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What is the theme? 
Investors are likely to become increasingly innovative when it 
comes to searching for yield. Therefore, we believe a diversified 
multi-asset income allocation is likely to perform well in the 
coming 12 months.

Why now? 
A global commitment to keep monetary policies supportive of 
growth, even in the face of expansionary fiscal policies, is likely to 
keep interest rates and bond yields low, particularly in Developed 
Markets. The US Federal Reserve’s shift to Average Inflation 
Targeting reinforces this outlook.

Investment Implications 
Higher yielding assets, such as Emerging Market and high yield 
bonds, are likely to outperform. Global high dividend equities and 
non-traditional income assets, such as sub-financials, should be 
positioned to do well too. In all cases, we prefer to play this income 
theme through a diversified allocation tilted towards these asset 
classes. Additionally, investors can consider taking advantage of 
episodic spikes in equity market volatility to generate additional 
income by selling options via structured solutions.

Risks 
(i) Sustained increases in bond yields could hurt interest rate-
sensitive assets within an income allocation; (ii) Deterioration of 
global growth and earnings outlook could lead to pullbacks in 
high dividend equities and high yielding credit assets. 

The 2021 investment landscape 
is likely to be shaped by the 
tug of war between short term 
uncertainty from rising new 
COVID-19 infection cases, and the 
medium-term outlook for recovery 
as we gain more clarity on 
vaccine deployment. This road to 
recovery is unlikely to be smooth. 
Here, we outline our guidance 
in navigating 2021 for income-
oriented investors. Specifically, 
we attempted to answer the 
following questions: First, is the 
income investment theme still 
valid in 2021? Second, what can 
investors do to achieve the target 
yield of 4-5%? Lastly, is an income 
investing strategy relevant for total 
return investors in 2021?
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Fig. 1 The search for yield continues
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Source: Bloomberg, Standard Chartered. Data as of 10 December 2020. For indices used, refer to end note at the conclusion of this section. Refer to Explanatory notes related 
to Contingent Convertibles at the end of this document.

Looking ahead to 2021, two basic assumptions that support the income theme – the ultra-easy 
monetary policy environment and low traditional bond yields – are likely to remain in place. In a 
world of USD 17 trillion in negative yielding debt, the search for yield continues.

However, against the backdrop of a continued secular decline in bond yields, it is important for 
income seeking investors to adjust their expectations with regards to the income target that can 
be achieved without taking excessive risk. 

The best way to manage this risk versus income challenge is via a diversified income strategy, 
which should look beyond traditional fixed income assets to high dividend equity and hybrid 
assets for more sustainable yields going forward. The current yield spectrum on offer (table 
below) shows income opportunities to meet the target of 4-5% are available in traditional fixed 
income assets such as Emerging Market (EM) USD government bonds, Developed Market High 
Yield (DM HY) bonds and leveraged loans as well as non-traditional income assets, such as 
dividend yielding equity, sub-financials, a covered calls strategy and REITs.

As coronavirus risks remain a source of market uncertainty in 2021, investors could also consider 
taking advantage of potential bouts of volatility to generate additional income by selling equity 
put options. This strategy provides income streams from selling put options on stocks or indices. 
When market volatility becomes elevated, the option premium tends to increase, generating 
higher income. Of course, if the stock or index slumps, such a strategy can invoke significant 
marked-to-market losses.

Income investment theme remains 
valid in 2021 

In a world of

in negative-
yielding assets, 
the search for 
yield is likely to 
continue

$17 
USD TRILLION
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When planning for an uncertain 2021, we believe one 
useful input is a growth/inflation framework that examines 
how various income assets performed in similar economic 
scenarios historically. A few key conclusions that can be helpful 
to investors’ asset allocation decision-making process emerge 
from this.

First, growth expectations matter. Regardless of inflation 
expectations, absolute returns across the income spectrum, 
especially riskier assets such as high dividend equities, 
covered calls strategy and REITs, tend to be substantially 
higher in scenarios with an improving growth outlook. Looking 
beyond near-term coronavirus risks, we believe the prospect 
of continued fiscal and monetary policy stimulus should 
be supportive for these income-generating assets over the 
medium term.

Second, income is a key driver of total returns when growth 
is expected to slow (not our baseline scenario). In these 

instances, traditional credit assets such as DM HY, EM and 
Asia USD bonds were the top performers; high dividend 
equities delivered significantly lower return, but outperformed 
traditional equities thanks to the higher dividend.

Third, risk asset returns are sensitive to changing inflation 
regimes. Rising inflation expectations will likely be high on 
investor’s list of concerns in 2021. History shows rising inflation 
expectations can weigh on asset valuations, leading to lower 
capital appreciation, all else being equal. 

Lastly, if our baseline scenario of improving growth and subdued 
inflation pans out, historically, risk assets including global high 
dividend equity, credit and non-traditional assets have done 
well. A multi-asset income strategy has also fared well as a 
high income core is balanced by exposure to defensive and 
growth-oriented assets.

Improving growth and subdued inflation 
expectations in 2021 favour tilt toward 
non-traditional income assets

Fig. 2 Asset class performances in different economic scenarios

Average 12-month return and volatility of various asset classes in different economic scenarios (2005–2020)
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Source: Bloomberg, Standard Chartered. For indices used, refer to end note at the conclusion of this section. Economic scenarios are identified by BCA research data of global 
growth/inflation quadrants across business cycles. Refer to Explanatory notes related to Contingent Convertibles at the end of this document.
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One of many lessons that 2020 has taught 
us is the importance of diversification. While 
an inflation/growth framework can be useful 
in making asset allocation decisions over the 
medium term, we believe that diversifying the 
income sources across asset types, by regions, 
and by credit quality is an additional step investors 
can do to not only enhance income potential, but 
also increase the portfolios’ resilience against 
short term market fluctuations.

Our 
preferences  
in 2021

PREFERENCES BY ASSETS
Traditional fixed income remains 
a core holding but we advocate 
increasing allocation towards global 
high dividend equity and hybrid 
assets to boost income and build 
resilience of the overall allocation

PREFERENCES BY REGIONS 
Diversifying a global multi-asset 
income allocation into EM assets 
for their attractive yield on offer and 
regional diversification benefits 

PREFERENCES BY  
CREDIT QUALITY

Being selective is key as one 
moves down the credit quality 

spectrum in search of yield

RISK MANAGEMENT  
A PRIORITY

We retain conviction in credit assets 
as they provide medium/high income 

with potential moderate downside risk

Source: Standard Chartered Global Investment Committee
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PREFERENCES BY ASSET CLASSES

Bonds have always been a mainstay for any multi-asset income 
allocation. The low-to-negative interest rate regime suggests 
investors broaden their scope in the search for yields. A look 
at the current yield spectrum (figure 1 on page 3) suggests 
increasing allocation to non-traditional income assets such as 
dividend equity and hybrid asset.

Fundamentally, we are constructive toward global high 
dividend equities over the next 12 months. Catalysts behind 
this preference are three-fold: (1) Valuations remain attractive, 
with yields comparable to many fixed income counterparts; (2) 
Dividend cut concerns have eased; (3) High dividend equities 
should benefit if we see a more decisive rotation from growth 
to value equities.

For similar equity-like exposure, a reasonable exposure to a 
covered call strategy and Real Estate Investment Trusts (REITs) 
should help boost the long-term income potential of the 
overall allocation. Historically, these hybrid assets tend to have 
lower correlation with bonds and equities, providing excellent 
diversification benefits and more “staying power” in risk-off 
scenarios. REITs, in addition, can offer protection against a tick 
up in inflation expectations.

We also like Contingent convertible bonds (CoCos)1 and 
preferred securities for their valuable income. We are 
constructive on these assets given the availability of various 
credit facilities and buying programmes by central banks. Both 
Cocos and preferred securities carry a large tilt toward global 
financials and should benefit when bank lending activities 
improve from global economy normalisation. 

PREFERENCES BY CREDIT QUALITY

The chart below showcases the lack of yield from high quality 
bonds globally. Despite their depressed level of yields, we 
maintain a small exposure to high quality bonds such as DM 
IG government and DM IG corporate bonds as a volatility 
dampener. However, credit – USD bonds with a yield premium 
above US government bonds – remains the most preferred 
area within our bond allocation. We believe that better yields on 
offer and a tailwind from the global economic recovery mean 
credit offers more attractive risk/reward trade-offs. We have 
opportunistically increased allocation to high yielders such as 
DM HY and EM USD govt bonds.

Looking ahead into 2021, as we transit into the early stage of 
a new cycle with potentially higher defaults and valuation risks, 
being selective is key as one moves down the credit quality 
spectrum to search for yield. Specifically, we prefer DM HY 
bonds over global leveraged loans as they offer higher credit 
quality for the similar level of income potential. 

Fig. 3 Be selective as one moves down the credit quality 
spectrum

Yield to maturity/ dividend yield (%) across different credit quality 
buckets
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1	 Refer to Explanatory notes related to Contingent Convertibles at the end of this document.
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PREFERENCES BY REGIONS

While the universe for DM focused income assets is wider, 
EM- and Asia-focused income assets play an important role 
in any global income allocation. We retain a sizable allocation 
to EM debt and Asia USD bonds and small exposure to Asia 
REITs in our income allocation. Fundamentally, we are positive 
on EM and Asia assets because (1) the yield on offer remains 
attractive; (2) our expectations for improving global growth and 
a weaker USD imply positive price returns for EM assets; (3) as 
US-China relations continue to fluctuate, we could see more 
differentiated or less correlated return profiles between DM and 
EM assets. 

MANAGING RISK

While finding diversified sources of yield for our multi-
asset income allocation continues to be a key focus, we 
believe managing downside risks (as proxied by maximum 
drawdown) remains a priority in 2021. Income assets can be 
broadly categorised into three drawdown buckets.

•	 High drawdown – dividend equity, preferred equities, REITs

•	 Medium drawdown – DM HY bonds, leveraged loans, EM 
bonds, Covered call strategy, CoCos

•	 Low drawdown – DM IG govt, DM IG corporate, Asia USD 
bonds

This simple generalised framework provides investors with 
insights of potential risk/reward trade-offs in supporting their 
asset allocation decisions.

Under this framework, we can justify having a large allocation 
into credit as it falls into the bucket of high/medium income with 
medium downside risk. With the central banks’ commitment 
to keep interest rates and yields low for longer, risks of a 
significant pullback of these assets should be limited thanks 
to ample market liquidity. For the same reason, we are also 
comfortable with having some exposure to higher drawdown 
assets such as high dividend equities, preferred securities and 
REITs. These asset allocation decisions are consistent with 
fundamental drivers discussed in previous sections (page 4 
and 6).

Fig. 5 Downside risk/income potential framework supports our 
preference for credit

Historical average max drawdown (2005 - 2020) and current yield of 
various income assets
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conclusion of this section.

Fig. 4 Yield spectrum of income assets broken down by region
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Usually, multi-asset investors seeking a sustainable cash flow would prefer an income-focused 
allocation, while total return investors would prefer a growth-tilted allocation for price return 
potential. However, central bank policy over the past decade has meant both types of investors 
have increasingly favoured income strategies. 

Looking ahead, we believe this dynamic should remain largely unchanged, implying that an 
income strategy remains appropriate for total return investors. This can be attributed to the 
following reasons: 

First, central bank policy settings are likely to remain accommodative for the foreseeable future. 
The continued search for yield should support demand for income assets. 

Second, the greater focus on fiscal policy to revive the global economy should be supportive for 
capital appreciation of income assets. This can be validated by results from our inflation/growth 
framework (figure 2). Historical studies show that when global growth expectations picked up, 
most income assets reported high positive total return with price return as the key contributor. 

Lastly, a more decisive value/growth style rotation should benefit a diversified income allocation 
given its exposure to high dividend equities.

As for yield-seeking investors, in 2021, the income goal of 4-5% will require investors to not only 
broaden their scope, but also think differently about portfolio diversification for protection from 
market fluctuations. While a tilt towards credit remains attractive, in our view, income assets such 
as high dividend yield equities, a covered call strategy, sub-financials and REITs seem positioned 
to do well in a low yielding world supported by strong policy stimulus. 

There is a case for an income 
investing strategy for both income-
focused and total return investors 

Fig. 6 Our proposed multi-asset income allocation for 2021
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Source: Standard Chartered Global Investment Committee. Allocation figures may not sum up to 100% due to rounding effects.

End note:  
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J.P. Morgan JACI Investment 
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Daily TR Net, MSCI Japan Daily 
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Explanatory notes 
1. Figure 6 (page 8) shows multi-asset income allocation for a moderate risk profile only – different risk profiles may produce significantly different asset allocation 
results. Page 8 is only an example, provided for general information only and they do not constitute investment advice, an offer, recommendation or solicitation. They 
do not take into account the specific investment objectives, needs or risk tolerances of a particular person or class of persons and they have not been prepared for 
any particular person or class of persons. 

2. Contingent Convertibles are complex financial instruments and are not a suitable or appropriate investment for all investors. This document is not an offer to sell or an 
invitation to buy any securities or any beneficial interests therein. Contingent convertible securities are not intended to be sold and should not be sold to retail clients in 
the European Economic Area (EEA) (each as defined in the Policy Statement on the Restrictions on the Retail Distribution of Regulatory Capital Instruments (Feedback to 
CP14/23 and Final Rules) (“Policy Statement”), read together with the Product Intervention (Contingent Convertible Instruments and Mutual Society Shares) Instrument 
2015 (“Instrument”, and together with the Policy Statement, the “Permanent Marketing Restrictions”), which were published by the United Kingdom’s Financial Conduct 
Authority in June 2015), other than in circumstances that do not give rise to a contravention of the Permanent Marketing Restrictions.

Disclosures
This document is confidential and may also be privileged. If you are not the intended recipient, please destroy all copies and notify the sender immediately. This 
document is being distributed for general information only and is subject to the relevant disclaimers available at https://www.sc.com/en/regulatory-disclosures/#market-
commentary-disclaimer. It is not and does not constitute research material, independent research, an offer, recommendation or solicitation to enter into any transaction 
or adopt any hedging, trading or investment strategy, in relation to any securities or other financial instruments. This document is for general evaluation only. It does not 
take into account the specific investment objectives, financial situation or particular needs of any particular person or class of persons and it has not been prepared for 
any particular person or class of persons. You should not rely on any contents of this document in making any investment decisions. Before making any investment, you 
should carefully read the relevant offering documents and seek independent legal, tax and regulatory advice. In particular, we recommend you to seek advice regarding 
the suitability of the investment product, taking into account your specific investment objectives, financial situation or particular needs, before you make a commitment 
to purchase the investment product. Opinions, projections and estimates are solely those of SCB at the date of this document and subject to change without notice. 
Past performance is not indicative of future results and no representation or warranty is made regarding future performance. Any forecast contained herein as to likely 
future movements in rates or prices or likely future events or occurrences constitutes an opinion only and is not indicative of actual future movements in rates or prices 
or actual future events or occurrences (as the case may be). This document must not be forwarded or otherwise made available to any other person without the 
express written consent of the Standard Chartered Group (as defined below). Standard Chartered Bank is incorporated in England with limited liability by Royal Charter 
1853 Reference Number ZC18. The Principal Office of the Company is situated in England at 1 Basinghall Avenue, London, EC2V 5DD. Standard Chartered Bank is 
authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority. Standard Chartered PLC, the 
ultimate parent company of Standard Chartered Bank, together with its subsidiaries and affiliates (including each branch or representative office), form the Standard 
Chartered Group. Standard Chartered Private Bank is the private banking division of Standard Chartered. Private banking activities may be carried out internationally 
by different legal entities and affiliates within the Standard Chartered Group (each an “SC Group Entity”) according to local regulatory requirements. Not all products 
and services are provided by all branches, subsidiaries and affiliates within the Standard Chartered Group. Some of the SC Group Entities only act as representatives 
of Standard Chartered Private Bank, and may not be able to offer products and services, or offer advice to clients. They serve as points of contact only. ESG data has 
been provided by Refinitiv. Refer to https://www.refinitiv.com/en/financial-data/company-data/esg-research-data.

Market Abuse Regulation (MAR) Disclaimer
Banking activities may be carried out internationally by different branches, subsidiaries and affiliates within the Standard Chartered Group according to local regulatory 
requirements. Opinions may contain outright “buy”, “sell”, “hold” or other opinions. The time horizon of this opinion is dependent on prevailing market conditions and 
there is no planned frequency for updates to the opinion. This opinion is not independent of Standard Chartered Group’s trading strategies or positions. Standard 
Chartered Group and/or its affiliates or its respective officers, directors, employee benefit programmes or employees, including persons involved in the preparation or 
issuance of this document may at any time, to the extent permitted by applicable law and/or regulation, be long or short any securities or financial instruments referred 
to in this document or have material interest in any such securities or related investments. Therefore, it is possible, and you should assume, that Standard Chartered 
Group has a material interest in one or more of the financial instruments mentioned herein. Please refer to https://www.sc.com/en/banking-services/market-disclaimer.
html for more detailed disclosures, including past opinions/recommendations in the last 12 months and conflict of interests, as well as disclaimers. A covering strategist 
may have a financial interest in the debt or equity securities of this company/issuer. This document must not be forwarded or otherwise made available to any other 
person without the express written consent of Standard Chartered Group.

Country/Market Specific Disclosures
Botswana: This document is being distributed in Botswana by, and is attributable to, Standard Chartered Bank Botswana Limited which is a financial institution 
licensed under the Section 6 of the Banking Act CAP 46.04 and is listed in the Botswana Stock Exchange. 

Brunei Darussalam: This document is being distributed in Brunei Darussalam by, and is attributable to, Standard Chartered Bank (Brunei Branch) | Registration 
Number RFC/61. Standard Chartered Bank is incorporated in England with limited liability by Royal Charter 1853 Reference Number ZC18 and Standard Chartered 
Securities (B) Sdn Bhd, which is a limited liability company registered with the Registry of Companies with Registration Number RC20001003 and licensed by Autoriti 
Monetari Brunei Darussalam as a Capital Markets Service License Holder with License Number AMBD/R/CMU/S3-CL. 

China Mainland: This document is being distributed in China by, and is attributable to, Standard Chartered Bank (China) Limited which is mainly regulated by China 
Banking and Insurance Regulatory Commission (CBIRC), State Administration of Foreign Exchange (SAFE), and People’s Bank of China (PBOC). 

Hong Kong: In Hong Kong, this document, except for any portion advising on or facilitating any decision on futures contracts trading, is distributed by Standard 
Chartered Bank (Hong Kong) Limited (“SCBHK”), a subsidiary of Standard Chartered PLC. SCBHK has its registered address at 32/F, Standard Chartered Bank 
Building, 4-4A Des Voeux Road Central, Hong Kong and is regulated by the Hong Kong Monetary Authority and registered with the Securities and Futures Commission 
(“SFC”) to carry on Type 1 (dealing in securities), Type 4 (advising on securities), Type 6 (advising on corporate finance) and Type 9 (asset management) regulated activity 
under the Securities and Futures Ordinance (Cap. 571) (“SFO”) (CE No. AJI614). The contents of this document have not been reviewed by any regulatory authority in 
Hong Kong and you are advised to exercise caution in relation to any offer set out herein. If you are in doubt about any of the contents of this document, you should 
obtain independent professional advice. Any product named herein may not be offered or sold in Hong Kong by means of any document at any time other than to 
“professional investors” as defined in the SFO and any rules made under that ordinance. In addition, this document may not be issued or possessed for the purposes 
of issue, whether in Hong Kong or elsewhere, and any interests may not be disposed of, to any person unless such person is outside Hong Kong or is a “professional 
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no representations or warranties as to the security or accuracy of any information transmitted via e-mail. The Bank shall not be responsible for any loss or damage 
suffered by you arising from your decision to use e-mail to communicate with the Bank. 
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or prohibit the use of any information contained in this document. 
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incorporated in England with limited liability by Royal Charter in 1853 Reference Number ZC 18. The Principal Office of the Company is situated in England at 1 
Basinghall Avenue, London, EC2V 5DD. Standard Chartered Bank is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority 
and Prudential Regulation Authority. The Jersey Branch of Standard Chartered Bank is also an authorised financial services provider under license number 44946 
issued by the Financial Sector Conduct Authority of the Republic of South Africa. Jersey is not part of the United Kingdom and all business transacted with Standard 
Chartered Bank, Jersey Branch and other SC Group Entity outside of the United Kingdom, are not subject to some or any of the investor protection and compensation 
schemes available under United Kingdom law. 

Kenya: This document is being distributed in Kenya by, and is attributable to Standard Chartered Bank Kenya Limited. Investment Products and Services are 
distributed by Standard Chartered Investment Services Limited, a wholly owned subsidiary of Standard Chartered Bank Kenya Limited (Standard Chartered Bank/
the Bank) that is licensed by the Capital Markets Authority as a Fund Manager. Standard Chartered Bank Kenya Limited is regulated by the Central Bank of Kenya. 

Malaysia: This document is being distributed in Malaysia by Standard Chartered Bank Malaysia Berhad. Recipients in Malaysia should contact Standard Chartered 
Bank Malaysia Berhad in relation to any matters arising from, or in connection with, this document. 

Nigeria: This document is being distributed in Nigeria by Standard Chartered Bank Nigeria Limited, a bank duly licensed and regulated by the Central Bank of Nigeria. 

Pakistan: This document is being distributed in Pakistan by, and attributable to Standard Chartered Bank (Pakistan) Limited having its registered office at PO Box 
5556, I.I Chundrigar Road Karachi, which is a banking company registered with State Bank of Pakistan under Banking Companies Ordinance 1962 and is also having 
licensed issued by Securities & Exchange Commission of Pakistan for Security Advisors. Standard Chartered Bank (Pakistan) Limited acts as a distributor of mutual 
funds and referrer of other third party financial products. 

Singapore: This document is being distributed in Singapore by, and is attributable to, Standard Chartered Bank (Singapore) Limited (Registration No. 201224747C/ 
GST Group Registration No. MR-8500053-0, “SCBSL”). Recipients in Singapore should contact SCBSL in relation to any matters arising from, or in connection with, 
this document. SCBSL is an indirect wholly-owned subsidiary of Standard Chartered Bank and is licensed to conduct banking business in Singapore under the 
Singapore Banking Act, Chapter 19. Standard Chartered Private Bank is the private banking division of SCBSL. IN RELATION TO ANY SECURITY OR SECURITIES-
BASED DERIVATIVES CONTRACT REFERRED TO IN THIS DOCUMENT, THIS DOCUMENT, TOGETHER WITH THE ISSUER DOCUMENTATION, SHALL BE DEEMED 
AN INFORMATION MEMORANDUM (AS DEFINED IN SECTION 275 OF THE SECURITIES AND FUTURES ACT, CHAPTER 289 (“SFA”)). THIS DOCUMENT IS 
INTENDED FOR DISTRIBUTION TO ACCREDITED INVESTORS, AS DEFINED IN SECTION 4A(1)(a) OF THE SFA, OR ON THE BASIS THAT THE SECURITY OR 
SECURITIES-BASED DERIVATIVES CONTRACT MAY ONLY BE ACQUIRED AT A CONSIDERATION OF NOT LESS THAN S$200,000 (OR ITS EQUIVALENT IN A 
FOREIGN CURRENCY) FOR EACH TRANSACTION. Further, in relation to any security or securities-based derivatives contract, neither this document nor the Issuer 
Documentation has been registered as a prospectus with the Monetary Authority of Singapore under the SFA. Accordingly, this document and any other document or 
material in connection with the offer or sale, or invitation for subscription or purchase, of the product may not be circulated or distributed, nor may the product be offered 
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