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Bull Market Charging Ahead
• Equities Keeping Calm and Carrying On

• After a dramatic rally in stocks, investors may be wise to rebalance 
back to targets in light of elevated valuations

• Checking Off Trade Deals
• The resolution of trade disputes on multiple fronts should alleviate some 

tariff-related uncertainties

• Earnings Weakness in the Rear-View Mirror
• Earnings weakness appears behind us, more normal profit gains are 

expected ahead
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Domestic Equity Valuations Appear Elevated

Equities Keeping Calm and Carrying On

• Stocks Continue to Grind Out Gains. The S&P 500 has hit record-highs for three
straight days, en route to a ~3% gain year-to-date after returning 31% in 2019. The
market has been unseasonably calm thus far in 2020, with the CBOE Volatility Index
(VIX) sitting near multi-year lows. Many have cited stabilizing U.S./China trade
relations, an accommodative Fed and the de-escalation of tensions with Iran as
factors contributing to the market’s steady drive higher.

• Domestic Equity Valuations Appear Elevated. Glenmede estimates that U.S. large-
cap stocks now sit near the 83rd percentile of longer-term fair value. On the macro
front, most everything seems to be going right to justify those valuations, from a
phase one trade deal reducing the odds of unexpected tariff hikes in the near
future and the Fed increasingly willing to backstop growth fears with monetary
stimulus. As a result, equities are awarding “goldilocks” scenario valuations to
domestic equities due to a confluence of abating risks.

• Portfolio Positioning in an Increasingly Expensive Market. Valuations alone are a
poor market timing mechanism, since they can stay elevated for prolonged periods.
Investors should remain vigilant in rebalancing back to target allocations, but should
also be hesitant to reduce equities too much in light of their potential to keep riding
the expansion’s wave. In addition, investors can also build in some defense within
their equity allocations to protect portfolios in the case of drawdowns, while also
offering participation in future gains.

After a dramatic rally in stocks, investors may be wise to 
rebalance back to targets in light of elevated valuations
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Earnings weakness appears behind us, more normal profit 
gains are expected ahead
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Checking Off Trade Deals

• Phase One Trade Deal ✔. The phase one trade deal signed by the U.S. and China
last week presents a strong contrast between 2020 and 2019 – last year saw the
imposition of tariffs amounting to ~0.6% of U.S. GDP, while 2020 has begun with a
trade truce. It does not appear that the deal addresses many of the structural issues
that started the trade spat, though it does mitigate the uncertainty that ongoing
trade tensions present, namely the threat of new tariffs at a moment’s notice.

• USMCA (i.e. NAFTA 2.0) ✔*. The Senate passed the new USMCA deal via an
overwhelming majority last week, sending the bill to President Trump’s desk to be
signed later this week. The new deal promises to outshine its predecessor (NAFTA) in
establishing the groundwork trade in North America. A report by the U.S.
International Trade Commission showed that the USMCA should boost U.S. GDP by
0.4% and create 175,700 new jobs over a period of six years.

• Next Up, European Autos? With two fronts (China and Mexico/Canada) of the
Trump administration’s trade focus settling in to negotiated deals, some have
wondered if the U.S. will now turn its focus to Europe. Trump has frequently
threatened to impose tariffs on European autos, with the Washington Post reporting
that the Trump administration privately renewed those threats as recently as two
weeks ago. Such a move could have a pronounced impact on economic growth,
potentially introducing a 0.5% headwind to U.S. GDP, if enacted.

Earnings Weakness in the Rear-View Mirror

• Q4 Earnings Continue to Roll In. With a little less than 9% of S&P 500 companies
reporting so far, the blended year-over-year growth in Q4 earnings, which is a
combination of actual results and analyst expectations for companies that have yet
to report, currently sits at -2.4%, marginally below the -2.3% reading last week. The
percentage of companies reporting positive earnings surprises is around 72%, right
around the 5-year average.

• Revenue Dichotomy via International Exposure. Although the S&P 500 is expected to
show a year-over-year decline in earnings for Q4 2019, revenues are on pace for a
2.7% gain. However, the source of that growth is not even across the board.
Companies generating more than 50% of their sales outside the U.S. have seen their
revenue decline -0.6% on average, with those more domestically focused posting
4.0% gains to their top line.

• S&P 500 Suffering From a Handful of Detractors. The negative earnings growth
expected for Q4 can be largely chalked up to poor results from merely four
companies. In fact, if one were to remove Micron Technology, Exxon Mobil, Boeing
and General Motors from the index, it would be on pace for ~0.5% earnings growth.
These companies are respectively recovering from a few specific headwinds, such
as pressure on the semiconductor industry due to the U.S.-China trade war,
commodity-related volatility, product recalls and auto union disputes.

The resolution of trade disputes on multiple fronts should 
alleviate some tariff-related uncertainties

*USMCA refers to the U.S.-Mexico-Canada Agreement. NAFTA refers to the North American Free Trade Agreement.



JASON D. PRIDE, CFA
Chief Investment Officer - Private Wealth
Responsible for formulating investment policy and strategy
Serves as a leading member of the Investment Policy Committee
B.S. from Massachusetts Institute of Technology

GLENMEDE CORPORATE FACTS
More than $40 billion in assets under management as of 9/30/2019
Founded in 1956
Serves high net worth individuals, families, family offices, foundations and 
institutional clients

Investment Strategy Insights represent a review of issues or
topics of possible interest to Glenmede’s clients and not as
personalized investment advice. It contains Glenmede’s
opinions, which may change after the date of publication.
Information gathered from third-party sources is assumed
reliable but is not guaranteed. No outcome, including
performance, is guaranteed, due to various risks and
uncertainties. This document is not a recommendation of any
particular investment. Actual investment decisions for clients
are made on an individualized basis and may be different
from what is expressed here. Any reference to risk
management or risk control does not imply that risk can be
eliminated. All investments have risk. Clients are encouraged
to discuss anything they see here of interest with their
Glenmede representative.

4

Investment Strategy InsightsInvestment Strategy Insights

MICHAEL T. REYNOLDS, CFA
Investment Strategy Officer
Responsible for supporting the development of investment strategies, policy and 
portfolio construction methodologies
Is an active member of the CFA® Society of Philadelphia
B.S. from the Wharton School of the University of Pennsylvania 

ILONA V. VOVK, CFP®

Investment Strategy Officer
Responsible for supporting the development of investment strategies, policies and 
portfolio construction methodologies applied to Private Wealth client portfolios
B.A. and B.S. from Drexel University


	Slide Number 1
	Slide Number 2
	Slide Number 3
	Slide Number 4

