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The equity and credit markets have staged an impressive
and unexpected rally since late March. After the fastest 35%

drop in its history between February 19 and March 23, the S&P 500®
is now close to fully recovering its entire decline. High-yield and
investment-grade credit spreads have also narrowed considerably. This
market activity has occurred against a backdrop of the worst shortterm economic contraction since the Great Depression of the 1930s.

• We continue to believe current equity levels represent meaningful long-term opportunities. The market is the
great discounter of future events and as the economy moves past the worst of the COVID-19-induced shock,
asset prices could potentially continue to rise.
• The May Employment Report released on June 4 has thrown cold water on the bearish argument that the
markets’ strong performance in recent months is “disconnected” from economic reality. With 2.5 million jobs
added to the economy in May versus expectations of 8.5 million job losses, there is now clearly a case to be
made for faster than previously anticipated economic improvement.
• We are now solidly entrenched in a lower interest rate environment that is likely to be beneficial not only for
corporate profitability but also equity and credit market valuations.
• Equity valuations are more than reasonable in our opinion when looking at them from the perspectives of both
revised dividend and earnings yields in comparisons to long-term Treasury bond rates.
• We believe there are four primary catalysts that have driven the markets higher in recent months and will
continue to do so. These catalysts are:
1.

Record fiscal economic stimulus passed by Congress — the CARES Act — of approximately $2.7 trillion
and the potential of more to follow in the months ahead

2.

Unprecedented monetary stimulus being implemented by the Federal Reserve not only in taking shortterm interest rates to zero but also applying large-scale asset purchases also in the trillions of dollars

3.

Improving medical data and trends in the COVID-19 virus itself displaying stable fatality rates and rising
recovery rates

4. Continued safe re-opening of the economy on a national basis

• We believe there is a strong probability that the historic fiscal and monetary economic stimulus put forth in
recent months by Congress and the Federal Reserve will likely remain in effect well into an economic recovery,
therefore transitioning from a bridge to a tailwind for the markets.
• All considered, we see potential upside over the next 12 months on the S&P 500 of approximately 10%, and total
returns on high-yield bonds in the high-single digits and for investment-grade bonds in the mid-single digits.
Given this strong move in the markets, investors should remain prepared for short-term volatility on a daily or
weekly basis. As we have said before, this is still not an environment for faint hearts or short time horizons.
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Investments are subject to market risk, including the loss of principal. Asset classes or investment strategies described may not be suitable
for all investors.
Past performance does not guarantee future results.
Fixed income investing is subject to credit rate risk, interest rate risk, and inflation risk. Credit risk is the risk that the issuer of a bond won’t meet their payments.
Inflation risk is the risk that inflation could outpace a bond’s interest income. Interest rate risk is the risk that fluctuations in interest rates will affect the price of a
bond. Investing in floating rate loans may be subject to greater volatility and increased risks.
Equities are subject to market risk meaning that stock prices in general may decline over short or extended periods of time.
Investments in global/international markets involve risks not associated with U.S. markets, such as currency fluctuations, adverse social and political
developments, and the relatively small size and lesser liquidity of some markets. These risks may be greater in emerging markets.
Alternative investment strategies may include long/short and market neutral strategies; bear market strategies, tactical strategies (such as debt and/or equity:
foreign currency trading strategies, global real estate securities, commodities, and other non-traditional investments).
The information included in this document should not be construed as investment advice or a recommendation for the purchase or sale of any security. This
material contains general information only on investment matters; it should not be considered as a comprehensive statement on any matter and should not be
relied upon as such. The information does not take into account any investor’s investment objectives, particular needs or financial situation. The value of any
investment may fluctuate. This information has been developed by Transamerica Asset Management, Inc. and may incorporate third party data, text, images,
and other content to be deemed reliable.
Comments and general market-related projections are based on information available at the time of writing and believed to be accurate; are for informational
purposes only, are not intended as individual or specific advice, may not represent the opinions of the entire firm and may not be relied upon for future investing.
Investors are advised to consult with their investment professional about their specific financial needs and goals before making any investment decisions.
Transamerica Asset Management, Inc. is an SEC-registered investment adviser. The funds advised and sponsored by Transamerica Asset Management, Inc.
include Transamerica Funds, Transamerica Series Trust and DeltaShares® exchange-traded funds. Transamerica Asset Management, Inc., is an indirect
wholly owned subsidiary of Aegon N.V., an international life insurance, pension, and asset management company.
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