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A Taste of the Times to Come
• Bitcoin: A Few Sprinkles Short of a Sundae

• The case for bitcoin is predicated on its rise to rival fiat currencies, an
outcome that remains quite uncertain, if not unlikely

• Earnings on the Menu
• The pandemic’s near-term effect on corporate profits continues, but

earnings are on track to return to prior highs by year-end

• Serving Up Additional Stimulus
• Elevated valuations and investor sentiment are the results of

unprecedented fiscal and monetary stimulus
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Bitcoin: A Few Sprinkles Short of a Sundae

• Sobering Up on Bitcoin. With fixed income yields sitting near multi-decade lows, some
investors have been searching for alternative stores of value for their portfolios. There
are a number of reasons why bitcoin may be a poor options for this purpose. For one,
good stores of value traditionally offer stability and bitcoin has so far been the
antithesis of stability. Since gaining mainstream notoriety in late-2013, bitcoin has seen
daily moves of 5% or more 416 times. In comparison, U.S. core bonds* never
experienced such a move over the same period, and gold did only once.

• Lackluster Diversification. Some claim that bitcoin can be an effective diversifier by
zigging when other assets zag. Along those lines, bitcoin’s track record appears spotty,
as it has sported higher correlation to stocks than both core bonds and gold. This has
been particularly true in risk-off environments. Bitcoin has carried a 1.2 beta to the S&P
500 since 2018 on days when stocks were down 1% or more. This means that, on
average, one might expect bitcoin to fully participate in the downside and then some.

• Bitcoin’s Value Hinges on Demand. Bitcoin could eventually fulfill a few roles to solidify
its demand case, including acting as a global settlement network, protection against
asset seizure, “digital gold” and/or a catalyst for traditional currency demonetization.
That said, there are a number of risks to that path, including scalability issues,
environmental concerns, regulation, transaction costs and security concerns. As a
result, bitcoin’s value perhaps faces a binary outcome – it either stakes out a role in the
global economy or it doesn’t.

Chart of the Week:
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The case for bitcoin is predicated on its rise to rival fiat currencies,
an outcome that remains quite uncertain, if not unlikely

Bitcoin Appears to Be a Poor Diversifier

*As represented by the Bloomberg Barclays U.S. Aggregate Bond Index



Serving Up Additional Stimulus

• Biden’s Heavyweight Stimulus Proposal. Biden unveiled a massive $1.9T “American
Rescue Plan” to tackle the economic effects of the ongoing pandemic. The bulk of the
stimulus includes $1,400 stimulus checks and $400/week supplemental unemployment
insurance. The bill also includes a significant chunk of funding toward state & local
government aid and vaccine distribution. Given the large price tag, it is unlikely to pass
Congress as written without resorting to budget reconciliation, which would require
revenue offsets. That said, there are potentially portions of the plan that could be
passed on a bipartisan basis and inject more fiscal firepower into the economy.

• Fed Reaffirms Accommodative Stance. 10-yr Treasury yields have risen more than 0.2%
so far this year, as a number of Fed regional presidents have suggested a tapering of
quantitative easing (QE) may be appropriate before year-end. However, Fed Chair
Powell and Vice Chair Clarida each stated their beliefs that considering the removal of
monetary accommodation was premature, given that inflation was not yet sustainably
above the Fed’s 2% target, nor did they observe material imbalances that would
require the Fed to change course.

• Stimulus Keeping Valuations Afloat. Both equity valuations and investor sentiment sit at
elevated levels relative to their history, but given the stimulus backdrop, they may be
justified in the short-term. The Fed continues to remain accommodative, and it appears
Congress is keeping its foot on the gas with consideration of another round of fiscal
stimulus measured in the trillions of dollars.
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Earnings on the Menu

• Kicking Off Earnings Season. Q4 earnings season is now underway, as 6.5% of S&P 500
constituents have begun reporting. The blended year-over-year earnings growth
estimate for the S&P 500, which combines actual results with consensus estimates for firms
that have yet to report, currently sits at -6.4%, slightly worse than last quarter, which
registered -5.6% loss, but still significantly higher than both Q1 and Q2 of 2020.

• Earnings Sting COVID-Sensitive Industries. Sector specific earnings estimates for the S&P
500 are similar to last quarter’s trends. Energy owns the most abysmal projection,
expecting to fall over 100% from last year. A few select industries, which have been less
exposed to the pandemic’s harsh effects, enjoy a positive outlook, including healthcare,
information technology, consumer staples and materials. The remaining sectors are all
projected to record negative earnings results on a year-over-year basis.

• Earnings Outlook 2021 & Beyond. Glenmede’s estimates suggest that the S&P 500 should
begin to track new highs on its earnings run rate by year-end. Contributing to that thesis
includes the prospects of a return to some semblance of “normal” after herd immunity is
reached via vaccine delivery. Also, U.S. household savings are roughly $1.5T higher than
pre-COVID levels, suggesting that a storm of pent-up consumer demand is possible. Pair
that with productivity gains from the work-from-home dynamic, and a number of
earnings tailwinds are stacking up for 2021. Going into 2022, the specter of higher
corporate taxes could be an ~10% EPS headwind, if Biden’s plan is enacted as currently
proposed.

The pandemic’s near-term effect on corporate profits continues,
but earnings are on track to return to prior highs by year-end

Elevated valuations and investor sentiment are the results of
unprecedented fiscal and monetary stimulus
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