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Why we favor tech and healthcare
• The pandemic has sped up structural trends that are benefiting sectors such as
technology and healthcare – and we believe these trends are not fully priced in.

Jean Boivin
Head – BlackRock
Investment Institute

• Rising inflation expectations have driven up U.S. 10-year Treasury yields but to
a lesser degree than in the past, in line with our new nominal theme.
Elga Bartsch

• Data on credit growth in China this week could shed light on the degree of
ongoing policy support amid softening economic activity.
The pandemic has turbocharged transformations that were already under way –
from sustainability to inequality. Yet markets have not fully priced in the durability
of these trends, we believe, even with the glimpse into the future offered by the
pandemic. We favor technology and healthcare on a tactical horizon, as they offer
both quality characteristics and are likely beneficiaries of structural growth trends.
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Chart of the week
Return on equity and free cash flow yields of U.S. stocks by sector, 2021
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P a st performance is not a reliable indicator of current or future results. It is not possible to invest directly in an index. Sources: BlackRock
Investment Institute, with data from Refinitiv Datastream, February 2021. Notes: U.S. stocks are represented by the MSCI USA Index. Data
are based on a trailing 12-month basis. The free cash flow yield of financials isn’t comparable to others due to the sector’s unique nature.
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Healthcare and technology led the U.S. stock market in generating earnings and
revenue growth in 2020. They also stand out in generating high free cash flow
yields and return on equity, as the chart shows. The quality characteristics of
these two sectors could help provide some resilience against any bumps along
the road to the economic restart, in our view. At the same time, they offer longterm growth potential given structural shifts such as digitalization and aging
societies. Such quality exposures sit on one side of our bar-belled approach to
tactical asset allocation; on the other side, we like selected cyclical exposures
such as emerging market equities and U.S. small caps, which we see as benefiting
from a vaccine-led restart. Market pricing has come a long way since late last
year, yet we still see accelerated structural trends not yet fully reflected. We
believe they could drive performance over the tactical horizon. History suggests
financial markets are imperfect at pricing in long-term trends, even when these
shifts – such as demographic changes – are expected long in advance.
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Stock markets have hit new highs, led by the steady outperformance of tech stocks. We don’t see overall equity valuations as
obviously stretched, as we expect low interest rates and a vaccine-led economic restart to support risk assets over the next
six to 12 months. We also see sector-specific drivers for growth. The pandemic has made the case for accelerating the shift
to digital across a broad range of industries. One factor to consider: Rising production costs amid the rewiring of global
supply chains – another structural trend reinforced by the pandemic – has made cost-saving technology investment a
priority over traditional capex. Other trends are also supportive of the sector. About 38% of the U.S. workforce teleworked in
early-mid January, according to the U.S. Census Bureau. We expect the share of employees working remotely at least parttime to fall once the restart materializes – but to remain above the pre-pandemic levels. This shift improves the outlook for
companies behind the software, cloud and security infrastructure necessary to support a more dispersed workforce.
We see the healthcare sector potentially benefitting from structural trends such as demographic shifts, emerging market
healthcare spending growth and innovation across the board. For example, telemedicine has gained popularity during the
pandemic, and could become a long-term solution for some care needs due to its cost and operational efficiency. We also
see the relatively low valuation of the healthcare sector as appealing, and the risk of major policy change in the U.S. appears
low given Democrats’ slim majority in the Senate. An expansion of Obamacare could be positive for the managed healthcare
industry in the U.S, or health insurance providers. Elsewhere in the sector, the pandemic has hit demand for elective
procedures and cancer care. A vaccine-led economic restart would likely help drive a rebound in these businesses.

Another key trend is the tectonic shift toward sustainable investing. We will soon incorporate climate considerations into
our capital market assumptions – our long-run estimates of risk and return – to help investors prepare their portfolios for a
transition to a lower carbon economy. Read our CEO Larry Fink’s 2021 letter to CEOs on BlackRock’s commitment.
The bottom line: We favor tech and healthcare in tactical portfolios for their quality characteristics and the potential to
benefit from long-term structural trends. A risk to our view: The pandemic has afforded greater visibility into future trends,
yet more of this may now be priced in – and our visibility is still imperfect; some trends could reverse or change over time.

Market backdrop
U.S. stocks hit record highs as Congress made progress on the $1.9 trillion spending plan. U.S. 10-year Treasury yields rose
to the highest levels since last March, yet the magnitude of the increase is much less than that in the corresponding
inflation expectation during the period. Inflation-adjusted yields have been negative and stable – in line with our new
nominal theme. Former European Central Bank President Mario Draghi has been tapped to form a new Italian government,
pushing Italian government bonds yields down.

Assets in review
Selected asset performance in the past 12 months
EM equities
U.S. equities

12-month range
12-month return

Gold

Global high yield
Global corporate IG
U.S. 10-year Treasury
Brent crude

Italian 10-year BTP
Hard-currency EM debt
German 10-year Bund
European equities

U.S. dollar index
-80%

-60%

-40%

-20%

0%

20%

40%

Total return
Past performance is not a reliable indicator of current or future results. Indexes are unmanaged It is not possible to invest directly in an index.Sources: BlackRock Investment
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China has led the post-Covid activity restart globally –
cementing its position as one of the two main engines of
global activity – and underpinning our Globalization rewired
theme. China will likely emerge as the only large economy
globally with positive annual growth in calendar year 2020.
The swift activity rebound has helped Q4 2020 GDP to
return to pre-Covid trend, as shown on the chart.
We view the softer-than-expected activity data in January
as a mild speed bump. Tighter virus restrictions, colder
weather and a gradual normalizing of policy as authorities
turn their focus back to longer-term reforms have played a
part. Yet a narrow focus on Chinese GDP growth rates
misses a more important shift to quality of growth from the
quantity of growth, in our view.
The forthcoming National People’s Congress – that begins
on March 5 – will likely focus on longer-term issues such as
the control of financial risks, paving the way for stronger
creditor protections and streamlined bankruptcy measures.

China’s recovery
Estimated and actual real GDP growth in China, 2019-2022
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Sources: BlackRock Investment Institute, with data from Refinitiv Datastream, IMF and China’s
National Bureau of Statistics, February 2021. Notes: The orange line shows the actual GDP up to Q4
2020 (from the NBS) and estimated real GDP (dotted line) for China. Consensus estimates are based
on the latest Reuters poll of economists. The yellow line shows the implied path of China’s real GDP
projected by the IMF in its World Economic Outlook in Oct 2019.

Investment themes
1 The new nominal
•
•
•
•

•

•

We see stronger growth and negative real yields ahead as the vaccine-led restart accelerates and central banks limit
the rise of nominal yields – even as inflation expectations climb. Inflation will have different implications to the past.
The policy revolution as a response to the Covid shock implies that nominal yields will be less responsive to rising
inflation risk than in past episodes. This suggests risk assets will perform better than in past inflationary periods.
The Democrats’ slim majority in U.S. Congress improves the outlook for fiscal spending, likely fast tracking our
expectations for stronger growth and negative real yields.
Medium-term inflation risks look underappreciated. Production costs are set to rise amid the rewiring of global
supply chains. Central banks appear more willing to let economies run hot with above-target inflation to make up for
past undershoots. They may also face greater political constraints that make it harder to lean against inflation.
The policy revolution has led to a surge in public debt – and increased tolerance for it. We don’t see high debt levels
as a concern in the near term. Yet there are risks bubbling below the surface – over time we could see a change in the
premium for the perceived safety of government debt, with major market implications.
Market implication: Strategically we underweight nominal government bonds, favor inflation-linked bonds and see
equities supported by negative real rates. Tactically we are pro-risk, preferring U.S. equities and high yield credit.

2 Globalization rewired
•

•

•
•

•

The pandemic has accelerated geopolitical transformations such as a bipolar U.S. -China world order, and a rewiring
of global supply chains for greater resilience. We believe investors need exposure to both poles of global growth.
Strategic U.S.-China rivalry looks here to stay, particularly in tech. The Biden administration is likely to shift away
from a focus on bilateral trade deficits to a multi-lateral approach. It will also seek to balance cooperation on climate
change and public health within a broader U.S.-China agenda that includes areas of potential heightened tensions
such as trade and human rights.
We see assets exposed to Chinese growth as core strategic holdings that are distinct from EM exposures. There is a
clear case for greater exposure to China-exposed assets for returns and diversification, in our view.
We expect persistent inflows to Asian assets as many global investors remain underinvested and China’s weight in
global indexes grows. Risks to China-exposed assets include China’s high debt levels, yuan depreciation and U.S. China conflicts. But we believe investors are well compensated for these.
Market implication: Strategically we favor deliberate country diversification and above-benchmark China
exposures. Tactically we like EM equities, especially Asia ex -Japan, and are underweight Europe and Japan.

3 Turbocharged transformations
•

•
•

•
•

The pandemic has added fuel to pre-existing structural trends such as an increased focus on sustainability, rising
inequality within and across nations, and the dominance of e-commerce at the expense of traditional retail.
The pandemic has focused attention on underappreciated sustainability -related factors and supply chain resilience.
It has also accelerated “winner takes all” dynamics that have led to the outperformance of a handful of tech giants in
recent years. We see tech as having long-term structural tailwinds despite its increased valuations, yet it could face
challenges from higher corporate taxes and tighter regulation under a united Democratic government.
The pandemic has heightened the focus on inequalities within and across countries due to the varying quality of
public health infrastructure – particularly across EMs – and access to healthcare.
Market implication: Strategically we prefer sustainable assets amid a growing societal preference for sustainability.
Tactically we take a barbell approach, favoring quality stocks balanced with selected cyclical exposures.
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Week ahead
Feb. 8-15

Feb. 12

China total social financing data

University of Michigan Surveys of
Consumers

China’s Total Social Financing data – a broad measure of credit and liquidity growth in the world’s second largest economy –
will be in focus, after weaker-than-expected data last month. The data could shed light on ongoing policy support amid
softer activity data as virus restrictions have tightened. In the U.S., the preliminary University of Michigan survey data will be
key to watch for signs of a consumption boost following renewed fiscal policy support.

Directional views
Strategic (long-term) and tactical (6-12 month) views on broad asset classes, January 2021
Change in view

Asset

Strategic view

Tactical view

Equities
Neutral

+1

Credit
+1

Govt
bonds
-1

Neutral

Cash
Neutral

Private
markets
Neutral

Previous

New

We are neutral on equities on a strategic horizon given
increased valuations and a challenging backdrop for earnings
and dividend payouts. We tilt toward EM equities. Tactically, we
are overweight equities as we expect the restart to re-accelerate
and rates to stay low. We like a barbell approach: quality stocks
balanced with selected cyclical exposures.

We are neutral on credit on a strategic basis because we see
investment grade (IG) spreads offering less compensation for
any increase in default risks. We still like high yield for income.
On a tactical horizon, we see the economic restart and ongoing
policy support helping credit perform, even amid tighter yield
spreads and the wind-down of some emergency credit support.

The strategic case for holding nominal government bonds has
materially diminished with yields closer to perceived lower
bounds. Such low rates reduce the asset class’s ability to act as
ballast against equity market selloffs. We prefer inflation-linked
bonds as we see risks of higher inflation in the medium term.
On a tactical basis, we keep duration at neutral as policy
accommodation suppresses yields.

We are neutral and use cash to fund overweights in equities
and credit. Holding some cash makes sense, in our view, as a
buffer against the risk of supply shocks that could drive both
stocks and bonds lower.
Non-traditional return streams, including private credit, have
the potential to add value and diversification. Our neutral view
is based on a starting allocation that is much larger than what
most qualified investors hold. Many institutional investors
remain underinvested in private markets as they overestimate
liquidity risks, in our view. Private markets are a complex asset
class not suitable for all investors.

Note: Views are from a U.S. dollar perspective, January 2021. This material represents an assessment of the market
environment at a specific time and is not intended to be a forecast of future events or a guarantee of future results. This
information should not be relied upon by the reader as research or investment advice regarding any particular funds,
▲ Overweight
▼ Underweight
strategy
or security. — Neutral
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Change in view

Granular views

Previous
Six to 12-month tactical views on selected assets vs. broad global asset classes by level of conviction, January 2021

Fixed Income

Equities

Asset

Underweight

New

Overweight

United States

We are overweight U.S. equities. We see the tech and healthcare sectors offering
exposure to structural growth trends, and U.S. small caps geared to an expected cyclical
upswing in 2021.

Euro area

We are underweight European equities. The market has relatively high exposure to
financials pressured by low rates. It also faces structural growth challenges, even given
potential for catch-up growth in a vaccine-led revival.

Japan

We are underweight Japanese equities. Other Asian economies may be greater
beneficiaries of more predictable U.S. trade policy under a Biden administration. A
stronger yen amid potential U.S. dollar weakness may weigh on Japanese exporters.

Emerging markets

We are overweight EM equities. We see them as principal beneficiaries of a vaccine-led
global economic upswing in 2021. Other positives: our expectation of a flat to weaker U.S.
dollar and more stable trade policy under a Biden administration.

Asia ex-Japan

We are overweight Asia ex-Japan equities. Many Asian countries have been more
effective at containing the virus – and are further ahead in the economic restart. We see
the region’s tech orientation allowing it to benefit from structural growth trends.

Momentum

We keep momentum at neutral. The factor has become more exposed to cyclicality,
could face challenges in the near term as a resurgence in Covid-19 cases and a slow
start to the vaccination efforts create potential for choppy markets.

Value

We are neutral on value despite its recent outperformance. The factor could benefit from
an accelerated restart, but we believe that many of the cheapest companies – across a
range of sectors – face structural challenges.

Minimum volatility

We are underweight min vol. We expect a cyclical upswing over the next six to 12 months,
and min vol tends to lag in such an environment.

Quality

We are overweight quality. We like tech companies with structural tailwinds and see
companies with strong balance sheets and cash flows as resilient against a range of
outcomes in the pandemic and economy.

Size

We are overweight the U.S. size factor. We see small- and mid-cap U.S. companies as a
key place where exposure to cyclicality is likely to be rewarded amid a vaccine-led
recovery.

U.S. Treasuries

We are underweight U.S. Treasuries. We see a muted response in nominal U.S. yields to
rising inflation expectations, and real yields staying in negative territory. This leads us to
prefer inflation-linked over nominal government bonds.

Treasury InflationProtected Securities

We are overweight TIPS. We see potential for higher inflation expectations to get
increasingly priced in on the back of structurally accommodative monetary policy,
significant fiscal spending, and increasing production costs.

German bunds

We are neutral on bunds. We see the balance of risks shifting back in favor of more
monetary policy easing from the European Central Bank as the regional economic
rebound shows signs of flagging.

Euro area
peripherals

We are overweight euro area peripheral government bonds despite recent political events
in Italy. We see further rate compression due to ongoing support from the European
Central Bank and other policy actions.

Global investment
grade

We are underweight investment grade credit. We see little room for further yield spread
compression and favor more cyclical exposures such as high yield and Asia fixed income.

Global high yield

We are moderately overweight global high yield. Spreads have narrowed significantly, but
we believe the asset class remains an attractive source of income in a yield -starved world.

Emerging market –
hard currency

We are neutral hard-currency EM debt. We expect it to gain support from the vaccine-led
global restart and more predictable U.S. trade policies.

Emerging market –
local currency

We are neutral local-currency EM debt. We see catch-up potential as the asset class has
lagged the risk asset recovery. Easy global monetary policy and a stable-to-weaker U.S.
dollar should also underpin EM.

Asia fixed income

We are overweight Asia fixed income. We see the asset class as attractively valued. Asian
countries have done better in containing the virus and are further ahead in the economic
restart.

Pas t performance is not a reliable indicator of current or future results. It is not possible to invest directly in an index.Note: Views are from a U.S. dollar perspective. This material represents an
▲ Overweight
— at
Neutral
Underweight
▼intended
assessment
of the market environment
a specific time and is not
to be a forecast or guarantee of future results.This information should not be relied upon as investment advice
regarding any particular fund, strategy or security.
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BlackRock Investment Institute
The BlackRock Investment Institute (BII) leverages the firm’s expertise and generates proprietary research to provide
insights on the global economy, markets, geopolitics and long-term asset allocation – all to help our clients and portfolio
managers navigate financial markets. BII offers strategic and tactical market views, publications and digital tools that are
underpinned by proprietary research.

G eneral disclosure: This material is intended for information purposes only, and does not constitute investment advice, a recommendation or an offer or solicitation to purchase or sell any
securities to any person in any jurisdiction in which an offer, solicitation, purchase or sale would be unlawful under the securities laws of such jurisdiction. The opinions expressed are as of
Feb.8, 2021, and are subject to change without notice. Reliance upon information in this material is at the sole discretion of the reader. Investing involves risks. Asset allocation and
diversification does not guarantee investment returns and does not eliminate the risk of loss.

In the U .S. and Canada, this material is intended for public distribution. In EMEA Until 31 December 2020, issued by BlackRock Investment Management (UK) Limited, authorised and
regulated by the Financial Conduct Authority. Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Tel: + 44 (0)20 7743 3000. Registered in England and Wales No.
2020394, has issued this document for access by Professional Clients only and no other person should rely upon the information contained within it. For your protection telephone calls
are usually recorded. Please refer to the Financial Conduct Authority website for a list of authorised activities conducted by BlackRock. From 31 December 2020, in the event the United
Kingdom and the European Union do not enter into an arrangement which permits United Kingdom firms to offer and provide financial services into the European Union, the issuer of this
material is:(i) BlackRock Investment Management (UK) Limited for all outside of the European Union; and(ii) BlackRock (Netherlands) B.V. for in the European Union, BlackRock
(Netherlands) B.V. is authorised and regulated by the Netherlands Authority for the Financial Markets. Registered office Amstelplein 1, 1096 HA, Amsterdam, Tel: 020 – 549 5200, Tel:
31-20-549-5200. Trade Register No. 17068311 For your protection telephone calls are usually recorded. In Switzerland, this document is marketing material. This document shall be
exclusively made available to, and directed at, qualified investors as defined in the Swiss Collective Investment Schemes Actof 23 June 2006, as amended. For investors in Israel:
BlackRock Investment Management (UK) Limited is not licensed under Israel’s Regulation of Investment Advice, Investment Marketing and Portfolio Management Law, 5755-1995 (the
“Advice Law”), nor does it carry insurance thereunder. In South Africa, please be advised that BlackRock Investment Management (UK) Limited is an authorized financial services provider
with the South African Financial Services Board, FSP No. 43288. In the DIFC this material can be distributed in and from the Dubai International Financial Centre (DIFC) by BlackRock
Advisors (UK) Limited — Dubai Branch which is regulated by the Dubai Financial Services Authority (DFSA). This material is only directed at 'Professional Clients’ and no other person
should rely upon the information contained within it. In the Kingdom of Saudi Arabia this information is only directed to Exempt Persons, Authorized Persons or Investment Institutions, as
defined in the relevant implementing regulations issued by the Capital Markets Authority (CMA). In the United Arab Emirates this material is only intended for -natural Qualified Investor as
defined by the Securities and Commodities Authority (SCA) Chairman Decision No. 3/R.M. of 2017 concerning Promoting and Introducing Regulations. Neither the DFSA or any other
authority or regulator located in the GCC or MENA region has approved this information. In the State of Kuwait, those who meet the description of a Professional Client as defined under the
Kuwait Capital Markets Law and its Executive Bylaws. In the Sultanate of Oman, to sophisticated institutions who have experience in investing in local and international securities, are
financially solvent and have knowledge of the risks associated with investing in securities. In Qatar, for distribution with pre-selected institutional investors or high net worth investors. In
t h e Kingdom of Bahrain, to Central Bank of Bahrain (CBB) Category 1 or Category 2 licensed investment firms, CBB licensed banks or those who would meet the description of an Expert
Investor or Accredited Investors as defined in the CBB Rulebook. The information contained in this document, does not constitute and should not be construed as an offer of, invitation,
inducement or proposal to make an offer for, recommendation to apply for or an opinion or guidance on a financial product, service and/or strategy. In Singapore, this is issued by
BlackRock (Singapore) Limited (Co. registration no. 200010143N). This advertisement or publication has not been reviewed by th e Monetary Authority of Singapore. In Hong Kong, this
material is issued by BlackRock Asset Management North Asia Limited and has not been reviewed by the Securities and Futures Commission of Hong Kong. In South Korea, this material is
for distribution to the Qualified Professional Investors (as defined in the Financial Investment Services and Capital Market Act and its sub-regulations). In Taiwan, independently operated
by BlackRock Investment Management (Taiwan) Limited. Address: 28F., No. 100, Songren Rd., Xinyi Dist., Taipei City 110, Taiwan. Tel: (02)23261600. In Japan, this is issued by
BlackRock Japan. Co., Ltd. (Financial Instruments Business Operator: The Kanto Regional Financial Bureau. License No375, Association Memberships: Japan Investment Advisers
Association, the Investment Trusts Association, Japan, Japan Securities Dealers Association, Type II Financial Instruments Firms Association.) For Professional Investors only (Professional
Investor is defined in Financial Instruments and Exchange Act). In Australia, issued by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975 AFSL 230 523
(BIMAL). The material provides general information only and does not take into account your individual objectives, financial situation, needs or circumstances. In China, this material may
not be distributed to individuals resident in the People’s Republic of China (“PRC”, for such purposes, excluding Hong Kong,Macau and Taiwan) or entities registered in the PRC unless
such parties have received all the required PRC government approvals to participate in any investment or receive any investment advisory or investment management services. For Other
A PA C Countries, this material is issued for Institutional Investors only (or professional/sophisticated /qualified investors, as such term may apply in local jurisdictions). In Latin Ameri ca, for
institutional investors and financial intermediaries only (not for public distribution). No securities regulator within Latin America has confirmed the accuracy of any information contained
herein. The provision of investment management and investment advisory services is a regulated activity in Mexico thus is subject to strict rules. For more information on the Investment
Advisory Services offered by BlackRock Mexico please refer to the Investment Services Guide available at www.blackrock.com/mx

©2021 BlackRock, Inc. All Rights Reserved. BLACKROCK is a trademark of BlackRock, Inc., or its subsidiaries in the United States and elsewhere. All other trademarks are those of their
respective owners.
Not FDIC Insured • May Lose Value • No Bank Guarantee

BIIM0221U/M-1515544-6/6

