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Our expectation of U.S. 
mid-cap and small-cap 
stocks outperforming large 
cap returns of close to 5% 
also remains unchanged. 
We continue to believe that 
the economic and policy 
environment remains more 
favorable for the relatively 
inexpensive stocks that are 
more sensitive to economic 
cycles.

KEY TAKEAWAYS

In our 2021 Market Outlook published at the beginning of this year, we had mentioned higher inflation 
expectations that could force a jump in yields as one of the two potential risks to equity prices. We 
expected inflation pressures to bubble up by the second half of the year when consumer spending is 
likely to hit top gear in the U.S. and most other major economies. Yet, we are already seeing signs of 
increased inflation risks in most regions. Sovereign yields have moved higher and are close to levels 
expected for the end of this year. As a result, some of the optimism in equity markets started fading by 
the end of February, especially in growth stocks.

Yields have stabilized in recent weeks and equity markets, for now at least, seems to be getting 
comfortable with the current debt market. Yet, the prospect of rising prices and what it means for 
equity valuations continue to worry many investors.

We remain positive about equity returns for this year and expect the MSCI ACWI ex U.S. Index to return 
close to 10% in 2021, led by emerging markets with nearly 15% returns. Our expectation of U.S. mid-
cap and small-cap stocks outperforming large cap returns of close to 5% also remains unchanged. 
We continue to believe that the economic and policy environment remains more favorable for the 
relatively inexpensive stocks that are more sensitive to economic cycles. 

However, we do expect more volatility ahead as markets digest the likely spurts in inflation and 
the central bank reactions to such data. As we explain below, we also believe the main drivers of 
expected inflationary risks this year are in fact beneficial for long-term economic expansion and equity 
returns.

WHAT IS DRIVING INFLATION RISKS NOW?

Buoyant consumer spending, fueled by generous income support programs in multiple countries, 
is largely behind the recent build up in inflationary pressures. These have been accentuated by 
lingering supply chain disruptions from last year as well as an unexpected surge in demand for select 
goods and components. Most shipping companies continue to report port congestions and non-
availability of containers that have lengthened delivery times as well as pushed up freight costs. Some 
manufacturers, mostly automakers, are idling plants because of parts shortages. However, these 
production and transport disruptions are likely to smooth out over the next few months.

YES, WE COULD SEE EVEN HIGHER INFLATION AND YIELDS. BUT, IT’S NOT ALL BAD

The recent stronger than expected trends in consumer sentiment, labor markets, and household 
surpluses all point to meaningfully higher inflation later this year. This will likely be most evident in the U.S. 
where the tailwind from fiscal spending is the strongest, and it is quite possible that headline U.S. core 
consumer inflation will exceed 2% by the end of this year. If that trend is sustained, we are also likely to 
see 10-year U.S. yields near 2.5% before the end of 2021. 

Not many would have forecast inflation and yields that high anytime last year and even fewer 
anticipated global GDP growth north of 6% this year. Yet here we are, in a period of strong all-round
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Nevertheless, in our view, 
the inflation we see ahead 
in the U.S. and overseas is 
mostly of the good kind. 
Largely driven by a surge in 
spending by households, with 
the pandemic mostly in their 
rearview, corporate earnings 
and cash flows are likely to lift 
to record levels. 

economic growth supported by exceptionally large fiscal spending that could continue through the 
middle of 2022.   

Nevertheless, in our view, the inflation we see ahead in the U.S. and overseas is mostly of the good 
kind. Largely driven by a surge in spending by households, with the pandemic mostly in their rearview, 
corporate earnings and cash flows are likely to lift to record levels. More importantly, the momentum is 
expected to continue next year as well, albeit at a more moderate pace. The robust earnings outlook 
should go a long way in supporting current equity valuations that many investors believe are stretched.

Consensus earnings growth estimates by percentage, excluding negatives, as of 4/15/2021. Source: BloombergConsensus earnings growth estimates by percentage, excluding negatives, as of 4/15/2021. Source: Bloomberg

Values as of 4/15/2021. Source: BloombergValues as of 4/15/2021. Source: Bloomberg
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We believe the world is at the 
early stages of a potentially 
momentous transition to new 
economic structures built 
around renewable energy, 
automation, and data. If this 
transpires as we expect, it 
will involve significant capital 
investments, way above the 
levels we are accustomed to.

                

One-year consensus forward P/E differential, as of 4/15/2021. Source: Bloomberg

Based on the current fiscal and monetary outlook, it is unlikely that we will see extended periods of 
above target core inflation levels in major economies. Core U.S. consumer inflation averaged 1.6% in 
the decade leading into last year’s pandemic and the average 10-year U.S. treasury yield was close 
to 2.5%. Current headline inflation and yields are around or below these averages and the Fed’s new 
framework allows overshoots above the inflation target for short periods. Provided that the fiscal boost 
fades by the second half of 2022, we expect core inflation in the U.S. to moderate to the longer-term 
trend. Other major economies are also unlikely to see meaningful divergence from this outlook.

FINALLY, THE BEST PART: A RESURGENT CAPEX CYCLE

The last time the world economy saw a sustained capital investment boom was before the 2008 
financial crisis. Despite high corporate cash levels and low borrowing costs, private businesses have 
been largely hesitant to invest in capacity for more than a decade now. Several industries had 
sufficient underutilized capacity for this period, marked by relatively slow growth rates often described 
as ‘secular stagnation’.

That may be changing, and rapidly so. We believe the world is at the early stages of a potentially 
momentous transition to new economic structures built around renewable energy, automation, and 
data. If this transpires as we expect, it will involve significant capital investments, way above the 
levels we are accustomed to. The tens of billions of dollars in new investments announced by the 
semiconductor manufacturers and automakers over the last few months are likely only a start. 

More than a decade of underinvestment means industries that are relatively untouched by the 
structural transitions mentioned above are also likely to hit capacity limits soon. Moderate inflation that 
gives businesses better pricing power should further encourage them to invest in new capacity and 
efficiency. Corporate cash levels are scaling new highs and cost of capital remains relatively low, so 
funding these capital expenditures should not be a problem. This virtuous cycle has the potential to 
extend the economic growth momentum longer than currently imagined.

BE PREPARED FOR MORE VOLATILITY

The increasingly obvious disconnect between a rapidly improving global economic outlook and the 
aggressively accommodative monetary postures of the world’s leading central banks is likely to result 
in further market volatility in the coming months. The Fed is planning to hold off rate hikes until 2023 
while the European Central Bank recently expanded its bond purchases. If inflation moves higher, 
as we expect, markets should soon start questioning central banks’ commitment to low-for-longer 
interest rates and quantitative easing. In our view, a more prudent course for the central banks would 
be to acknowledge the possibility of earlier bond purchase tapering as well as rate hikes. That could 
disappoint some, but the continuing good news from a robust global economy should help the 
markets quickly regain optimism.

312-663-8300  |  www.thomaswhite.com Page 3 of 4                                                          

MARKET OUTLOOK 2021 MARKET OUTLOOK 2021 ||  APRIL 2021APRIL 2021



312-663-8300  |  www.thomaswhite.com  |  © 2021 Thomas White International, Ltd. Page 4 of 4                                                          

This publication is for informational purposes only. This publication is not intended to provide tax, legal, insurance 
or other investment advice. Unless otherwise specified, you are solely responsible for determining whether any 
investment, security or other product or service is appropriate for you based on your personal investment objectives 
and financial situation. You should consult an attorney or tax professional regarding your specific legal or tax situation. 
 
The information contained in this publication does not, in any way, constitute investment advice and should not 
be considered a recommendation to buy or sell any security discussed herein. It should not be assumed that 
any investment will be profitable or will equal the performance of any security mentioned herein. Thomas White 
International, Ltd., may, from time to time, have a position or interest in, or may buy, sell or otherwise transact in, or 
with respect to, a particular security, issuer or market on our own behalf or on behalf of a client account. 

Past Performance is not indicative of future results. This publication does not represent a recommendation to buy or sell 
any security or to invest in any particular market or country.

Earnings Growth: The actual or expected increase in profits over two comparable periods of time.

Trailing P/E: A relative valuation multiple that is based on the last 12 months of actual earnings. It is calculated by 
taking the current stock price and dividing it by the trailing earnings per share for the past 12 months.

1 Year Forward P/E: The current fiscal year consensus P/E ratio estimate as reported by Institutional Brokers’ Estimate 
System. It is calculated by taking the current stock price and dividing it by the expected earnings per share for the 
next 12 months.

One-year Consensus Forward P/E Differential: The relative difference between the current fiscal year consensus P/E 
ratio of the stated benchmarks.

The MSCI ACWI ex U.S. Index is a stock market index that is designed to measure equity market performance of both 
developed and emerging markets, excluding the U.S. The MSCI EM Index is designed to measure equity market 
performance of emerging markets. The MSCI EM Value Index is designed to measure equity market performance 
of emerging market securities exhibiting overall value style characteristics. The MSCI EM Growth Index is designed to 
measure equity market performance of emerging market securities exhibiting overall growth style characteristics. The 
MSCI EAFE Index is designed to measure the equity market performance of developed markets outside of the U.S. 
& Canada. The S&P 500 Index measures the performance of 500 leading companies in leading industries of the U.S. 
economy, capturing 75% coverage of U.S. equities. All indices are unmanaged and returns assume the reinvestment 
of dividends. It is not possible to invest directly in an index.

FORWARD LOOKING STATEMENTS
Certain statements made in this publication may be forward looking. Actual future results or occurrences may 
differ significantly from those anticipated in any forward looking statements due to numerous factors. Thomas White 
International undertakes no responsibility to update publicly or revise any forward looking statements.
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