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Investors begin the second quarter of 2021 facing a far different
market landscape than was the case when the year started.
While various market worries have subsided in recent months,
others have emerged, and with stocks reaching record highs and
credit spreads back below pre-pandemic levels, we believe now
is a crucial time to identify market catalysts and concerns and
net out the opportunities when taking both into account.

MARKET CATALYSTS
The U.S. economy is poised to grow much stronger than previously anticipated. We believe U.S. gross domestic
product (GDP) could eclipse 7% annualized growth for CY 2021 following a strong first quarter and as vaccines
continue to achieve wider distribution. We also believe aggregate real GDP could exceed pre-pandemic levels by the
end of the year, confirming a V-Shaped recovery.
Corporate earnings also appear positioned to surpass pre-virus levels by the end of 2021. S&P 500® underlying
company operating earnings is now estimated to come in north of 25% annual growth for CY 2021 (FactSet Earnings
Insight), which, if accomplished, would exceed the pre-pandemic CY 2019 profits by more
than 10%.
Fiscal stimulus has come up big. With last month’s congressional passage of President Biden’s $1.9 trillion
COVID-19 relief and stimulus package (American Rescue Plan), more than $5 trillion of stimulus has begun, or will
soon begin, being disseminated into the economy. This should also help to provide a tailwind for growth over the
upcoming year.
We see the Federal Reserve remaining accommodative for the foreseeable future. A major criterion for continuing
accommodation, in our opinion, is Chairman Powell’s commitment to avoid any policy tightening until, in his words,
“substantial further progress has been reached.” We believe this will pertain to the more than 10 million net job
losses remaining from the depths of last year’s depressed environment.

MARKET CONCERNS
Given the strong move in the markets over the past year, we believe the risk of a short-term market correction
remains high. Profit taking after large market moves like the one since last year is only human nature. That said,
under the current market environment, if downside volatility in the realm of about 10% among major stock indexes
were to occur, we would likely view such activity as a strong buying opportunity.

After a long absence, the prospect of higher inflation has entered the fray. With the economy making enormous
strides since last year’s depressed levels of demand, it is now likely we could finally see inflation rise above the
Federal Reserve’s long-term target of 2% at some point in the upcoming year. However, at the current time, we
believe rising inflation will likely be transient in nature and not sustained or warranting Fed policy action.
We believe longer-term interest rates could continue to rise. We see the 10-year Treasury yield potentially
exceeding 2% by the end of 2021. However, all considered, we feel rates are moving higher mostly due to a
dramatically improving economy, and we believe a steepening yield curve will likely prove advantageous for the
financial sector.
A major political battle awaits regarding President Biden’s announced $2.3 trillion infrastructure spending plan
and the tax increases proposed to pay for it. Potential tax increases expected to be included within this spending
bill could create negative market reaction if they are ultimately passed as proposed. Expect a fierce fight between the
parties on this legislation in the months ahead.

OPPORTUNITIES
In netting out the above catalysts and concerns, we believe the overall benefits of a higher growth environment
outweigh the market challenges created by it. Higher long-term interest rates, inflationary concerns, and tax
uncertainties are an acceptable tradeoff, in our opinion, given the tremendous economic and corporate earnings
recoveries and potential further growth.
We continue to see long-term opportunities in stocks. We are increasing our year-end 2021 price target on the S&P
500 to 4,500 from our previous target of 4,200 when the year began. Reasons for this upward projection include
higher expected corporate earnings, stronger economic growth, continued accommodative monetary policy from the
Fed, the impacts of fiscal stimulus, and the potential success of wider vaccine distribution in reversing virus trends
and further reinvigorating consumer activity.
We see a meaningful change in leadership from growth to value stocks continuing in the year ahead. Following
a decade in which growth stocks have materially outperformed their value counterparts, we see a change in the
market’s preference between the two as being a favorable and healthy signal. This will likely be driven by the rising
tide of an improving economy, a steepening yield curve, and the ultimate re-opening of U.S. businesses potentially
changing consumer behavior in a manner more favorable for the value universe.
Bond investors should consider staying short on the curve with a strong credit focus. Given the recent rise of
long-term interest rates and the tightening of credit spreads to pre-pandemic levels, we believe bond investors
should consider remaining below benchmark durations as the yield curve potentially steepens further and excess
returns above current coupon rates could prove challenging. Bond investors may also want to consider seeking active
managers capable of identifying individual credit opportunities not found in passive benchmarks.
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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.
Equities are subject to market risk meaning that stock prices in general may decline over short or extended periods of time.
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.
Growth stocks typically are particularly sensitive to market movements and may involve larger price swings because their market prices tend to reflect future expectations.
Growth stocks as a group may be out of favor and underperform the overall equity market for a long period of time, for example, while the market favors “value” stocks.
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.
The COVID-19 pandemic has caused substantial market disruption and dislocation around the world including the U.S. Economies and financial markets throughout the world are
increasingly interconnected. Economic, financial, or political events, trading and tariff arrangements, terrorism, technology and data interruptions, natural disasters, and other
circumstances in one or more countries or regions could be highly disruptive to, and have profound impacts on, global economies or markets.
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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