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As we closed out the first quarter of 2021, there were defined characteristics that 
we feel drove the rotation across asset classes and an overall adjustment to investor 
expectations. The broader investment landscape includes a three-pronged “wedge” or 
“channel” in the markets. In the short term, we view the “wedge” as long-dated yields 
rising. We see the medium-term “wedge” as the normalized growth rate (growth after 
the sugar high) in the economy, and inflation as the long-term “wedge.” 

A market “wedge,” in our view, is an episode that includes a sharp change to the macro 
economic outlook that tends to pressure capital market inputs and forces a rotation 
across and within asset classes. This rotation comes in rolling waves, creating a 
choppy investment environment with spurts of volatility, but the bull market uptrend 
remains intact. 

In Equities, this rotation has been surrounding the removal of some of the significant 
exposure to mega Growth, particularly the highly valued, less profitable companies 
that were clear leaders through the pandemic, and the increase in positioning to the 
more cyclical, economically sensitive areas, reflationary assets and perceived inflation 
“hedges” (e.g., commodities). In addition, exposure has been increasing in the interest 
rate sensitive segments such as Financials, and components of the areas most harmed 
by the pandemic (e.g., travel, leisure, entertainment, dining and lodging). In our opinion, 
a “wedge” rotation with rolling waves like the current one may last longer than expected 
given the overexposure in mega Growth that has been built up over recent years 
combined with the significant underexposure to Value, economic, and weaker dollar 
beneficiaries—including non-U.S. investments. The Financial and Energy sectors are still 
some 29% and 86%, respectively, behind the S&P 500 performance of the last three 
years, with a sizable valuation discount to the market multiple.1 

Moreover, we believe the “wedge” environment ultimately creates a market climate 
in which themes below the major indices, diversification, and factors such as 
dividend growth and “growth at a reasonable price” could become the most attractive 
characteristics of consistent returns. 

Throughout the remainder of this year and perhaps the first few months of 2022, the 
capital markets will most likely continue to take their direction from all three “wedges,” 
but we expect the profit outlook and the stabilization in yields and inflation expectations 
to create another uptrend in the markets. We expect this potential second uptrend 
to obviously be much less sharp than the 75% V-shaped rebound off the lows from 
March 2020, but it should still be around low double-digit percentages, in our opinion. 
Long-term yields and inflation expectations stabilizing the core higher-quality growth 

1 Sector return data covers the period from December 29, 2017 through April 9, 2021.
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Past performance is no guarantee of future results. 

areas dominated by the Technology sector mixed with a more foundational rerating 
upward in the cyclical and “epicenter” areas should ultimately underpin the second-leg 
advance. From our perspective the next pressure point in the markets comes later this 
year as concerns over higher taxes and adjustments to a tighter monetary policy gather 
momentum. This dynamic could set up a 2022 full market environment in which tax 
alpha is greater than investment alpha! We will cross that bridge when we get to it. 

What’s the Chief Investment Office’s (CIO’s) general portfolio strategy as the 
markets grind through the wedge?

In the coming weeks, earnings season takes center stage and job growth is likely to 
be very robust. We expect some bumpiness as companies issue improved guidance 
and revisions are adjusted further upward, but also as institutional rebalancing 
begins between Equities and Fixed Income. In addition, some market agitation could 
develop if the potential for bouts of liquidation of individual equities that have sharply 
underperformed rises in thin areas of the market. This could place some subtle pressure 
on the broader market, which we would use as an opportunity to rebalance portfolios 
and/or add to long-term Growth positions within Equities. 

We continue to be overweight Equities relative to bonds. We prefer a diversified mix 
between Growth and Value with an overweight still to the U.S. overall. We also prefer to 
pick up our Value exposure via non-U.S. Equity exposure, including neutral-rated Emerging 
Markets (EMs), and from U.S. Small-caps. For those who are still underweight cyclical 
areas and interest rate sensitive parts of the Equity market, consider leveraging market 
weakness as a buying opportunity as well. Many consumers are flush with cash and have 
significant pent-up demand for experiences and services. Confidence continues to rise 
as coronavirus vaccine penetration climbs, and job growth is about to gather speed. As 
economic reopening picks up, we expect the travel, leisure and entertainment segment 
to grind higher. Combine this rerating with more positive operating leverage in corporate 
America overall (particularly Consumer Discretionary) plus the consistent above-average 
growth in Technology (now with a less frothy valuation), and we could experience a much 
higher profit outlook than the consensus believes for 2021. A higher profit number than 
expected for 2021 would represent a more attractive jumping off point for 2022, especially 
in the context of the effect that a potential increase in corporate taxes might have. 

In Fixed Income we prefer shorter duration exposure with a focus on credit relative to 
government bonds—even though we expect municipal bonds to benefit significantly from 
the latest fiscal rescue plan. In terms of an overall strategy, a barbell approach in bonds is 
preferred. Fixed Income exposure, in general, should help balance out episodes of Equity 
volatility but could struggle to provide an attractive level of income and/or total return 
until 10-year Treasury yields approach 2.5% (a level that yields reached just prior to the 
Federal Reserve’s (Fed’s) initial pivot away from tightening in January of 2019), in our view. 

Reflationary assets are likely to help diversify portfolios with inflation expectations on 
the rise, excessive monetary accommodation, a steeper yield curve, wider deficits, some 
bouts of pressure on the U.S. dollar and stronger economic growth than expected. These 
all provide tailwinds to reflationary assets (e.g., commodities, real estate—including 
farm land and timber and interest rate sensitives). However, given their limited supply 
of investable assets and their potential for a higher level of illiquidity, reflationary assets 
could be more volatile than expected in the next 12 to 18 months. 

The second leg uptrend through the “wedge” is beginning, in our view, but we expect this 
to be a grind with rolling waves of rotation.

You can find additional information on the themes discussed above in the full Investment 
Strategy Overview, which includes additional investment insights and answers to important 
questions regarding the global market environment and portfolio positioning.
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Important Disclosures
Opinions and market data are current as of April 12, 2020 unless otherwise specified.

Investing involves risk, including the possible loss of principal. Past performance is no guarantee of future results.

Bank of America, Merrill, their affiliates, and advisors do not provide legal, tax, or accounting advice. Clients should consult their legal and/or tax advisors before making any financial decisions.

The Chief Investment Office (CIO) provides thought leadership on wealth management, investment strategy and global markets; portfolio management solutions; due diligence; and solutions 
oversight and data analytics. CIO viewpoints are developed for Bank of America Private Bank, a division of Bank of America, N.A., (“Bank of America”) and Merrill Lynch, Pierce, Fenner & Smith 
Incorporated (“MLPF&S” or “Merrill”), a registered broker-dealer, registered investment adviser and a wholly owned subsidiary of Bank of America Corporation (“BofA Corp.”). This information 
should not be construed as investment advice and is subject to change. It is provided for informational purposes only and is not intended to be either a specific offer by Bank of America, Merrill 
or any affiliate to sell or provide, or a specific invitation for a consumer to apply for, any particular retail financial product or service that may be available.

The Global Wealth & Investment Management Investment Strategy Committee (GWIM ISC) is responsible for developing and coordinating recommendations for short-term and long-term 
investment strategy and market views encompassing markets, economic indicators, asset classes and other market-related projections affecting GWIM.

BofA Global Research is research produced by BofA Securities, Inc. (“BofAS”) and/or one or more of its affiliates. BofAS is a registered broker-dealer, Member SIPC, and wholly owned subsidiary 
of Bank of America Corporation.

All recommendations must be considered in the context of an individual investor’s goals, time horizon, liquidity needs and risk tolerance. Not all recommendations will be in the best interest 
of all investors. 

Asset allocation, diversification and rebalancing do not ensure a profit or protect against loss in declining markets.

Investments have varying degrees of risk. Some of the risks involved with equity securities include the possibility that the value of the stocks may fluctuate in response to events specific to 
the companies or markets, as well as economic, political or social events in the U.S. or abroad. Small cap and mid cap companies pose special risks, including possible illiquidity and greater 
price volatility than funds consisting of larger, more established companies. Bonds are subject to interest rate, inflation and credit risks. Municipal securities can be significantly affected by 
political changes as well as uncertainties in the municipal market related to taxation, legislative changes, or the rights of municipal security holders. Income from investing in municipal bonds 
is generally exempt from federal and state taxes for residents of the issuing state. While the interest income is tax-exempt, any capital gains distributed are taxable to the investor. Income for 
some investors may be subject to the Federal Alternative Minimum Tax. Investments in high-yield bonds (sometimes referred to as “junk bonds”) offer the potential for high current income 
and attractive total return, but involves certain risks. Changes in economic conditions or other circumstances may adversely affect a junk bond issuer’s ability to make principal and interest 
payments. Treasury bills are less volatile than longer-term fixed income securities and are guaranteed as to timely payment of principal and interest by the U.S. government. Mortgage-backed 
securities are subject to credit risk and the risk that the mortgages will be prepaid, so that portfolio management may be faced with replenishing the portfolio in a possibly disadvantageous 
interest rate environment. Investments in foreign securities (including ADRs) involve special risks, including foreign currency risk and the possibility of substantial volatility due to adverse 
political, economic or other developments. These risks are magnified for investments made in emerging markets. Investments in a certain industry or sector may pose additional risk due to 
lack of diversification and sector concentration. Investments in real estate securities can be subject to fluctuations in the value of the underlying properties, the effect of economic conditions 
on real estate values, changes in interest rates, and risk related to renting properties, such as rental defaults. There are special risks associated with an investment in commodities, including 
market price fluctuations, regulatory changes, interest rate changes, credit risk, economic changes and the impact of adverse political or financial factors.

Impact investing and/or Environmental, Social and Governance (ESG) managers may take into consideration factors beyond traditional financial information to select securities, which could 
result in relative investment performance deviating from other strategies or broad market benchmarks, depending on whether such sectors or investments are in or out of favor in the market. 
Further, ESG strategies may rely on certain values based criteria to eliminate exposures found in similar strategies or broad market benchmarks, which could also result in relative investment 
performance deviating.

Nonfinancial assets, such as closely-held businesses, real estate, oil, gas and mineral properties, and timber, farm and ranch land, are complex in nature and involve risks including total loss of value. 
Special risk considerations include natural events (for example, earthquakes or fires), complex tax considerations, and lack of liquidity. Nonfinancial assets are not appropriate for all investors. 
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