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SUMMARY

Late-Cycle Strategies 
We assess risks and potential opportunities for multi-asset portfolios  
amid late-cycle dynamics, higher inflation, rising interest rates, and 
geopolitical uncertainty.

• We favor less cyclical, higher-quality businesses that we believe will likely be more 
resilient to late-cycle dynamics, such as healthcare and pharmaceuticals. We also 
continue to favor semiconductor companies, while resilient credits in travel and leisure 
should have upside due to the continued economic reopening.

• Inflation mitigation strategies, including commodities and select currencies, are an 
essential ingredient for multi-asset portfolios in a late-cycle environment, especially 
when the world faces wartime price pressures. 

• The outlook for continued monetary tightening has created more value in fixed income 
markets, though other headwinds have us favoring a cautious approach to government 
bonds, particularly in developed markets. Also, assets such as cash can serve as dry 
powder to capitalize on dislocations.

Investors today are navigating a global 
economy in the late stage of the business 
cycle. Underlying growth appears robust 
but increasingly vulnerable to downside risk, 
leading to downward revisions in many growth 
forecasts. Inflation, already high, has risen 
further, and markets have priced in rapid 
monetary tightening as central banks rush to 
control price spikes. 

PIMCO’s business cycle indicators – based 
on data covering a wide range of macro 
and market factors – now point to a 98% 
probability that the global economy is in the 
second half of the economic expansion. 
However, although we are in a late-cycle 
environment, our base case outlook does not 
include a global recession in 2022 (though 
we acknowledge meaningful downside 
risks to growth in several regions, including 
Europe – for details, please read our latest 
Cyclical Outlook, “Anti-Goldilocks”). Household 
and corporate balance sheets are generally 
healthy, pent-up demand for services has yet 
to be fulfilled, and continued investment in 

infrastructure and energy is needed. However, 
the U.S. Federal Reserve and many other 
central banks have made it clear that taming 
inflation is now their primary task. Financial 
conditions are tightening in response,  
bringing markets out of the reliably easy 
monetary conditions to which they had 
become accustomed. 

In the real economy, supply shortages 
persist in areas ranging from labor to 
semiconductors. Despite hopes for continued 
improvement in 2022, the war in Ukraine 
has further upended supply chains and 
sent commodity prices surging. We expect 
elevated inflation will continue to prompt 
central banks to push interest rates higher, 
creating differentiation across and within 
asset classes. 

For financial assets, late-cycle behavior 
historically favors equities and commodities 
over duration and credit, albeit with more 
muted returns and higher volatility across  
the board. 

https://global.pimco.com/en-gbl/insights/economic-and-market-commentary/cyclical-outlook/anti-goldilocks
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In PIMCO’s multi-asset portfolios, we are following the classic 
late-cycle playbook. We have reduced overall beta exposure to 
reflect the lower returns and higher volatility that we expect in 
this environment. From a cross-asset perspective, we prefer 
equities versus duration and corporate credit, and within asset 
classes, we are emphasizing higher-quality exposures. Finally, 
we hold exposure to assets that may benefit from higher 
inflation and help diversify portfolios, such as commodities 
and select currencies. 

EQUITIES

Over the past year, many cheaper, more cyclically oriented 
stocks have delivered strong returns on the back of robust 
economic growth and risk appetite. But looking ahead, we 
favor less cyclical, higher-quality businesses that we believe 
will be more resilient to late-cycle dynamics. We look for 
companies with steady cash flow, profitability, and sales that 
can likely weather periods of economic uncertainty. 

We have also shifted allocations toward sectors with these 
characteristics, such as healthcare and pharmaceuticals. 
Companies in these sectors tend to be less rate-sensitive 
and are less exposed to rising input costs, the removal of 
fiscal stimulus, and waning pandemic-fueled demand trends. 
We also continue to favor semiconductor companies, which 
historically have been quite cyclical, but have improved balance 
sheets and should benefit from strong secular tailwinds that 
will make them less sensitive to headline economic growth 
through the next cycle. 

Assessing equities by factor, quality stocks historically have 
delivered the best risk-adjusted returns during this part of the 
cycle, while value and small cap stocks usually lag (see Figure 1).

A portfolio can be overweight quality without giving up on 
growth opportunities. But investors should expand their focus 
beyond headline growth rates and also focus on the quality 
of the earnings expansion. This can differentiate truly cash-
generative businesses from those whose earnings-per-share 
(EPS) growth is mere accounting craft. 

In PIMCO portfolios, we begin with a quantitative systematic 
screen that selects companies based on their valuation 
adjusted for cash generation. This allows us to find not only 
companies of high quality but also those with high growth 
that trade at a discount on adjusted multiples. We use three 
additional criteria: 1) low level of debt, as a clean balance sheet 
should help companies navigate uncertain environments due 
to greater flexibility; 2) high and stable margins, as companies 
that have a historical track record of maintaining or expanding 
their margins tend to be able to replicate such performance 
in more difficult parts of the cycle; and 3) high free cash flow 
generation, as companies able to generate cash can deploy it 
into dividends, buybacks, or new investments to fuel growth.

Our next step is more qualitative: We evaluate companies to 
ensure favorable industry dynamics, fit with our macro and 
thematic views, and absence of red flags. Looking across 
equity sectors, we find a wide range of average quality scores 
of the companies within them, underscoring the importance of 
analysis at the macro, sector, and company levels (see Figure 
2). This framework can help investors navigate late-cycle 
environments as they pivot toward quality in their  
equity allocations.

Figure 1: Higher-quality stocks tend to outperform other 
equity factors in late-cycle environments
Since 1984, equity factor Sharpe ratios by cycle phase

Phase Value Quality Momentum Size 
Low 

volatility
Low 
beta

Expansion 1H 0.72 0.33 0.09 0.50 (0.08) (0.19)

Expansion 2H (0.07) 0.67 0.42 (0.27) (0.09) (0.04)

Recession 1H (0.42) 1.79 0.89 (0.41) 1.54 1.47

Recession 2H 0.48 0.73 (1.02) 1.40 0.06 (0.65)

Cycle average 0.29 0.60 0.21 0.16 0.03 (0.05)

Source: PIMCO, Compustat, and NBER as of 28 February 2022. Factor Sharpe 
ratios are calculated using data since 1984 and are based on the Fama-French 
definitions of value, size, quality, and momentum. Recessions and expansions 
are defined by NBER.

Key themes in multi-asset portfolios
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CREDIT AND RATES

We see select opportunities in credit markets, and we are 
focused on companies that should benefit from strong balance 
sheets and healthy liquidity. Recent widening in spreads has 
created value in sectors such as financials, which we believe 
are default remote. Meanwhile, resilient credits in travel and 
leisure have upside due to the continued economic reopening 
but still trade wide to pre-pandemic levels.

The rapid monetary tightening priced in by markets has 
created more value in fixed income markets, but the asset 
class still faces the headwinds of high inflation, robust growth, 
and increasing government bond supply as central banks 
begin to unwind their balance sheets. Nonetheless, bonds have 
long played an important role as a diversifier in multi-asset 
portfolios and higher rate levels should bolster their ability to 
do this going forward. We are modestly underweight developed 
market duration and prefer to engage in relative value trades 
in emerging markets (EM) where we see greater dispersion 
among countries well along in the hiking cycle versus those 

that are still behind the curve. But if there are further signs of 
an economic slowdown, we expect duration will become  
more attractive.

Figure 2: Quality scores vary widely across different 
sectors of the equity market 

Sectors Average quality score

Information technology 0.78

Healthcare 0.70

Consumer staples 0.68

Telecommunication services 0.67

Consumer discretionary 0.62

Materials 0.58

Industrials 0.52

Financials 0.44

Energy 0.43

Real estate 0.26

Utilities 0.16

Source: PIMCO as of 31 January 2022. Equity sectors are based on MSCI 
World Index. Quality scores are assigned to each company based on a set of 
quantitative metrics measuring profitability, operating cash flows, accruals, and 
leverage. Companies are ranked between 0 and 1, with 0 representing the lowest 
quality and 1 representing the highest quality based on this criteria. Average 
sector scores are computed by taking a weighted average (based on each 
stock’s weight in the MSCI World Index) of the scores for each company in  
those categories.

REAL ASSETS AND CURRENCIES

Inflation mitigation is another essential ingredient for multi-
asset portfolios in a late-cycle environment, especially when 
the world faces wartime price pressures as it does today. We 
favor multiple sources of inflation risk mitigation, and in our 
portfolios, we are long a diversified basket of commodity-linked 
currencies and also own real assets, such as commodities. 

We find emerging market commodity-linked currencies 
particularly attractive as they offer decade-high levels of 
carry while being primed for appreciation. For instance, our 
select basket of EM currencies currently earns a yield north 
of 6.5%, according to Bloomberg data (see Figure 3). Unlike 
stocks and bonds, which tend to be challenged in a rising rate 
environment, select EM currencies may benefit from higher 
interest rates. This is partially because many EM countries 
started their hiking cycles ahead of developed market 
counterparts and, in our view, should retain an attractive yield 
advantage even as developed rates rise. In addition to the 
compelling yield profile, valuations of many EM currencies are 
at their most attractive levels in a decade. For instance, some 
currencies we hold are trading at discounts to fair value as high 
as 50%, according to PIMCO’s internal valuation model.

Source: PIMCO as of 7 April 2022. EM FX basket includes South African rand, 
Brazilian real, Mexican peso, Chilean peso, and Colombian peso.

Figure 3: A basket of emerging market currencies may 
offer attractive yield characteristics
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The war in Ukraine represents a massive supply shock to the 
commodities market. As sanctions and other restrictions limit 
transactions with Russia, importers need to find alternative 
sources of energy, metals, and agricultural products. 
Sanctions are likely to last for some time, in our view, so major 
commodity exporters should be in a position to benefit from 
steady demand and higher prices for the foreseeable future 
and their currencies should benefit as well. 

Most of the currencies in our multi-asset portfolios are those 
of large commodity exporters in both emerging and developed 
markets, and each country plays an important role as a source 
of supply for displaced Russian raw materials (see Figure 4). 
For example, we like the currencies of certain Latin American 
countries who combine to export oil, metals, ores, and  
soft commodities.

The Ukraine conflict has likewise added further strain to the 
world’s green energy transition, with energy independence now 
also a priority. Russia makes up 14% of the world’s oil supply 
and is the second-largest producer of natural gas. Russia is 
no longer considered a reliable supplier, and Europe, which 
imports 40% of its natural gas from Russia, is attempting 
to pivot to other sources of energy, which are hard to find. 
Globally, capex has lagged and inventories in energy and 
industrial commodities are low, setting the stage for a market 
that may be in structural deficit for a prolonged period.

These dynamics should keep commodity prices elevated for 
the foreseeable future, and in our multi-asset portfolios we 
have added tactical exposure to commodities such as oil. Long 
term, the case for green energy has only been strengthened 
by this geopolitical conflict, and we continue to see many 
attractive opportunities to invest in sectors that will benefit 
from that transition over the secular horizon. 

Source: PIMCO as of 2018. Terms of trade is the ratio of a country’s export prices 
to import prices. An improvement in terms of trade can lead to higher export 
revenues, and boost demand for the country’s currency. The chart shows the net 
contribution to terms of trade coming from a basket of commodities (including 
energy, metals, and agriculture). A positive net contribution implies the country is 
a net commodity exporter. The higher the net contribution from commodities, the 
more sensitive that country’s terms of trade will be to commodity price changes.

Figure 4: Higher prices should benefit the currencies of 
commodity exporters
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INVESTMENT TAKEAWAYS

At PIMCO, our conviction is that the economy is in the later stages of expansion, and we are investing accordingly. While 
it’s always challenging to forecast when the cycle will turn, we believe there is a playbook investors can follow to help build 
multi-asset portfolios. In a world of slowing growth, tighter financial conditions, rising inflation, and heightened geopolitical 
tensions, investors should focus on higher-quality companies, both in equity and debt markets, whose business models 
can withstand the bumps in the road. Investors should also seek exposure to assets that can mitigate further price 
pressures, such as commodities and EM currencies. Lastly, investors can prepare for further market volatility by retaining 
exposure to assets that tend to diversify portfolios during flight-to-quality events, such as duration, and that can serve as 
dry powder to capitalize on dislocations, such as cash. This late-cycle playbook requires careful portfolio construction and 
the ability to stay nimble as risks and opportunities evolve. 
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Past performance is not a guarantee or a reliable indicator of future results.
All investments contain risk and may lose value. Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity 
risk. The value of most bonds and bond strategies are impacted by changes in interest rates. Bonds and bond strategies with longer durations tend to be more sensitive 
and volatile than those with shorter durations; bond prices generally fall as interest rates rise, and low interest rate environments increase this risk. Reductions in bond 
counterparty capacity may contribute to decreased market liquidity and increased price volatility. Bond investments may be worth more or less than the original cost 
when redeemed. Inflation-linked bonds (ILBs) issued by a government are fixed income securities whose principal value is periodically adjusted according to the rate 
of inflation; ILBs decline in value when real interest rates rise. Treasury Inflation-Protected Securities (TIPS) are ILBs issued by the U.S. government. Equities may 
decline in value due to both real and perceived general market, economic and industry conditions. Mortgage- and asset-backed securities may be sensitive to changes 
in interest rates, subject to early repayment risk, and while generally supported by a government, government-agency or private guarantor, there is no assurance that 
the guarantor will meet its obligations. High yield, lower-rated securities involve greater risk than higher-rated securities; portfolios that invest in them may be subject 
to greater levels of credit and liquidity risk than portfolios that do not. Investing in foreign-denominated and/or -domiciled securities may involve heightened risk due 
to currency fluctuations, and economic and political risks, which may be enhanced in emerging markets. Currency rates may fluctuate significantly over short periods 
of time and may reduce the returns of a portfolio. Commodities contain heightened risk, including market, political, regulatory and natural conditions, and may not be 
suitable for all investors. Diversification does not ensure against loss.  
There is no guarantee that these investment strategies will work under all market conditions or are appropriate for all investors and each investor should evaluate  
their ability to invest long-term, especially during periods of downturn in the market. Investors should consult their investment professional prior to making an  
investment decision.
Forecasts, estimates and certain information contained herein are based upon proprietary research and should not be interpreted as investment advice, as an offer or 
solicitation, nor as the purchase or sale of any financial instrument. Forecasts and estimates have certain inherent limitations, and unlike an actual performance record, 
do not reflect actual trading, liquidity constraints, fees, and/or other costs. In addition, references to future results should not be construed as an estimate or promise of 
results that a client portfolio may achieve.
This material contains the current opinions of the author and such opinions are subject to change without notice.  This material is distributed for informational purposes 
only and should not be considered as investment advice or a recommendation of any particular security, strategy or investment product. Information contained herein 
has been obtained from sources believed to be reliable, but not guaranteed.
PIMCO as a general matter provides services to qualified institutions, financial intermediaries and institutional investors. Individual investors should contact their own 
financial professional to determine the most appropriate investment options for their financial situation. This is not an offer to any person in any jurisdiction where 
unlawful or unauthorized. | Pacific Investment Management Company LLC, 650 Newport Center Drive, Newport Beach, CA 92660 is regulated by the United States 
Securities and Exchange Commission. | PIMCO Europe Ltd (Company No. 2604517) is authorised and regulated by the Financial Conduct Authority (12 Endeavour 
Square, London E20 1JN) in the UK. The services provided by PIMCO Europe Ltd are not available to retail investors, who should not rely on this communication but 
contact their financial adviser. | PIMCO Europe GmbH (Company No. 192083, Seidlstr. 24-24a, 80335 Munich, Germany), PIMCO Europe GmbH Italian Branch 
(Company No. 10005170963), PIMCO Europe GmbH Irish Branch  (Company No. 909462), PIMCO Europe GmbH UK Branch (Company No. 2604517) and PIMCO 
Europe GmbH Spanish Branch (N.I.F. W2765338E) are authorised and regulated by the German Federal Financial Supervisory Authority (BaFin) (Marie- Curie-Str. 24-28, 
60439 Frankfurt am Main) in Germany in accordance with Section 15 of the German Securities Institutions Act (WpIG). The Italian Branch, Irish Branch, UK Branch and 
Spanish Branch are additionally supervised by: (1) Italian Branch: the Commissione Nazionale per le Società e la Borsa (CONSOB) in accordance with Article 27 of the 
Italian Consolidated Financial Act; (2) Irish Branch: the Central Bank of Ireland in accordance with Regulation 43 of the European Union (Markets in Financial Instruments) 
Regulations 2017, as amended; (3) UK Branch: the Financial Conduct Authority; and (4) Spanish Branch: the Comisión Nacional del Mercado de Valores (CNMV) in 
accordance with obligations stipulated in articles 168 and  203  to 224, as well as obligations contained in Tile V, Section I of the Law on the Securities Market (LSM) and 
in articles 111, 114 and 117 of Royal Decree 217/2008, respectively. The services provided by PIMCO Europe GmbH are available only to professional clients as defined in 
Section 67 para. 2 German Securities Trading Act (WpHG). They are not available to individual investors, who should not rely on this communication.| PIMCO (Schweiz) 
GmbH (registered in Switzerland, Company No. CH-020.4.038.582-2). The services provided by PIMCO (Schweiz) GmbH are not available to retail investors, who 
should not rely on this communication but contact their financial adviser. | PIMCO Asia Pte Ltd (Registration No. 199804652K) is regulated by the Monetary Authority of 
Singapore as a holder of a capital markets services licence and an exempt financial adviser. The asset management services and investment products are not available to 
persons where provision of such services and products is unauthorised. | PIMCO Asia Limited is licensed by the Securities and Futures Commission for Types 1, 4 and 9 
regulated activities under the Securities and Futures Ordinance. PIMCO Asia Limited is registered as a cross-border discretionary investment manager with the Financial 
Supervisory Commission of Korea (Registration No. 08-02-307). The asset management services and investment products are not available to persons where provision 
of such services and products is unauthorised. | PIMCO Investment Management (Shanghai) Limited Unit 3638-39, Phase II Shanghai IFC, 8 Century Avenue, Pilot Free 
Trade Zone, Shanghai, 200120, China (Unified social credit code: 91310115MA1K41MU72) is registered with Asset Management Association of China as Private Fund 
Manager (Registration No. P1071502, Type: Other) | PIMCO Australia Pty Ltd ABN 54 084 280 508, AFSL 246862. This publication has been prepared without taking 
into account the objectives, financial situation or needs of investors. Before making an investment decision, investors should obtain professional advice and consider 
whether the information contained herein is appropriate having regard to their objectives, financial situation and needs. | PIMCO Japan Ltd, Financial Instruments 
Business Registration Number is Director of Kanto Local Finance Bureau (Financial Instruments Firm) No. 382. PIMCO Japan Ltd is a member of Japan Investment 
Advisers Association, The Investment Trusts Association, Japan and Type II Financial Instruments Firms Association. All investments contain risk. There is no guarantee 
that the principal amount of the investment will be preserved, or that a certain return will be realized; the investment could suffer a loss. All profits and losses incur to the 
investor. The amounts, maximum amounts and calculation methodologies of each type of fee and expense and their total amounts will vary depending on the investment 
strategy, the status of investment performance, period of management and outstanding balance of assets and thus such fees and expenses cannot be set forth herein. 
| PIMCO Taiwan Limited is managed and operated independently. The reference number of business license of the company approved by the competent authority is 
(110) Jin Guan Tou Gu Xin Zi No. 020. 40F., No.68, Sec. 5, Zhongxiao E. Rd., Xinyi Dist., Taipei City 110, Taiwan (R.O.C.). Tel: +886 2 8729-5500. | PIMCO Canada Corp. (199 
Bay Street, Suite 2050, Commerce Court Station, P.O. Box 363, Toronto, ON, M5L 1G2) services and products may only be available in certain provinces or territories of 
Canada and only through dealers authorized for that purpose. | PIMCO Latin America Av. Brigadeiro Faria Lima 3477, Torre A, 5° andar São Paulo, Brazil 04538-133. | No 
part of this publication may be reproduced in any form, or referred to in any other publication, without express written permission. PIMCO is a trademark of Allianz Asset 
Management of America L.P. in the United States and throughout the world. ©2022, PIMCO.
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