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1 Portfolio Positioning
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GLOBAL
It’s Not All Cyclical ASSET ALLOCATION:
§ Within equities, we adjusted our regional positioning among developed markets by adding to Japan, funded from Europe, while remaining
THE VIEW
FROM
UK
underweight
the U.S. AlthoughTHE
both Japan and
Europe should benefit from the cyclical recovery, Japan is supported by Prime Minister
Yoshihide Suga’s emphasis on shareholder-friendly reforms and investment in productivity enhancing initiatives.

§ Within fixed income, we continued to reallocate a portion of our below investment-grade exposure from high yield bonds into floating rate
loans based on loans’ more attractive relative valuations, shorter-duration profile and higher standing in the capital structure.
January 2021 § Overall, we remain neutral stocks versus bonds as we balance broadly extended valuations in both markets and near-term risk of increasing
coronavirus cases versus ultra-supportive monetary and fiscal policies and progress toward vaccinations.
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Inflation, for real?
Inflation,
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decade of Fed policy geared

Chasing Unicorns
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Unprecedented
monetary and fiscal stimulus
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REGIONAL BACKDROP

Positives
United §§ Vaccine news means that the heavily
Kingdom services‑based UK economy is seeing a light
at the end of the tunnel

§§ An exuberant housing market, driven by stamp
duty cuts and pent-up demand, will support
consumption for now

As of 31 December 2020

Negatives
§§ Longer-term restrictions imposed on exit from
second national lockdown will be impactful
§§ Transition to new trade arrangements will be
very economically disruptive
§§ Projections forecast an 11.5% of gross
domestic product structural fiscal tightening
for 2021
§§ Combination of these risks make a move to
negative rates more likely, weighing on sterling

Developed §§ Higher exposure to more cyclically
Europe oriented sectors that should benefit
from economic recovery

§§ Monetary and fiscal policy
remain accommodative
§§ Equity valuations remain attractive
§§ Stronger long-term euro outlook

United §§ More fiscal support on the way
States §§ Monetary policy remains very accommodative

§§ New lockdowns amid second wave
of coronavirus
§§ Elongated process to enact further stimulus
§§ Brexit likely to negatively impact trade
§§ Less scope for European Central Bank to
stimulate further
§§ Limited long-term catalysts for growth
§§ Increasing COVID-19 cases
§§ Expensive stock and bond valuations

§§ Healthy consumer balance sheets and high
savings rate

§§ Elevated corporate and government
debt levels

§§ Low rates driving strong housing market

§§ US dollar weakness
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Positives
Japan §§ The economy continues to heal at a slow pace
with further stimulus measures announced

§§ Despite reaching multi-decade highs, equity
markets remain reasonably valued relative to
peers and could benefit from a global recovery
§§ While current recovery will be centred
on traditional industries like automakers,
Japan Inc. is changing with a push towards
digitalisation and governance

Asia Pacific §§ Positive economic growth momentum in China
ex‑Japan should continue well into 2021, with a clear focus
on domestic consumption

§§ We expect the renminbi to remain strong and
Chinese bonds to stay attractive given the global
low-yield environment and that they have become
more accessible to foreign investors
§§ Australian consumer spending should continue
to be supported by pent-up demand and an
improving job market
§§ The Australian economy could outperform in the
near term after effectively containing a COVID-19
outbreak; earnings forecasts also seem to
underestimate speed of recovery

Emerging §§ Chinese economy has largely rebounded
Markets §§ US dollar weakness
§§ Exposure to cyclical areas of the economy
should benefit from broad global recovery
§§ Equity valuations attractive relative to
developed markets

Negatives
§§ The economic recovery has been slower than in
other developed economies, while a new wave
of COVID-19 cases has raised expectations for
a state of emergency declaration
§§ Equity markets reaching new highs might
lead to some profit‑taking in the near term
§§ Market indicators signal a stronger
yen, which would reduce companies’
competitiveness and profitability
§§ Chinese economic momentum seems to
be peaking, while a tightening of policies is
possible in the second half
§§ Tech dominance in the Chinese equity
markets may be a headwind in the face of
new regulations and high valuations
§§ Risk exists that Australian support measures
could be wound down too quickly, creating a
hangover effect if the fiscal tap is turned off
§§ A strong Australian dollar might be the target
of future measures from the central bank

§§ Limited ability to enact fiscal stimulus
(excluding China)
§§ Capacity and infrastructure to combat
COVID-19 vary
§§ Stimulus from China likely to fade
going forward
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UK INVESTMENT COMMITTEE POSITIONING
Underweight

Neutral

orMonth‑Over‑Month Change

These views are informed by a subjective assessment of the relativeattractiveness of
asset classes and subclasses over a 6‑ to 18‑month horizon.

Change

ASSET
CLASSES

Overweight

As of 31 December 2020

Equities

Elevated valuations are reflecting optimistic recovery outlook, with earnings likely to improve
significantly. Timing of vaccine distribution and forthcoming fiscal stimulus will be key drivers.

Bonds

Short-term yields remain anchored amid central bank pledges of support. Longer rates likely to
continue moving higher on improving growth and hints of inflation.
Region
Defensive, growth-oriented profile less supportive as cyclical sectors should benefit from improving
2021 outlook. US dollar weakness could be an additional headwind.

US
Europe
ex-UK

Cyclically oriented sector profile and low valuations among financials are supportive. However,
long-term catalysts are scarce, and coronavirus outbreaks remain problematic.



After underperforming other equity markets in 2020, price level is compelling. Bank of England
and fiscal stimulus are supportive.

UK
Japan

Improving global trade outlook is a key driver. Refocus on reform efforts remains an important
catalyst for improving productivity and attracting foreign capital.



Valuations attractive relative to the US. Chinese stimulus and successful containment of the
coronavirus are supportive. Export- and commodity-driven economies face challenges.

EQUITIES

Developed
Asia ex‑Japan*

Exposure to global trade and favourable currency trends offer strong tailwinds. Within EM, we
favour cyclical sectors (financials and industrials) and regions (Latin America and EMEA).

Emerging
Markets
Style
Global Equity
Growth

Vulnerability to extended valuations, narrow leadership and improving economic growth
outlook could drive rotation towards cyclicals. Earnings trends may become more challenging.

Global Equity
Value

Cyclical orientation could benefit from pent-up demand, economic improvement, higher rates
and fiscal stimulus. Valuations have increased but remain attractive on a relative basis.
Capitalisation

Global Equity
Large‑Cap

Larger companies face challenging valuations, particularly in tech, and could lag as
recovery advances.

Global Equity
Small‑Cap

Smaller firms should benefit most from unleashed pent-up demand and fiscal stimulus.
Valuations are less challenging than large-caps and continue to offer potential upside to recovery.

Past performance is not a reliable indicator of future performance.
* Includes Australia
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UK INVESTMENT COMMITTEE POSITIONING
Underweight

Neutral

Change
UK Gilts

BONDS

UK Inﬂation
Linked

orMonth‑Over‑Month Change

These views are informed by a subjective assessment of the relativeattractiveness of
asset classes and subclasses over a 6‑ to 18‑month horizon.
Large output gap, potential Brexit disruption, fiscal consolidation and potential negative policy
rates even with vaccines on the horizon may anchor gilt yields.
Inflation expectations remain low. The Bank of England remains supportive.

UK IG Corporates

Market technicals remain supportive, but there are still plenty of uncertainties around
corporate fundamentals given the size of the economic shock.

US IG Aggregate

Nominal Treasury yields remain at low levels, and potential for improving growth and
additional fiscal stimulus could place upward pressure on yields.

European IG
Aggregate
Global High Yield
EM Dollar
Sovereigns
EM Local
Currency
EM Corporates

CURRENCIES

Overweight

As of 31 December 2020

The European Central Bank is willing to further support the eurozone’s recovery, but
uncertainty over the coronavirus is weighing on the sector.
Spreads have contracted to fair value levels, but yields are still attractive versus IG bonds.
Fundamentals are broadly supportive, but potential for downgrades and defaults in select sectors.
Sector offers attractive yield versus developed markets, but relative valuations are less
attractive after rally. Concerns around capacity for additional fiscal support remain.
Valuations remain attractive with continued accommodative monetary policy and potential for
weaker US dollar.
The impact of the pandemic on the asset class is difficult to quantify, but the prospect of
normalisation bodes well. Country-specific risks remain elevated.

GBP vs. USD

While a Brexit deal took away imminent tail risks, uncertainty of the deal’s impact on economic
activity is a downside and increases likelihood of central bank dovishness.

GBP vs. EUR

We continue to expect some weakness in the euro near term, weighed down by growth
weakness in Q1 2021. We retain a bias to the upside for the currency over the medium term.

GBP vs. JPY

The yen remains a safe-haven currency.

Past performance is not a reliable indicator of future performance.

UK INVESTMENT COMMITTEE
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The specific securities identified and described are for informational purposes only and do not represent recommendations.
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T. Rowe Price focuses on delivering investment management
excellence that investors can rely on—now and over the long term.
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of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights in
the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, or guarantees the accuracy or completeness of any information
herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability
or responsibility for injury or damages arising in connection therewith.

Important Information
This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give advice of any
nature, including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective investors are recommended to
seek independent legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, Inc.
and/or its affiliates receive revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance. The
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jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.
Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’
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