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     Key Themes 
 

A no-win: Accepting lower yields or taking more risk 
We believe the U.S. Federal Reserve and other developed market central banks likely expand stimulus and liquidity through 
2021, fueling the pace of recovery. We expect rates, both short-term and long-term, to remain compressed in 2021, resulting 
in muted total return prospects for fixed income and most asset categories. Low yields tempt investors to reach for income 
and returns or to accept lower yield that comes from traditional investments, a no-win situation. 

The relationship between risk and reward may be a casualty of 
sustained central bank liquidity. Whereas High Yield Bonds 
yield less than 4.5% today, 10-year Treasuries offered a 
similar yield in 2007 albeit with a moderately higher inflation 
backdrop (2.8% CPI in September 2007 vs. 1.2% end of 
October this year). Even three-month Treasury bill yields 
offered a greater yield in 2007 than High Yield Bonds do 
today. The rigorous use of Monetary policy since the financial 
crisis compacted real 10-year Treasury yields from +2.5% to -
0.7% over the comparable period. We do not see central bank 
intervention as a permanent, long-term condition. We believe 
the Fed and its peers seek to spur inflation and then return to 
a less distorted bond market. While it is tempting to reach for 
yield today, we believe excessive risk-taking may turn costly 
when the Fed begins withdrawing stimulus.  

Credit cycle turns, picking up momentum through 2021 
Credit Overweights: We expect consumer spending to remain strong throughout 2021, with discretionary purchases picking-
up cadence in 2Q21 as a growing percentage of the global population becomes vaccinated for COVID-19. We believe 
consumer sentiment should continue to improve throughout 2021, driving increased consumption of durable and non-durable 
goods. Our outlook for technology in 2021 is positive. We believe that the pandemic has forever changed the way people 
work, shop and play. We expect the bonds issued by health care companies that add real economic value in the context of 
reduced hospital stays, improved clinical outcomes and enhanced quality of life to outperform. We expect industrials to 
outperform as the early-cycle recovery gains strength over the next several years and could continue to perform well until the 
economy reaches a cyclical peak.  

Credit Underweights: Energy tends to be a peak-cycle industry, and unfortunately, we believe the global economy is 
beginning an early cycle recovery. In aggregate, we recommend investors underweight energy. However, in our opinion, 
bond investors could still benefit from limited exposures to defensive sectors like exploration & production (E&P), refining & 
marketing (R&M), energy services, renewable energy, and electric utility companies. We believe investors should 
underweight financial sector bonds until economic, interest rate, and FinTech risk moderate. We are content waiting for the 
financial industry to benefit from the early-cycle recovery before moving to an overweight posture. 

Core bond’s nemesis – inflation, and how to plan for it 
The taper tantrum of 2013 reminded us that the Fed's willingness to provide ever more support has a hidden weakness. Like 
kryptonite for Superman, the Fed’s resolve diminishes when inflation picks up. We believe bond markets remain prone to a 
surprise inflation cameo. Looking into 2021, we do not anticipate break-away inflation. Several quarters ahead, the Fed may 
contemplate ending government bond purchases, leading to a potential rise in long-term Treasury yields and a 
commensurate drop in price. To bolster the resiliency of core bond allocations, we recommend shifting a quarter of U.S. 
Treasury exposure to short-term TIPs, which may see positive performance should CPI inflation rise. When that time comes, 
TIPs likely prove a crucial diversifier in our view.  
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Rates steady in 2021– Fed Funds near zero, 10-year forecast 1.00%  
We forecast that the Fed Funds target range ends 2021 at 
0.00 - 0.25%, where rates have been since March 2020. A rise 
in Fed policy rates likely follows the return to full employment 
(unemployment less than 5%) and sustained inflation. While 
the Fed likely ends its monthly $120 billion bond purchases 
ahead of the first rate hike, we expect that a low rate target 
probably persists through 2023 or beyond as the Fed looks to 
achieve its 2% average inflation objective. 

We set our 10-year Treasury yield forecast at 1.00% for the 
end of 2021. A steepener trade would traditionally be 
appropriate heading into the recovery we expect next year. 
Our belief that the Fed could buy long-term Treasuries as a 
stimulus offsets modest inflation forces for higher 10-year yields in our base case. This leaves 10-year yields little changed 
from the end of 2020 to 2021. In our optimistic case, we contemplate a short-lived twist and firmer inflation leading 10-year 
Treasury yields higher to 1.50% at the end of 2021. Our adverse scenario would see tepid inflation, further Fed efforts to 
compress long-term rates, and a 0.50% 10-year Treasury yield at year-end. We recommend a 5.5-year duration target for 
long-term, total return portfolios just short of the 6-year duration of the Bloomberg Barclays U.S. Universal Index. 

Corporate defaults peak in the first half 
We forecast corporate defaults to peak in the first half of 2021 as early 
energy-related failures evolve into leisure and business services 
sector defaults. The multistage recovery should benefit cyclical sectors 
through 2021 but likely leaves leisure-related segments and the 
business services sector at risk through the year. 

We forecast global speculative-grade defaults rise to 8-10% on a 
trailing 12-month basis in our base case scenario. Domestically we 
expect U.S. defaults to top 10%. Defaults likely peak in the first half as 
companies capitulate after the year-end demand surge. We continue 
to see the lower rating quality of leveraged loans as an indication the 
sector may be as vulnerable. We expect high yield bonds to 
experience higher potential default rates and potentially lower 
recoveries than seen historically for the asset class. 

Municipals – risk lags, recommend a selective approach 
We believe investors should approach the municipal sector with 
tempered expectations, as continued credit challenges and 
compressed spreads will likely leave little room for upside in 2021. 
We see an opportunity for value in select sectors of the market, as 
we expect issuers with balance sheet strength and long-term viability 
to weather the near-term impact from Covid-19. 
 
Through past recessions, credit deterioration in the municipal market 
has typically lagged the corporate bond market. We expect this trend 
to hold through our current crisis. State budgets are likely to remain 
under pressure through 2021 and into the following two years, which 
we expect to have knock-on effects for other issuers. Impacted 
revenue sectors will likely benefit from a continued economic 
recovery, but many may face a slower recovery and a more difficult 
financial position to address challenges that existed pre-COVID-19. 
These issues could take a while to unwind, and we expect defaults 
among investment-grade issuers to continue to be rare in 2021. 
However, the troubled areas in investment-grade will become more 
apparent through the year, resulting in further credit dispersion and 
an uptick in downgrades.   
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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. 

It is important to note that this publication is prepared by the fixed 
income research area of the Investment Research Group within 
AEIS. The views, opinions and strategies highlighted in this 
publication may differ materially from the views, opinions, and 
strategies published by other functional areas within the Investment 
Research Group. Further, this research report is created 
independently of actions taken or planned by the Fixed Income 
Clearing Desk (AEIS). The views, opinions and strategies 
highlighted herein may not align with the views, opinions, 
strategies, or the day-to-day trading (clearing) operations, of AEIS.  

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.  Independent third party research on individual 
companies is available to clients at ameriprise.com/research-
market-insights/. 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, Inc. Please consult with your financial advisor. 

For investment grade bond sectors, the labels shown in certain 
debt research reports are defined as follows: Overweight (OW) – 
we believe the sector could outperform the total return of the 
Bloomberg Barclay’s Corporate Credit Index over the next 18 
months; Market weight (MW) - we believe the sector could perform 
in line with the total return of the Bloomberg Barclay’s Corporate 
Credit Index over the next 18 months; Underweight (UW) - we 
believe the sector could underperform the total return of the 
Bloomberg Barclay’s Corporate Credit Index over the next 18 
months. For high yield bond sectors, the labels and definitions are 
the same, however benchmarked against the Bank of America 
Merrill Lynch BB U.S. Cash Pay High Yield Index. 

For investment grade issuers and investment grade bonds, the 
ratings shown in certain debt research reports are defined as 
follows: Outperform (OP) – we believe the rated debt issuer or debt 
security could outperform the total return of the Bloomberg 
Barclay’s Corporate Credit Index relative sector over the next 18 
months; In-line (IL) - we believe the rated debt issuer or debt 
security could perform in line with the total return of the Bloomberg 
Barclay’s Corporate Credit Index relative sector over the next 18 
months; Underperform (UP) - we believe the rated debt issuer or 
debt security could underperform the total return of the Bloomberg 
Barclay’s Corporate Credit Index relative sector over the next 18 
months. For high yield BB+ to BB- issuers and high yield BB+ to 
BB- bonds, the rating definitions are the same, however 
benchmarked against the Bank of America Merrill Lynch BB U.S. 
Cash Pay High Yield Index. 

The Investment Grade and High Yield Research Team employs a 
relative return based rating system that, depending on the company 
under analysis, may be applied to either some or all of the 
company’s debt securities or other instruments. Please review our 
latest research report on a company to ascertain the application of 
the rating system. 

Our Corporate Bond Recommended List includes issuers that we 
believe have solid credit fundamentals and are likely able to repay 
indebtedness beyond the intermediate term. Fixed income 
securities included in this Recommended List are selected from the 
universe of companies covered by AEIS. Approved third-party 
research providers (e.g., Standard & Poor's and Moody’s Investor 
Service) generally provide additional information on companies 
included in this Recommended List. If a security is added to our 
Recommended List, we believe the issuer to be appropriate for 
investment based on known credit fundamentals; if a security is 
removed from our Corporate Bond Recommended List, we 
recommend reviewing our latest research report on the issuer for 
an explanation of the basis of the removal to determine if holding 
securities of the issuer remain appropriate. If you choose to hold 
the removed position in your portfolio, you should continue to 
review available third-party research sources in order to obtain an 
investment opinion and additional fundamental analysis. For 
purposes of constructing our Corporate Bond Recommended List, 
securities included on our Corporate Bond Recommended List 
most closely correlates with an investment opinion of “Hold” or 
better; therefore, 100% of the issuers on our Corporate Bond 
Recommended List meet this definition. Additionally, we note that 
each of our respective approved third-party research providers 
utilizes its own unique rating system, which is disclosed and 
defined within its own research reports. 

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 

http://www.ameriprise.com/legal/disclosures
http://www.sec.gov/
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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. 

Diversification and Asset Allocation do not assure a profit or protect 
against loss. 

Please note that yield calculations in this report do not take into 
account any trading expenses or account fees. When considering 
the appropriateness of a fixed income portfolio for your account, 
you should assess what impact your account fee schedule or 
trading expenses will have on the return of your investments; for 
example, if implementing this model in a wrap or fee-based 
account, carefully consider the level of the wrap fee assessed in 
light of the yield calculations associated with the portfolio. 

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. 

Municipal securities subject to AMT assume a “nontaxable” status 
for yield calculations.  Certain municipal bond income may be 
subject to federal income tax and are identified as “taxable”.  Gains 
on sales/redemptions of municipal bonds may be taxed as capital 
gains.  If the bonds are insured, the insurance pertains to the timely 
payment of principal (at maturity) and interest by the insurer of the 
underlying securities and not to the price of the bond, which will 
fluctuate prior to maturity.  The guarantees are backed by the 
claims-paying ability of the listed insurance company.   

New issue bonds are sold only by the prospectus or offering 
circular of the individual issuer. An investor should read the 
prospectus or offering circular carefully before investing. 

Non-Investment grade securities, commonly known as "high-yield" 
or "junk" bonds, are historically subject to greater risk of default, 
including the loss of principal and interest, than higher-rated bonds, 
which may result in greater price volatility than experienced with a 
higher-rated issue. 

Securities offered through AFS may not be appropriate for all 
investors.  Consult with your financial advisor for more information 
regarding the appropriateness of a particular investment. 

Any information relating to the income or capital gains tax treatment 
of financial instruments or strategies discussed herein is not 
intended to provide specific tax advice or to be used by anyone to 
provide tax advice. Investors are urged to seek tax advice based on 

their particular circumstances from an independent tax 
professional. 

For further information on fixed income securities please refer to 
FINRA’s Smart Bond Investing at FINRA.org, MSRB’s Electronic 
Municipal Market Access at emma.msrb.org, or Investing in Bonds 
at investinginbonds.com. 

Risk Disclosures 
All fixed income securities are subject to a series of risks which 
may include, but are not limited to: interest rate risk, call risk, 
refunding risk, default risk, inflations risk, liquidity risk and event 
risk.  Please review these risks with your financial advisor to better 
understand how these risks may affect your investment choices.  In 
general, bond prices rise when interest rates fall and vice versa.  
This effect is usually more pronounced for longer-term securities.  
This means you may lose money if you sell a bond prior to maturity 
as a result of interest rate or other market movement. 

Bond ratings are provided by Nationally Recognized Statistically 
Ratings Organizations (NRSRO) as designated by the U.S. 
Securities & Exchange Commission’s (SEC) as credit agencies. 
The list of NRSRO’s currently includes Standard & Poor's (SPC), 
Moody's Investors Service (MDY), Fitch Ratings (FTC), and the 
Dominion Bond Rating Service (DBRS). The SEC’s list of NRSROs 
is subject to change by the SEC. Ratings are evaluations of a bond 
issuer's financial strength, or its ability to pay a bond's principal and 
interest in a timely fashion. Ratings are divided into categories 
ranging from AAA (highest) to D (lowest). Investment grade ratings 
include: Moody’s ratings of Aaa, Aa, A, Baa and Standard & Poor's 
ratings of AAA, AA, A BBB. Non-investment grade securities, 
commonly called “high-yield” or “junk” bonds, have more volatile 
prices and carry more risk to principal and income than investment 
grade securities. Ratings are subjective opinions, are not 
statements of fact, and are subject to change. 

Convertible securities are subject to issuer default risk. A rise in 
interest rates may result in a price decline of convertible securities 
held by the fund. Falling rates may result in the fund investing in 
lower yielding securities, lowering the fund’s income and yield. The 
fund may also be forced to convert a convertible security at an 
inopportune time, which may decrease the fund’s return.  

Corporate Bonds are debt instruments issued by a private 
corporation.  Non-Investment grade securities, commonly known as 
“high-yield” or “junk” bonds, are historically subject to greater risk of 
default, including the loss of principal and interest, than higher-
rated bonds, which may result in greater price volatility than 
experienced with a higher-rated issue. 

Discount Bonds may be subject to capital gains. 

There are risks associated with fixed-income investments, 
including bond funds, such as credit risk, interest rate risk, and 
prepayment and extension risk. In general, bond prices rise when 
interest rates fall and vice versa. This effect is usually more 
pronounced for longer-term securities. 

There are risks associated with fixed-income investments, 
including credit risk, interest rate risk, and prepayment and 
extension risk. In general, bond prices rise when interest rates fall 
and vice versa. This effect is usually more pronounced for longer 
term securities. 

Non-investment-grade (high-yield or junk) securities present 
greater price volatility and more risk to principal and income than 
higher rated securities. 

Interest payments on inflation-protected securities may be 
more volatile than interest payments on ordinary bonds. In periods 
of deflation, these securities may provide no income. 

Mortgage Backed Securities – Bonds are subject to prepayment 
risk.  Yield and average lives shown consider prepayment 
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assumptions that may not be met.  Changes in payments may 
significantly affect yield and average life.  Please contact your 
financial advisor for information on Collateralized Mortgage 
Obligations (CMO)s and how they react to different market 
conditions. 

Mortgage- and asset-backed securities are affected by interest 
rates, financial health of issuers/originators, creditworthiness of 
entities providing credit enhancements and the value of underlying 
assets. 

Municipal Bonds – Interest income may be subject to state and/or 
local income taxes and/or the alternative minimum tax (AMT).  
Municipal securities subject to AMT assume a “nontaxable” status 
for yield calculations.  Certain municipal bond income may be 
subject to federal income tax and are identified as “taxable”.  Gains 
on sales/redemptions of municipal bonds may be taxed as capital 
gains.  If the bonds are insured, the insurance pertains to the timely 
payment of principal (at maturity) and interest by the insurer of the 
underlying securities and not to the price of the bond, which will 
fluctuate prior to maturity.  The guarantees are backed by the 
claims-paying ability of the listed insurance company.   

Non-investment grade (high-yield or junk) securities present 
greater price volatility and more risk to principal and income than 
higher rated securities. 

Preferred Securities have characteristics which are similar to 
equities and bonds (also sometimes referred to as hybrid 
securities, preferred stock, trust preferred, convertible preferred, 
and exchange traded debt). Therefore, in addition to general equity 
and fixed income market volatility risk, the shares are also subject 
to interest rate risk, call risk, credit quality risk, and general 
business and economic risks. We note that preferred securities, 
unlike equities, generally do not have voting rights. Additionally, for 
each of these investments, please be sure to consult with a tax 
expert to help assess your unique situation and constraints when it 
comes to taxation. 

There is no guarantee as to the market value of Treasury 
Securities if they are sold prior to maturity or redemption.  

The U.S. Government may be unable or unwilling to honor its 
financial obligations. Securities issued or guaranteed by federal 
agencies and U.S. government-sponsored instrumentalities may or 
may not be backed by the full faith and credit of the U.S. 
government. 

DEFINITIONS OF TERMS 
Average Effective Duration measures a fund’s interest-rate 
sensitivity–the longer a fund’s duration, the more sensitive the fund 
is to shifts in interest rates. 

Cash Investments generally refer to assets, securities and/or 
products which are low in risk and highly liquid.  These instruments 
can include Treasury bills, certificates of deposit, money market 
funds as well as high quality bonds whose maturities are less than 
12 months.  Cash investments can also include illiquid cash held in 
a mutual fund or pledged as collateral for derivatives.  You can only 
access this cash by redeeming the fund using it, subject to fees or 
time constraints associated with redemptions. 

Discount Margin is a yield-spread calculation designed to estimate 
the average expected return of a variable-rate security, usually a 
bond. 

Market risk may affect a single issuer, sector of the economy, 
industry or the market as a whole. 

Current Yield: Represents the current annual dividend divided by 
the current share price.  

Yield to Call (YTC) is the yield of a bond or note if you were to buy 
and hold the security until the call date, but this yield is valid only if 

the security is called prior to maturity. The calculation of yield to call 
is based on the coupon rate, the length of time to the call date and 
the market price. 

Yield to Maturity (YTM) is the total return anticipated on a bond if 
the bond is held until the end of its lifetime. Yield to maturity is 
expressed as an annual rate. 

Yield to Worst (YTW) is the lowest potential yield that can be 
received on a bond without the issuer actually defaulting. The YTW 
is calculated by making worst-case scenario assumptions on the 
issue by calculating the return that would be received if the issuer 
uses provisions, including prepayments, calls or sinking funds. 

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. 

Either AEIS or AFS trades (or may trade) as principal in the debt 
securities (or in related derivatives) that appear in this research 
report. 

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 
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