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GREEN SHOOTS OF A GLOBAL MINI-CYCLE RECOVERY
HAVE ENCOURAGED STRONGER RISK APPETITE AND A
BENIGN FORWARD OUTLOOK.

Accommodative monetary policy is supporting global growth
while the worldwide manufacturing-driven downturn runs
its course. Valuations in many markets already reflect that
favorable outlook. Economic and corporate earnings growth
will have to deliver well ahead of consensus expectations to
enable above-average returns in the year ahead.
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MACRO DRIVERS
The phase one trade agreement between the United States and China is a
key support to global risk appetite.

page 3

CREDIT
Emerging market credit looks relatively attractive compared to
developed markets.

page 4

GOVERNMENTS & CURRENCIES
The odds of a Federal Reserve (Fed) rate hike over the next 12 months
are low, which should lead to a somewhat softer US dollar.
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EQUITIES
We expect mid-single-digit earnings growth and modest price-toearnings multiple expansion to drive equity returns.
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POTENTIAL RISKS
US-China trade war escalation or a surprise hawkish shift in Fed rhetoric
could quickly derail the global economy’s positive trajectory.
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MACRO DRIVERS
The global economy looks to be gaining traction and recession fears seem
largely behind us.
•

The US-China phase one trade agreement is expected to have a broad positive effect on risk appetite,
corporate spending and global manufacturing.

•

The global manufacturing slowdown was exacerbated, not caused, by the US-China trade war. The economy
appears to be exiting this slowdown, and the probability of an extended global mini-cycle recovery is now
much higher.

•

The US-China trade war had limited impact on overall US growth, but the uncertainty and potential for
escalation represented a significant risk to corporate decision makers and investors. Now that the uncertainty
has abated somewhat, a recovery in capital expenditures would be a welcome development.

•

Central banks have been making a solid effort to lower interest rates to support economic growth. The Fed is
unlikely to hike interest rates over the next year and is seeking to consistently reach its core inflation target of
2.0% before considering tighter monetary policy in the US.
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CREDIT
The global search for yield continues to drive credit spreads lower.
•

We expect the operating environment for most corporations to improve at the margin over the course of 2020.
We anticipate mid-single-digit profit growth in many regions of the world.

•

Investors appear to have an insatiable demand for high-grade income as credit spreads ratchet tighter. High
yield spreads in the US, Europe and emerging markets are also tightening on expectations for stable to
improving growth.

•

The lowest-quality segments of the credit market have been under a bit of pressure as leverage has built up
and the probability of defaults has risen. However, broadly speaking, we think corporate health still looks
decent.

•

Accommodative monetary policy has been a key factor in extending this expansion. Corporations around the
world have been taking advantage of low interest rates by borrowing or refinancing existing debt.

•

Debt service ratios look manageable in aggregate. That said, we are concerned that valuations within certain
sectors of the credit market look stretched based on our debt-to-profit indicators.
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GOVERNMENTS & CURRENCIES
Fed insurance cuts and a steepening US yield curve are easing recession
fears.
•

Inflation pressure in the US remains nonthreatening and the global growth outlook does not suggest boom
times are ahead. Global central banks are likely to stay on the sidelines or ease policy in 2020.

•

In this environment, it seems unlikely that global government bond yields will gain much traction. We expect
developed market rates to trade in a tight range, with a modest bias higher over the long term.

•

An inflation spike would be a big surprise to the bond market. We anticipate moderately higher inflation ahead,
but not to a level that would put Fed hikes back on the table.

•

Emerging market local-currency debt could be an opportunity for investors looking for income greater than
what the US, Europe or Japan will likely offer.

•

The US dollar could weaken a bit, especially if growth outside the US starts to accelerate at a relatively faster
pace.
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EM local-currency
government bonds have
offered relatively high
yields and tend to deliver
strong returns when the
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EQUITIES
Earnings growth likely to play a greater role in total return generation in
2020.
•

The outlook for corporate earnings and global growth remain critical factors helping to drive equity market
performance. We expect mid-single-digit earnings growth across many regions of the world and very modest
multiple expansion.

•

S&P 500 bottom-up consensus earnings estimates for 2020 are likely too high at 10%, though these estimates
are typically revised lower as the year progresses. We believe the S&P is more likely to deliver earnings
growth near 6.0% in 2020.

•

While uncertainty about US trade policy has diminished, the risk still lingers for corporate decision-makers
and investors. A signed phase one deal looks built into market valuations; therefore, re-escalating tension
represents a downside risk.

•

We believe global equities will be among the best-performing asset classes in 2020 across growth and value
styles. We prefer US large-cap equities over global peers in Japan, Europe and emerging markets.
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POTENTIAL RISKS
We have green shoots, not deep roots.
•

Early signs of a cyclical pickup in the global economy are popping up all over. However, global manufacturing PMI
readings still remain at somewhat depressed levels, especially in Europe. We need further progress in the months
ahead before the mini-cycle recovery can fully take root.

•

Any deterioration in US-China trade relations would be detrimental to our cautiously optimistic view on credit and
equity markets.

•

The Fed’s lower-for-longer messaging is anchoring bond yields in the US, which is, in turn, supporting risk asset
valuations. A surprise change in the Fed’s tone could derail the economy and financial markets.

•

At times, investor exuberance itself has been an indicator that risk markets were near a peak. That does not seem to
be the case now, given that a degree of investor skepticism is still evident.
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Disclosure
This commentary is provided for informational purposes only and should not be construed as
investment advice. Any opinions or forecasts contained herein reflect the subjective judgments
and assumptions of the authors only and do not necessarily reflect the views of Loomis, Sayles &
Company, L.P. Investment recommendations may be inconsistent with these opinions. There is no
assurance that developments will transpire as forecasted and actual results will be different. Data
and analysis do not represent the actual or expected future performance of any investment product.
Information, including that obtained from outside sources, is believed to be correct, but Loomis
Sayles cannot guarantee its accuracy. This information is subject to change at any time without
notice.
Past performance is no guarantee of future results.
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Additional Notes
This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when
required by local regulation, only at their written request. This material must not be used with Retail Investors.
In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered
under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment
Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy.
Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend
Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office:
Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies
Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. Serrano n°90, 6th Floor,
28006, Madrid, Spain.
In France: Provided by Natixis Investment Managers International – a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial
Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450
738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris.
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its
representative office in Zurich, Schweizergasse 6, 8001 Zürich.
In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258) registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be made
to persons as described as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at investment professionals and professional
investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended to be
communicated to and/or directed at only financial services providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this material is
intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only
financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance Act 2008.
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related
financial products or services are only available to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and
qualify as Professional Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this material. Registered office: Office 504-D, 5th Floor,
South Tower, Emirates Financial Towers, PO Box 118257, DIFC, Dubai, United Arab Emirates.
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No. 425. Content of
Business: The Company conducts discretionary asset management business and investment advisory and agency business as a Financial Instruments Business Operator.
Registered address: 1-4-5, Roppongi, Minato-ku, Tokyo.
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the
Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license
number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788.
In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and institutional investors for informational purposes
only. Natixis Investment Managers Singapore is a division of Ostrum Asset Management Asia Limited (company registration no. 199801044D). Registered address of
Natixis Investment Managers Singapore: 5 Shenton Way, #22-05 UIC Building, Singapore 068808.
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors only.
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of
financial advisers and wholesale clients only .
In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not constitute financial advice. This is not a
regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they meet the
requirements in the FMCA for wholesale investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand.
In Latin America: Provided by Natixis Investment Managers S.A.
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay.
Office: San Lucar 1491, oficina 102B, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of
Uruguayan law 18,627.
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