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     Key themes 
 

Reopening with Cyclicals   
While it is difficult to look beyond the chasm of negative headlines 
from rising COVID-19 case counts and hospitalizations, we expect 
rapid vaccine deployment to help fuel improving economic activity 
as we progress through 2021. There will likely be setbacks along 
the way. Yet, we believe more cyclical areas of the economy offer 
an attractive risk/reward opportunity. A higher concentration of value 
names typically populates the cyclical sectors. However, this does 
not mean completely abandon solid growth companies with secular 
tailwinds.  Accordingly, we believe a balanced approach with a tilt 
toward value and cyclical sectors could pave the way for healthy 
performance in 2021. As a reminder, investors typically view 
Technology, Communication Services, Consumer Discretionary, 
Materials, Industrials, Financials, and Energy as cyclical sectors. 
Defensive sectors include Health Care, Consumer Staples, Real 
Estate, and Utilities.  

2020 was an unprecedented year for investors, fueled by rapidly 
changing behavior and marred by uncertainty. Investors rewarded 
sectors that capitalized on those shifts such as Information 
Technology and Consumer Discretionary while those caught in the 
crosshairs such as Energy and Financials suffered. The chart at the 
right depicting the year-to-date performance of the S&P 500 Growth and Value indices illustrates this bifurcation. Nearly 
every sector experienced outperformers and laggards at the industry level.  

In our view, 2021’s reopening could allow Financials and Energy to rebound gradually, as well as harder hit segments within 
Consumer Discretionary and Health Care. We also anticipate the Real Estate sector to benefit from the economic recovery. 
However, we believe some recent behavioral shifts could become permanent, resulting in supply/demand imbalances in sub-
sectors such as retail, hospitality, office, and residential. In our view, some pandemic-driven technology shifts, such as video 
conferencing, could evolve into “business as usual” trends. However, we believe outsized valuation levels, strong growth 
expectations, and more normalized Technology spending (at both the corporate and consumer level) could result in modest 
gains for the Tech sector. For the Industrial and Materials sectors, a possible rotation from growth to value is unlikely to 
derail growth drivers, in our view. We expect growth drivers related to the content growth for automation and sensing for 
manufacturing and transportation, demand for high-density glass for data transfer, TVs and smartphones, or cyberwarfare 
equipment to persist.  

  

Valuations High, But EPS Estimates Rising  
The price-to-earnings (P/E) multiple on 
2021 estimate earnings for the S&P 
500 is 21.6x, which is well above the 
respective 5- and 10-year averages of 
17.4x and 15.7x.  Moreover, S&P 500 
earnings for 2020 are expected to be 
down 15% from 2019 levels.  While 
this combination seems at odds with 
indices hitting new highs, we remind 
investors that stocks are forward-
looking assets, and earnings estimates 
for future years (both 2021 and 2022) 
have been steadily improving.  In fact, 
2021 EPS estimates for the broad 
market have moved from $163 at their 
low in July to approximately $170 
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following a solid Q3’20 earnings season.  While $170 per share for S&P 500 earnings may appear tepid at just +4% versus 
2019, if it holds, $170 would be a record earnings level for the broad index.  As the year progresses, we anticipate continued 
improvement in earnings growth, which likely brings the forward P/E multiple back to more normalized levels. The graph on 
page 2 sourced from FactSet illustrates a three-year quarterly progression of S&P 500 EPS estimates, with 2021 estimates 
strengthening sequentially throughout the year.  

 
 

At a sector level, valuations reflect a combination of earnings trends in the pandemic and post-pandemic operating 
environments. The graph above sourced from FactSet illustrates the sector’s current forward P/E multiple versus historical 
averages. Investors rewarded companies leveraged to technology and online shopping with expanding multiples, boosting 
the Information Technology and Consumer Discretionary sectors’ premium valuations. In our view, Info Tech’s earnings may 
need to play “catch-up” in 2021 to warrant the premium, while increasingly permanent changes in consumer behavior could 
support multiples for select names in Consumer Discretionary. Financials and Industrials investors rotated towards more 
defensive niches in the deeper cyclical sectors such as index providers, professional services, and insurance brokerage. We 
believe the premium valuations of these selected industries reflect a combination of earnings visibility as well as scarcity 
value. In our view, these attributes could persist in a recovery environment as well. In the Health Care sector, which 
encompasses both cyclical and defensive traits, valuations are trending in-line with historical averages. However, we believe 
the sector could re-rate higher in 2021 if successful vaccine deployment unleashes pent-up demand in med-tech. 

  

Small-Cap, Big Returns?  

In early 2019 and continuing through early October 2020, small-cap 
stocks have underperformed their large-cap brethren by a wide 
margin.  However, as investors started to price in an economic 
recovery in the U.S., including a shift to more cyclical industries, the 
group has handily beaten its large-cap peers.  We believe this 
theme has the potential to continue in 2021 as the economy 
gradually reopens, cyclical areas of the economy rebound, and 
domestic business activity improves.  We also believe the longer-
term underperformance in small-caps (vs. large-caps) stems from 
the dominance of a handful of large technology companies and 
their outsized influence on index performance.  Moreover, small-
cap indices typically consist of more cyclical (excluding Tech) 
companies that could disproportionately benefit from stronger 
domestic growth.  Although our expectation for a weaker U.S. dollar 
and its potential impact on smaller companies with limited 
international revenue bears watching, we believe this headwind 
could be offset with improving demand at home.     

Cyclical sectors (excluding-technology) make up nearly 60% of the 
S&P 600 Small Cap Index versus just over one-third for the broader 
market, with Industrials representing the largest sector weight at 
just under 20%.  In our view, industries such as aerospace & 
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defense, machinery, and instrumentation are well-positioned as domestic demand rebounds.  Also, the Health Care sector 
includes smaller and innovative biotech and medtech companies that are often acquisition targets for larger strategic 
acquirers. Thus far in 2020, there have been several multi-billion dollar acquisitions of small-cap biotechnology companies.  
At the consumer level, while retail-oriented small-caps came under significant pressure during the peak of shelter-in-place 
mandates, many enjoyed improving demand due to strong growth in e-commerce.   
 

International Back in Vogue? 
International stock indices have been underperforming their U.S. 
counterparts for several years.  However, 2021 may provide an 
environment that is more friendly for international companies as well as 
U.S. multi-nationals with high exposure to foreign markets.  In our view, 
factors such as a potentially weaker US dollar and overall improved 
trade relations could provide an attractive operating environment for 
international companies.  Additionally, valuation metrics for overseas 
markets are more attractive versus major US indices.   
 
Stimulus from the European Central Bank, meaningful progress in Brexit 
negotiations, and positive developments surrounding Covid-19 vaccines 
could fuel investor optimism and extend the positive momentum for 
foreign developed market equities in 2021. The improving sentiment has 
prompted investors to buy assets outside the U.S., driving gains for 
foreign equities while pushing the dollar lower in recent weeks. The euro, 
despite massive stimulus from the region’s central bankers and politicians, is up more than 8% against the U.S. dollar this 
year as it nears its highest level since April 2018. 
 
At a sector level, we believe rebounding cyclicals and value outperformance could manifest outside the U.S. as well, 
particularly in the Financial sector. One key driver of bank-stock performance could be the potential reinstatement of 
dividends after payouts were effectively frozen by regulators in March in exchange for regulatory relief and government loan 
guarantees amid the onset of the global pandemic. We note that earnings expectations for the Financials sector have 
improved significantly since mid-year as banks reported solid third-quarter revenues, a drop in loan provisions, and healthier 
capital ratios. The Financials sector inside the Stoxx 600 is expected to generate 2021 earnings growth of over 31% y/y. 
 
In the U.S., sectors with increased exposure to international markets also could be better positioned in 2021.  Specifically, 
the Technology and Materials sectors each generate ~55% of sales outside the U.S., and could benefit from a weaker U.S. 
dollar as well as a more rational trade environment.  Finally, Health Care is another sector that could benefit from multi-
national companies with exposure to foreign markets.   
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 The Ameriprise Investment Research Group  

With Ameriprise Financial, you can benefit from our dedicated team of experienced investment research and due diligence 
professionals. Our objective market insight, strategies and guidance are designed to provide you with investment strategies 
and solutions to help you feel more confident about your financial future. It’s the higher level of sophistication and service 
you’ve come to expect from Ameriprise. 
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The content in this report is authored by American Enterprise 

Investment Services Inc. (“AEIS”) and distributed by Ameriprise 

Financial Services, LLC (“AFS”) to financial advisors and clients of AFS.  

AEIS and AFS are affiliates and subsidiaries of Ameriprise Financial, 

Inc. Both AEIS and AFS are member firms registered with FINRA and 

are subject to the objectivity safeguards and disclosure requirements 

relating to research analysts and the publication and distribution of 

research reports.  The “Important Disclosures” below relate to the AEIS 

research analyst(s) that prepared this publication. The “Disclosures of 

Possible Conflicts of Interest” section, where applicable, relates to the 

conflicts of interest of each of AEIS and AFS, their affiliates and their 

research analysts, as applicable, with respect to the subject 

companies mentioned in the report. 

 

Each of AEIS and AFS have implemented policies and procedures 

reasonably designed to ensure that its employees involved in the 

preparation, content and distribution of research reports, including 

dually registered employees, do not influence the objectivity or timing 

of the publication of research report content.  All research policies, 

coverage decisions, compensation, hiring and other personnel 

decisions with respect to research analysts are made by AEIS, which is 

operationally independent of AFS. 

 

Important disclosures  
As of September 30, 2020 

The views expressed regarding the company(ies) and sector(s) 

featured in this publication reflect the personal views of the research 

analyst(s) authoring the publication. Further, no part of research 

analyst compensation is directly or indirectly related to the specific 

recommendations or views contained in this publication.  

 

A part of a research analyst’s compensation may be based upon 

overall firm revenue and profitability, of which investment banking, 

sales and trading, and principal trading are components. No part of a 

research analyst’s compensation is based on a specific investment 

banking transaction, nor is it based on sales, trading, or principal 

trading. A research analyst may have visited the material operations of 

one or more of the subject companies mentioned in this research 

report. No payment was received for the related travel costs. 

 

Additional information and current research disclosures on individual 

companies mentioned in this research report are available on our 

website at ameriprise.com/legal/disclosures in the Additional 

Ameriprise research disclosures section, or through your Ameriprise 

financial advisor. You may also submit a written request to Ameriprise 

Financial, Inc., 1441 West Long Lake Road, Troy MI, 48098.  
For additional information on individual companies in this report, see 

Ameriprise Investment Research Group (IRG) reports and available 

third-party research which provides additional investment highlights, a 

price chart and a company description. Also included are key statistics 

covering income statement and balance sheet metrics, debt ratings, 

issue data, and consensus estimates. SEC filings may be viewed at 

sec.gov. 
 

Tactical asset class recommendations mentioned in this report reflect 

The Ameriprise Global Asset Allocation Committee’s general view of 

the financial markets, as of the date of the report, based on then 

current conditions. Our tactical recommendations may differ materially 

from what is presented in a customized long-term financial plan or 

portfolio strategy. You should view our recommendations in 

conjunction with a broader long-term portfolio strategy. Not all 

products, services, or asset classes mentioned in this report may be 

available for sale at Ameriprise Financial Services, LLC. Please consult 

with your financial advisor. 

Ameriprise Recommended List equities are equities that our analyst(s) 

believe offer attractive total return potential within their coverage 

universe based on current conditions. Your financial advisor can assist 

you with determining the risk profile of the Recommended List 

companies within the context of your overall investment portfolio. 

Additions and deletions are at the discretion of the analyst(s) covering 

the sector, with changes based upon such fundamental factors as 

valuation, competitive position, market conditions, etc. Furthermore, 

we have an internal sell discipline designed to potentially improve 

Recommended List performance and reduce risk. A Recommended 

List company that has generated returns in the bottom quartile of its 

respective S&P economic sector for three consecutive months will be 

flagged for review for possible removal from the Recommended List.  

 

The Sector Recommended List is not designed to be a complete 

portfolio, but instead to assist in the selection of securities for the 

equity portion of a well-diversified portfolio. We believe it is important 

for investors to diversify their investments across asset classes, 

economic sectors and industries in order to help reduce risk. Please 

consult with your financial advisor to assist in creating a diversified 

portfolio that is consistent with your investment objectives. 

 

Recommended List selections and securities markets in general could 

experience significant volatility due to several factors, including but not 

limited to: changes in global economic conditions, movements in 

interest & foreign exchange rates,  fluctuations in commodity prices, 

geopolitical risks, changes in the regulatory & legislative environment 

(e.g. regulatory capital requirements, changes in tax rates, Medicare, 

etc.), catastrophes & natural disasters, labor issues, disruptions in the 

supply chain, merger integration issues, patent expiration, 

cybersecurity issues, litigation risks, headline risks, changes in 

distribution, and the loss of key personnel. For additional information 

please refer to third party research reports. You may experience a loss 

of principal by investing in equities. 

Securities included on our Recommended Lists are selected from the 

universe of companies covered by AEIS. Approved third party research 

providers (e.g., CFRA powered by data from S&P Global, Morningstar, 

Reuters and Standard & Poor's) generally provide additional 

information on Recommended List companies. Recommended List 

selections reflect securities that our analysts believe represent good 

value based on current conditions. If a security is added to a 

Recommended List, we deem it to be appropriate for investment. If a 

security is removed from a Recommended List and you choose to hold 

the removed security in your investment portfolio, you should continue 

to review available third-party research sources in order to obtain an 

investment opinion, price target, and additional fundamental analysis. 

For ratings definition purposes, securities included on our 

Recommended Lists most closely correlate with an investment opinion 

of “Buy”; therefore, 100% of the securities on our Recommended Lists 

meet this definition. For purposes of constructing our Recommended 

List, a rating of “Buy” is defined as those securities that our research 

analysts believe represent good value based on current conditions. 

Additionally, we note that each of our respective approved third-party 

research providers utilizes its own unique rating system, which is 

disclosed and defined in its own research reports. 

 

RISK FACTORS 

Dividend and interest payments are not guaranteed. The amount of 
dividend payment, if any, can vary over time and issuers may 
reduce or eliminate dividends paid on securities in the event of a 
recession or adverse event affecting a specific industry or issuer. 
Should a company be unable to pay interest on a timely basis a 
default may occur and interruption or reduction of interest and 
principal occur. 

Investments in a narrowly focused sector may exhibit higher 
volatility than investments with broader objectives and is subject to 
market risk and economic risk. 

RISK DISCLOSURES 
American Depository Receipts (ADR) are securities issued by a 
U.S. bank that typically represent a foreign company’s equity and 
that trade similarly to domestic equities, and are either listed on an 

http://www.ameriprise.com/legal/disclosures
http://www.sec.gov/
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exchange or over-the-counter.  As with any equity investment, 
ADRs are subject to market and company specific risks.  ADRs will 
also be subjected to foreign market risks. These risks include 
possible losses due to foreign currency translation, geopolitical 
instability, and deviations in the market value of an ADR compared 
to that of the underlying common shares in its primary market.  
ADRs may suffer from a lack of investor protection and recourse. In 
the event of a liquidation of the underlying company, the holders of 
its ADRs are not guaranteed of being able to enforce their right of 
claim and therefore they may lose their entire investment. Investors 
of ADRs may also take on risks associated with the parties involved 
with the sponsoring Bank. 

Growth securities, at times, may not perform as well as value 
securities or the stock market in general and may be out of favor 
with investors. 

International investing involves increased risk and volatility due to 
political and economic instability, currency fluctuations, and 
differences in financial reporting and accounting standards and 
oversight. Risks are particularly significant in emerging markets. 

Master Limited Partnerships (MLPs) concentrate investments in 
the natural resource sector and are subject to the risks of energy 
prices and demand and the volatility of commodity investments. 
Damage to facilities and infrastructure of MLPs may significantly 
affect the value of an investment and may incur environmental 
costs and liabilities due to the nature of their business.  MLPs are 
subject to significant regulation and may be adversely affected by 
changes in the regulatory environment. 

In addition to risks which generally pertain to equity investments, 
including market volatility and the potential loss of principal, 
investors in MLPs should be aware of additional risks including 
commodity (energy) price and demand volatility; regulatory 
changes; taxation changes at the company level or the investor 
level; and accidents and associated environmental impacts. MLPs 
are concentrated in energy-related investments, and thus, would be 
expected to react to macro risks impacting the sector. Additionally, 
please be sure to consult with a tax expert to help assess your 
unique situation and constraints when it comes to taxation. 

In addition to risks which generally pertain to equity investments, 
including market volatility and the potential loss of principal, 
investors in REITs should be aware that risks include real estate 
specific uncertainties such as interest rate/refinancing risk, property 
value changes, and management skill.  Overall economic 
conditions can impact property values and cash flows, which in turn 
may negatively impact share prices. 

A real estate investment trust or REIT is a company that owns and 
operates income-producing real estate. In addition, some REITs 
participate in the financing of real estate. To qualify as a REIT, a 
company must: I) invest at least 75% of its total assets in real 
estate assets, II) generate at least 75% of its gross income from 
real property or interest, and III) pay at least 90% of its taxable 
income to shareholders in the form of distributions. A company that 
qualifies as a REIT is permitted to deduct the distributions paid to 
shareholders from its corporate taxes. Consequently, many REITs 
target to payout at least 100% of taxable income, resulting in 
virtually no corporate taxes. 

Like real estate, REITs are subject, but not limited to illiquidity, 
valuation and financing complexities, taxes, default, bankruptcy and 
other economic, political, or regulatory occurrences. 

The products of technology companies may be subject to severe 
competition and rapid obsolescence, and their stocks may be 
subject to greater price fluctuations. 

Investments in small- and mid-capitalization companies involve 
greater risks and volatility than investments in larger, more 
established companies.  

Value securities may be unprofitable if the market fails to recognize 
their intrinsic worth or the portfolio manager misgauged that worth. 

The products of technology companies may be subject to severe 
competition and rapid obsolescence, and their stocks may be 
subject to greater price fluctuations. 

Sector funds are subject to greater volatility than more broadly 
diversified funds because they invest in specific sectors: real 
estate, precious metals, commodities, etc. See each fund’s 
prospectus for specific risks associated with the fund. 

DEFINITIONS OF TERMS 
The FactSet Consensus price target represents the average 
projected price over the next 6 to 12 months, for a particular 
security, from a universe of broker research that contributes to 
FactSet.  By default, consensus estimates calculated by FactSet 
are based on estimates that have been validated via broker 
research within the past 100 index provides a broad snapshot of 
the overall U.S. equity market.  Over 70% of all U.S. equity value is 
tracked by the S&P 500. Inclusion in the index is determined by 
Standard & Poor’s and is based upon their market size, liquidity, 
and sector. 

Market Capitalization is the total public market value of the 
company’s listed equity.  

Price/Earnings: An equity valuation multiple calculated by dividing 
the market share price, as of a certain date, by earnings per share.  
Trailing P/E uses the share price divided by the past four-quarters’ 
earnings per share. Forward P/E uses the share price as of a 
certain date divided by the consensus estimate of the future four-
quarters’ EPS. 

INDEX DEFINITIONS 
An index is a statistical composite that is not managed. It is not 
possible to invest directly in an index. 

Definitions of individual indices mentioned in this report are 
available on our website at ameriprise.com/legal/disclosures/ in the 
Additional Ameriprise research disclosures section, or through 
your Ameriprise financial advisor. 

DISCLOSURES OF POSSIBLE CONFLICTS OF 
INTEREST  
One or more members of the research team who prepared this 
research report may have a financial interest in securities 
mentioned in this research report through investments in a 
discretionary separately managed account program. 

DISCLAIMER SECTION 
Except for the historical information contained herein, certain 
matters in this report are forward-looking statements or projections 
that are dependent upon certain risks and uncertainties, including 
but not limited to, such factors and considerations as general 
market volatility, global economic and geopolitical impacts, fiscal 
and monetary policy, liquidity, the level of interest rates, historical 
sector performance relationships as they relate to the business and 
economic cycle, consumer preferences, foreign currency exchange 
rates, litigation risk, competitive positioning, the ability to 
successfully integrate acquisitions, the ability to develop and 
commercialize new products and services, legislative risks, the 
pricing environment for products and services, and compliance with 
various local, state, and federal health care laws.  See latest third-
party research reports and updates for risks pertaining to a 
particular security. 
 
This summary is based upon financial information and statistical 
data obtained from sources deemed reliable, but in no way is 
warranted by Ameriprise Financial, Inc. as to accuracy or 
completeness. This is not a solicitation by Ameriprise Financial 
Services, LLC of any order to buy or sell securities. This summary 

http://www.ameriprise.com/legal/disclosures/
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is based exclusively on an analysis of general current market 
conditions, rather than the appropriateness of a specific proposed 
securities transaction. We will not advise you as to any change in 
figures or our views. 
 

Past performance is not a guarantee of future results.   
 
Ameriprise Financial Services, LLC and its affiliates do not offer tax 
or legal advice. Consumers should consult with their tax advisor or 
attorney regarding their specific situation. 
 
Investment products are not federally or FDIC-insured, are not 
deposits or obligations of, or guaranteed by any financial 
institution, and involve investment risks including possible 
loss of principal and fluctuation in value.  
 
Third party companies mentioned are not affiliated with Ameriprise 
Financial, Inc. 
 
Ameriprise Financial Services, LLC. Member FINRA and SIPC.  
 

 


