new 
staff forecast, the changes were very minor. The opening poli-
cy statement noted that there were hints of improvement on 
growth and on underlying inflation. But, the latter was seen as 
in line with prior expectations and therefore the forecasts were 
barely revised. Hence, core inflation is expected to rise from 
1.0%oya in 2019 to 1.3% in 2020, 1.4% in 2021 and 1.6% in 
2022. Lagarde said that the end-point in 4Q22 is at 1.7%, but
even that is below target. Hence, the challenge of low infla-
tion remains. 

Table 1: ECB staff forecast for growth and inflation
%oya

GDP Core HICP

2019 2020 2021 2022 2019 2020 2021 2022

Dec 17 1.9 1.7 - - 1.5 1.8 - -

Mar 18 1.9 1.7 - - 1.5 1.8 - -

Jun 18 1.9 1.7 - - 1.6 1.9 - -

Sep 18 1.8 1.7 - - 1.5 1.8 - -

Dec 18 1.7 1.7 1.5 - 1.4 1.6 1.8 -

Mar 19 1.1 1.6 1.5 - 1.2 1.4 1.6 -

Jun 19 1.2 1.4 1.4 - 1.1 1.4 1.6 -

Sep 19 1.1 1.2 1.4 - 1.1 1.2 1.5 -

Dec 19 1.2 1.1 1.4 1.4 1.0 1.3 1.4 1.6

Source: ECB, J.P. Morgan  

Euro area IP off to a weak start in 4Q19

Euro area IP ex. construction fell 0.5%m/m in October, and so 
did manufacturing IP. This outcome was in line with our ex-
pectations after the earlier national releases in the larger coun-
tries. As a result of the October print, euro area IP got off to a 
weak start in 4Q19, tracking 1.5% ar below 3Q19 (manufac-
turing is mildly stronger at -1.1%). And, this further weakness 
comes after two running quarters of near-3% ar drops, sug-
gesting that the slump in industrial production is still ongoing. 

This document is being provided for the exclusive use of Patrick Staudt at CLEARBROOK - US.



Economic growth in the region should be helped by a stabilization of growth in China, which is projected at 6.0%  
for 2020 versus 6.1% in 2019. Some “green shoots” are beginning to show as seen in the Citigroup China Economic 
Surprise Index, with recent uptrends in the Caixin manufacturing and Services PMI, stabilization in imports/exports 
and corporate profits. Growth though does remain vulnerable to still tight monetary conditions.  

China at its annual Central Economic Work Conference (CEWC) set out policies for 2020, focusing on improvements 
to support social welfare and stability. Expectations are for the government to provide fiscal stimulus in the form of 
infrastructure and consumption spending, and for the PBOC to possibly cut the RRR rate. 

For Japan, economic growth is estimated to fall from 0.9% this year to 0.0% in 2020, as growth will slow due to the 
effects of the increased in consumption that took place in Q3 ahead of the rise in the consumption tax from 8.0% to 
10%. Japan is also hampered by a tight labor market and waning private sector demand.

A revival in growth is projected for the second half of 2020 as the government has implemented a ¥13.2 trillion 
($120 billion) fiscal stimulus package to offset the increase in consumption tax and negative effects caused by  
typhoons. The current conditions and direct investment survey bounced off eight year lows seen in October, which 
supports the recent improvements in business and consumer sentiment.   

Asia growth seeks to find a base as monetary and fiscal stimulus offset economic headwinds
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Citigroup China Economic Surprise Index
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China Services PMI

Source: WorldEconomic.com Source: CAO, J.P. Morgan

Japan Economic Current Conditions and DI
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On the other hand, including foreign and public orders, total 
orders increased 5.2% in October after an 18.7% plummet in 
September as public orders leaped 40.8% after September’s
45.2% plunge reflecting a drop in orders from the Ministry of 
Defense. Public orders have been very choppy, but its trend 
rose in line with the lagged increase in public spending from 
the supplementary budget passed last year. Foreign orders 
also continued recovering gradually from the 1H plunge, ris-
ing 2.9% in October.

Tankan didn’t support BoJ easing

The December BoJ Tankan survey, the BoJ’s key survey as-
sessing economic and price developments, indicated that cur-
rent growth conditions deteriorated further. However, the de-
terioration centered on manufacturers without spreading to 
other sectors, and spending plans remained firm even for 
manufacturers. The current business conditions DI declined 
5pts for both large manufacturers, to 0, the lowest since 1Q13, 
and for small manufacturers, to -9 (Figure 2). Meanwhile, 
large nonmanufacturers’ current conditions DI fell only 1pt to 
20, and small nonmanufacturers’ index declined 3pts to 7. 
The decline in the manufacturing DI likely reflects the global 
slowdown and supply-chain disruptions caused by the severe 
typhoons. Meanwhile, despite anemic sales and profit plans, 
large firms revised up capex plans for FY2019 to 6.8% 
growth from 6.6% in September, as downward revisions to 
manufacturers’ capex plans were more than fully offset by 
upward revisions to nonmanufacturers’ plans. As demand for 
investment to offset labor shortages appears to remain firm, 
we think the current economic slowdown likely will not damp 
firms’ spending in 1Q20.

We think that overall the Tankan survey didn’t weaken
enough for the BoJ to ease at next week’s monetary policy 
meeting, especially given that the BoJ likely will take into 
account the impact of the economic package.

Small-firm sentiment recovered

In the November Economy Watchers’ survey (a business sen-
timent survey of small firms sensitive to economic conditions), 
the current conditions DI jumped 2.7pts to 39.4 after Octo-
ber’s 10pt dive (Figure 3). Sentiment remained weak, but re-
bounded from October’s eight-year low, which reflected the 
October 1 consumption tax rate hike and the severe typhoons. 
In the details, the household-related DI jumped 4.6pts, reflect-
ing a gradual increase in retail sales, especially at department 
stores and restaurants. But the corporate-related DI fell a fur-
ther 1.8pts. 

According to the commentary, anemic external demand and 
supply chain disruptions due to the typhoons continued to 
drag on business sentiment, especially in manufacturing sec-
tors such as general machinery and electric machinery. Also, 
the employment-related DI dropped a further 0.6pt in No-
vember, signaling an easing in labor market conditions due to 
the weakening in business activity. However, the outlook DI 
for the next two to three months was more positive; marking 
its second consecutive monthly rise with a 2pts increase to 
45.7. The index recovered to its highest level since June main-
ly due to the continued improvement in the household-related 
DI (by 2.9pts), suggesting economic momentum for small 
firms is bottoming, in line with the improvement in business 
and consumer sentiment in other surveys.
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Emerging Market growth is projected to increase to 4.4% from 3.9% estimated for 2019. The rebound is expected to 
be supported by the positive forward effects of monetary easing in 2019, fiscal stimulus in EM Asia and improvement 
in business sentiment prompted by the announcement of the U.S./China Phase One trade deal.  

Central banks in the Emerging Markets will continue to lower interest rates, taking advantage of the rate cuts enacted 
by developed market countries and low rates of inflation. In addition, expectations are for EM countries with stronger 
financials such as low levels of public debt and primary surpluses to further loosen fiscal policy. Countries such as 
Russia, Taiwan and South Korea are in such a position.

Emerging Market exports fell approximately 1.5% in 2019 (see chart below) due to the negative effects from the 
U.S./China tariff war, lower commodity prices and decline in Asian electronic exports. Exports are expected to recover 
due to an unwinding of trade uncertainty, improved economic growth and a commensurate rise in the price of growth 
sensitive commodities such as oil and copper.

Emerging Market growth increases due to monetary stimulus and improvements in  
business sentiment

E m e r g i n g  M a r k e t s
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Emerging Asia Exports (USD year over year)

Source: Bloomberg, Capital Economics

EM Countries Continue to Lower Interest Rates

Source: J.P. Morgan
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lowered by much more than most anticipate in the 

Czech Republic. 

Elsewhere, though, we think that investors’ 

expectations for rates are too dovish in South Africa 

and Mexico, despite chronically weak growth in 

both countries. In the former, we don’t expect any 

rate cuts (whereas investors do). In the latter, we 

expect fewer cuts than are being priced into markets. 

Market expectations for interest rates in India also 

appear too dovish to us. The economy should be 

growing at over 6% by the end of 2020 which will 

push up core inflation. This will put pressure on the 

central bank to act. We are firmly non-consensus in 

expecting the RBI to hike interest rates within the 

next few quarters, possibly before the end of 2020. 

By contrast, financial markets expect interest rates to 

stay on hold for the next two years. 

Finally, with inflation set to rise and the currency 

likely to come under pressure, we think that Turkey’s 

central bank will have to reverse course and hike 

rates. Investors are discounting further rate cuts. (See 

Chart 5.) 

Chart 5: CE Forecast For Policy Rate In 12 Months’ 
Time Less Rate Implied By Swap Markets (bp) 

 
Sources: Bloomberg, Capital Economics 

4. EM exports to return to growth  
We were right to forecast a slump in EM exports this 

year, and we think that they will return to growth in 

2020. 

We estimate that the dollar value of EM exports fell 

by 1.5% over 2019 as a whole – the worst 

performance since 2016. While the trade war, and 

weakness in key economies have taken the 

headlines, the main drags on EM trade actually came 

from commodity prices and shocks to Asian 

electronics exports.  

Both of these are likely to unwind next year. We 

expect prices of major commodities, including oil 

and copper, to edge up over 2020. And it would only 

need the level of Asian exports to remain stable, as 

they have been since early 2019, for the headline y/y 

growth rate to soon take a step higher. (See Chart 6.) 

The latter shift could boost overall EM export growth 

by around 1%-pt.  

Chart 6: Emerging Asia Exports                                                
(US$, % y/y, seasonally-adjusted.) 

 
Sources: Bloomberg, Capital Economics 

However, it’s important to stress than a lot of the 

improvement in EM export growth will be the result 

of arithmetic effects rather than a pick-up in 

underlying demand. Indeed, with the recovery in 

global growth likely to be slow, external demand will 

stay subdued next year. All told, we expect that EM 

exports to grow by around 1-2% next year, which 

would be much weaker than the double-digit rates of 

growth achieved during 2017-18. 

5. Emerging Asian equities to underperform 

We expect returns to emerging market equities in 

2020 to fall well short of those in 2019. And, after 

outperforming peers in Latin America and EMEA for 

much of the past decade, we think that equities in 

China, Taiwan and South Korea – which account for 

some 80% of the MSCI EM Asia – will underperform. 

This is for three reasons. 

First, in contrast to most other EMs, we expect growth 

in China’s economy to weaken next year (see our first 

key call).  

Second, although a “Phase One” trade deal has been 

agreed, we don’t think that this marks the end of the 
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Global economies should see a revival of growth in 2020, muted by historical standards and subject to uneven growth 
across regions. The U.S. economy should be able to sustain growth through loose Fed policy and healthy consumer 
consumption, while we expect sub-par growth in Europe and a moderate slowing the China. This outlook can be  
affected by any positive or negative turns in the global trade negotiations.  

The stellar returns from global equities in 2019 essentially recovered all of the losses and more seen in 2018. Global 
equities in 2018 dropped due to geo-political uncertainty, despite in many cases, record corporate earnings. In 2019, 
global equities rose to record highs despite flat to negative earnings due to loosening monetary and fiscal policy. We 
will need earnings growth to push equity prices higher, as opposed to the P/E expansion seen this year.  

The U.S. Presidential election will be a potential inflection point for U.S. equities due to the dramatic policy differences 
between the Republican and the Democratic parties. In addition, we can expect a bit of mean reversion in U.S. equity 
performance versus other Developed and Emerging Markets.   

Global fixed income markets witnessed sovereign debt yields fall towards historical lows during the fall, driving the 
yield of an estimated $16 trillion of bonds into negative territory. Central banks should continue to pursue loose  
monetary policies and with few signs of inflation, rates should remain in a reasonable trading range.  
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The duel search for upside appreciation and yield

Global Equity markets should appreciate in 2020 due to accommodative monetary and fiscal policy, a stabilization 
and improvement in economic growth and corporate earnings. Projections are for a mid-single digit and low double 
digit returns for the U.S., Europe and Emerging Markets.  

Yields for global sovereign debt are still low by historical standards (U.S., Europe and Japan), thus value will need  
to be found in the below investment grade sector and securitized credit. Returns should range from -0.5% to 
mid-single digits for fixed income.   

The USD should be flat to lower as the Fed is on hold, inflation is subdued, investor’s need for a safe haven has sub-
sided, and the call for convergence of growth between the U.S. and other developed and emerging market countries.  

Commodities should benefit from the re-inflation of global economies with a switch from precious to industrial  
metals and energy.

Hedge funds will take advantage of valuation discrepancies across asset classes, regions and securities through  
deep fundamental research. Favor low net strategies that can take advantage of idiosyncratic events and tactical 
opportunities due to market volatility. 

Private markets investing due to stretched valuations and large capital pools chasing returns, will need investors to 
find managers and strategies that can create value in sub strategies that offer above average growth rates. 
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– Global equities should post positive returns ranging 7% to 12% as economic and EPS growth increase. Preferences  
 are for U.S., EM and Japan, with a rotation from momentum and defensives into cyclicals, value and higher quality  
 lower beta growth.

– The U.S. market (S&P 500) is projected to grow earnings by 9.0% and return an estimated 7.0%. We project   
 buybacks at $750 billion, a rotation from defensives and momentum into value and cyclicals, with a preference  
 for multinationals, industrials, energy and materials.

– European equities should benefit from monetary and fiscal stimulus and improvements in PMI components.  
 Domestic companies should benefit from increases in consumption, value and cyclicals are preferred, with upside  
 seen in banks, auto, energy and industrials.

– Emerging markets should benefit from a rebound in global growth, abating geopolitical risks, a rise in commodity  
 prices and strengthening of EM currencies. Lower beta exposure is the call in Brazil, Russia, China and South Korea,  
 with preferences in Tech, Materials and Industrials.

– Japan should benefit from improved U.S./China trade, solid corporate earnings, fiscal and monetary stimulus which  
 should counterbalance the increase in the consumption tax. Equities are trading at less than 1 price/book, and   
 corporate stock buybacks and purchases by the BOJ projected at ¥15 trillion should support equity markets.

Active Management has 
opportunities in U.S. and EM, 
favoring quality, large caps 
and rotation to Value from 

Defensives
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High Valuations prompt search 
for returns through positive 
carry and potential for spread 
compression

– The U.S. Fed, the BOE and ECB are on hold with a bias for further easing should permit investors to take a  
 duration neutral benchmark positioning, favoring higher quality bonds in high-yield, EM and securitized credit,  
 while sovereign debt is more than fairly priced.  

– In the U.S., the back drop of strong employment, wage growth and consumer spending should support the  
 MBS and ABS sectors. The recent spike in mortgage refinancings and issuance in CMBS has caused a spread  
 widening, creating opportunities in the investment grade sector. Higher quality high-yield is attractive as the  
 current yield is 6.09% with a spread of 439 bps versus Treasuries, and default rates are hovering around 2.0%.   

– In Europe, low sovereign debt yields at the core, lead investors to peripherals and countries such as Italy to  
 enhance yields. High-grade corporates are supported by ECB buying and higher quality non-investment grades  
 by investors seeking yield.   

– In Emerging Markets, the higher yields and their attractiveness are due to expectations for the EM-DM GDP gap  
 to widen, accommodative central bank policy and stabilization of the USD versus EM currencies.                     
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Hedge Funds benefit from 
asset price dispersion,  
commodities are supported 
by reflation with rotation 
from defensive to economi-
cally sensitive sectors

H e d g e  F u n d s / C o m m o d i t i e s

– Discretionary Macro should benefit from potential changes in central bank policy, bouts of volatility, and perceptions  
 of uneven global economic growth and illiquidity across sectors and asset classes in the Emerging Markets.   

– Long/Short Equity market neutral should find opportunities with equity prices influenced by interest rate policies,  
 on-going global trade negotiations and continuation of Middle East and Hong Kong tensions. Dispersion in corporate  
 earnings across regions and sectors and the high valuations of individual stocks and industry groups present  
 profit opportunities.

– In Relative Value Arbitrage, alterations of central bank policies and geo-political uncertainty can drive opportunities  
 in fixed income trading.  

– In Commodities, the re-flation outlook for global growth, improvements in global trade and improvements in    
 global PMI’s should lead to increased demand for energy and base industrial metals. Gold serves as a hedge    
 against geo-political risk, but the outlook is lackluster due to the lessening of recessionary pressures and the    
 potential for a recovery in global manufacturing and growth.                     
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Stretched valuations 
necessitates finding value 
creation and transfor-
mative trends and avoid 
overpaying for cash 

flow 

– Private funds are in late cycle and popular investments in defensive sectors offering stable cash flow have seen  
 yields compressed and valuations stretched. This leads us to search for a proactive approach to the private fund  
 market where investment managers can enhance valuations and generate attractive returns.  

– In Private Equity, we recommend funds that can identify transformative trend driven growth, where structural   
 technological or demand patterns cause sectorial shifts. Examples are investments involved with the aging   
 global population, financial digitization (cashless payment), healthcare IT (telemedicine) and analytical/machine  
 learning technology.   

– Core real estate cap rates have declined as it has been a popular alternative source of income. As such, we  
 prefer a thematic approach focusing on high population and employment growth areas such as adaptable office  
 and logistics properties, and combined residential and office properties that cater to living and work lifestyles.

– Secondaries are attractive, particularly those portfolios of recent vintages (2-5 years old) managed by high  
 quality and leading GPs where there can be value creation, high visibility to the underlying assets and no longer  
 has the J curve effect.

P r i v a t e  E q u i t y / R e a l  E s t a t e / D i r e c t  L e n d i n g
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Clearbrook will help you make sure you’re not just sourcing, but Rightsourcingsm the management of your investment 
portfolio. Clearbrook can help you objectively evaluate your needs from total-portfolio to asset-class-specific solutions.  
Our solutions are flexible, transparent and customizable, structured at a level that makes sense for your resources,  
objectives and risk tolerance. 
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