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• In 2021 we believe that equity prices will 
more closely tie to companies’ underlying 
near-term earnings trajectory and financial 
strength. 
 

• There are attractive stocks at both ends of 
the price-to-book valuation spectrum.  
 

  

 

 
The most confounding thing about financial markets in 2020 was that, in totality, the mood of the global equities 
market seemed completely different than the mood of everything else happening to humanity — i.e., millions of 
lives lost worldwide, ongoing concerns for health and employment, political instability, racial injustice, and the list 
goes on.  
 
The MSCI World Index in the calendar year delivered a positive return of almost 16% (trading in a 46% range after 
a year-to-date low of -30% at the end of March) while the annual earnings of companies within the index are 
expected to have fallen by 7%. This represents a price-earnings multiple expansion of around 25%.  
 
During 2020, the price appreciation of public equities reflected a high level of optimism about the ability of the global 
economy to recover from the pandemic and come out stronger than before. In 2021 we believe that the listed price 
of publicly traded companies will more closely tie to the underlying near-term earnings trajectory and financial 
strength of those companies.  
 

While valuation is an important theme when we select stocks, we find attractive stocks at both ends of the price-to-
book valuation spectrum. There are cheap stocks we like, and there are cheap stocks we don’t like; expensive 
stocks we like, and expensive stocks we don’t like. Among stocks that look expensive as measured by price-to-
book ratio, we see a subset as attractive once we conduct a nuanced analysis of where they derive their value. For 
example, in developed markets tech hardware and semiconductors have average or slightly above average value 
scores according to our proprietary value measures, despite being extremely expensive on price-to-book alone. 
Figures 1 and 2 show that we expect high returns to be found among both cheap and expensive stocks. 

 

 

 

Olivia Engel, CFA 

Global Chief Investment Officer 
Active Quantitative Equity (AQE) 
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Figure 1: Developed Market Sector Return Expectations, by Sector Valuation 
 
 High Expected Return Low Expected Return 

Cheap Traditional Autos 
Financials 

Energy  
Real Estate 

Expensive Tech Hardware 
Semiconductors 

Consumer Services 
Retailing 
Tech Software & Services 

Source: State Street Global Advisors, as of 10 January 2021. 
 
 

Figure 2: Emerging Market Sector Return Expectations, by Sector Valuation 
 
 High Expected Return Low Expected Return 

Cheap Energy 
Financials 
Utilities 

Real Estate 

Expensive Consumer Durables 
Health Care Equipment 
Software 
Semiconductors 

Commercial Services 
Consumer Services 
Retailing 
Consumer Staples 

Source: State Street Global Advisors, as of 10 January 2021. 
 

 

Price Momentum 
 
During 2020 we discussed concerns regarding market concentration in expensive and high-momentum stocks, and 
we are still concerned about companies that may, due to their size, impact market indices in aggregate if they pull 
back. Figure 3 shows that the embedded price momentum built into the S&P 500 over the past few months reached 
levels not seen since the height of the dot-com bubble.  

 
Figure 3: Embedded Price Momentum in S&P 500 Index (11-month return, lagged one 
month) 
 

 
 
Source: State Street Global Advisors and S&P, as of 11 December 2020. 
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Opportunities in 2021 

Since market concentration in expensive, high-sentiment stocks reached all-time highs last August, some out-of-
favor stocks are showing some signs of improving sentiment — and creating better opportunities for us to find 
companies that tick all the boxes. In aggregate, the following segments are where we see the greatest opportunity 
with a nine- to 12-month horizon. 

 

 Most Preferred Least Preferred 

US Household Personal Products 

Consumer Durables and Apparel 

Autos 

Real Estate 

Consumer Services 

Pharma & Biotech 

Europe Autos 

Telecom Services 

Insurance 

Software & Services 

Pharma & Biotech 

Consumer Services 

Japan Tech Hardware & Equipment 

Autos 

Capital Goods 

Software & Services 

Household Personal Products 

Consumer Services 

APAC ex Japan Banks 

Health Care Equipment & Services 

Telecom Services 

Transport 

Software & Services 

Consumer Services 

Emerging Autos 

Semiconductors 

Telecom Services 

Transport 

Household Personal Products 

Consumer Services 

Source: State Street Global Advisors and S&P, as of 10 January 2020. 

 

 

The Bottom Line 

After a year of high optimism in equities markets — an optimism that often seemed disconnected from the year’s 
many challenges — we believe that equity prices will increasingly reflect underlying fundamentals in 2021. Multiple 
expansion will not be enough. Our nuanced assessment of value in context with other key investment themes, 
including sentiment and quality, points to opportunity among both cheap and expensive stocks. Although market 
concentration in stocks benefiting from extraordinarily high price momentum remains high, some out-of-favor stocks 
are displaying improving sentiment, widening the range of stocks that are attractive across multiple themes and 
dimensions of investment performance.  
 

We stand on the threshold of a new investment reality as COVID vaccines roll out and monetary and fiscal conditions 
change in response to a global economic recovery. In 2021, we believe our investment process, which uses a 
balanced set of attributes to select stocks, will be well positioned to capture the opportunities that markets will offer 
in this new environment.  
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Portfolio Attribution and Performance1 

 

Global markets were slightly down in AUD terms in December 2020. From a sector perspective, Utilities and Real 
Estate fell the most while IT and Discretionary was marginally positive. The rotation into Value stocks that began 
in November took a breather in December, although the intensifying ‘blue wave’ in the US is setting the scene for 
further rotation into cyclicals and value. 
 
The State Street Global Equity Fund outperformed the broader index in December. From a sector perspective, 
positive contributions from Industrials and Utilities were more than offset by negative stock selection within 
Staples and Discretionary. Currency hedging gained +2.3% as the AUD rose 3.5c to $0.77 on higher commodity 
prices and risk-on sentiment. Over the past 2 years, underperformance has been driven by investor’s preference 
for “growth at any price”; and detractors came largely from two cohorts – the very expensive (where we are 
underweight) and the very cheap (where we are overweight). Having a lower risk bias also hurt performance, as 
investors tried to front run the ‘re-opening trade’ post COVID-19 sell-off and post vaccine announcement. The 
strategy aims to minimize total portfolio volatility and as part of achieving that objective we have avoided the 
riskier, most expensive, high sentiment segments of the market that harbor higher valuation risks.   

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
1 Source: Factset, SSGA as at 31 December 2020. Past performance is not a reliable indicator of future performance. This information should not be 
considered a recommendation to buy or sell any security or sector shown. It is not known whether the securities or sectors shown will be profitable in the 
future. Characteristics are as of the date indicated, subject to change, and should not be relied upon as current thereafter. Index returns are unmanaged and 
do not reflect the deduction of any fees or expenses.  Index returns reflect all items of income, gain and loss and the reinvestment of dividends and other 
income.  



 

 
 
 

Important Disclosures 

 

ssga.com 

 
Issued by State Street Global Advisors, Australia Services Limited (AFSL Number 274900, ABN 16 108 671 441) (“SSGA, ASL”). Registered office: Level 14, 
420 George Street, Sydney, NSW 2000, Australia · Telephone: +612 9240-7600 · Web: www.ssga.com. State Street Global Advisors, Australia, Limited (AFSL 
Number 238276, ABN 42 003 914 225) (“SSGA Australia”) is the Investment Manager. 

References to the State Street Global Equity Fund ("the Fund") in this communication are references to the managed investment schemes domiciled in 
Australia, promoted by SSGA Australia, in respect of which SSGA, ASL is the Responsible Entity. This general information has been prepared without taking 
into account your individual objectives, financial situation or needs and you should consider whether it is appropriate for you. You should seek professional 
advice and consider the product disclosure document, available at www.ssga.com, before deciding whether to acquire or continue to hold units in the Funds. 

This material should not be considered a solicitation to apply for interests in the Funds and investors should obtain independent financial and other professional 
advice before making investment decisions. There is no representation or warranty as to the current or accuracy of, nor liability for, decisions based on such 
information. 

The information provided does not constitute investment advice and it should not be relied on as such.  It should not be considered a solicitation to buy or an 
offer to sell a security.  It does not take into account any investor’s particular investment objectives, strategies, tax status or investment horizon.  You should 
consult your tax and financial advisor. 

All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed.  

The views expressed in this material are the views of the Active Quantitative Equity team through the period ended 10 January 2021 and are subject to change 
based on market and other conditions. This document contains certain statements that may be deemed forward-looking statements. Please note that any such 
statements are not guarantees of any future performance and actual results or developments may differ materially from those projected.  

Investing involves risk including the risk of loss of principal.  

Equity securities may fluctuate in value and can decline significantly in response to the activities of individual companies and general market and economic 
conditions. 

Quantitative investing assumes that future performance of a security relative to other securities may be predicted based on historical economic and financial 
factors, however, any errors in a model used might not be detected until the fund has sustained a loss or reduced performance related to such errors. 

Investing in foreign domiciled securities may involve risk of capital loss from unfavorable fluctuation in currency values, withholding taxes, from differences in 
generally accepted accounting principles or from economic or political instability in other nations.  

Investments in emerging or developing markets may be more volatile and less liquid than investing in developed markets and may involve exposure to economic 
structures that are generally less diverse and mature and to political systems which have less stability than those of more developed countries.  

Actively managed funds do not seek to replicate the performance of a specified index. 

The Fund is actively managed and may underperform its benchmarks. An investment in the Fund is not appropriate for all investors and is not intended to be 
a complete investment program. Investing in the Fund involves risks, including the risk that investors may receive little or no return on the investment or that 
investors may lose part or even all of the investment. 

The trademarks and service marks referenced herein are the property of their respective owners. Third party data providers make no warranties or 
representations of any kind relating to the accuracy, completeness or timeliness of the data and have no liability for damages of any kind relating to the use of 
such data.  

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties without SSGA Australia’s 
express written consent. 

www.ssga.com 

©2021 State Street Corporation. All Rights Reserved.  

Tracking: 2912960.1.11.ANZ.RTL 
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