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Seeking Answers to Key Questions
• Q4 Earnings – Back to Normal Yet?

• Expectations are rising for an earnings rebound in 2021, predicated on a 
vaccine-induced return to “normal”

• Unprecedented Accommodation (& More?)
• The synergy of fiscal stimulus and an accommodative Fed provides a 

robust backdrop for economic growth

• A Turning Point for COVID-19? 
• Lower case counts and vaccine progress takes the U.S. one step closer 

toward a return to some semblance of “normal”
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Q4 Earnings – Back to Normal Yet?

• Awaiting Earnings Results. Another earnings season is upon us, with many expecting
corporate profitability to continue to rebound in Q4 after an abysmal Q2. With ~13% of
companies reporting so far, 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 -5.0%. While negative, this would represent a significant
improvement relative to Q1 and Q2 of 2020.

• Small-Caps Poised for a Strong 2021. Small-caps generally tend to exhibit more
economic sensitivity, and are usually hit harder than their large-cap counterparts in
recessionary periods. This was certainly the case last year, with consensus estimates
calling for a 15% annual decline in large-cap* earnings compared to a 53% decline for
small-cap**. Strong returns coming off of bear market bottoms is usually followed by
robust earnings growth. For ’21, small-cap earnings are expected to rebound sharply –
potentially by 160% based on the latest consensus estimates.

• When to Expect a Full Earnings Recovery? 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.

Chart of the Week:
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Expectations are rising for an earnings rebound in 2021, 
predicated on a vaccine-induced return to “normal”

Returns Appear Well Positioned To Be Supported By Earnings Growth

* Large-cap is represented by the S&P 500 Index
** Small-cap is represented by the Russell 2000 Index



A Turning Point for COVID-19? 

• COVID Cases Turn a Corner. In the back half of ‘20, the U.S. suffered from
unprecedented COVID-19 infection rates, with all-time-highs in new cases being
reached almost daily. Last week, new reported case counts, hospitalizations and
deaths finally began to tick lower. Remarkably, the seven-day average of new cases is
now decreasing in 46 states. Added restrictions and vaccine rollout should pull
infections down further, an important shift that can help ease pressure off of healthcare
facilities under siege from the virus.

• COVID Variants Popping Up. The world was put on notice surrounding two new COVID-
19 strains found in the U.K. and South Africa. Initial data seems to suggest that these
variants are more contagious, but may not be any more deadly than the original strain.
Importantly, a recent study from the University of Texas found that the Pfizer/BioNTech
vaccine successfully neutralized the U.K. variant.

• Vaccine Progress Should Receive a Boost. Perhaps the most important determinant for
a full blown economic recovery is reaching herd immunity against COVID-19. President
Biden has stated his goal of inoculating 100 million individuals in his first 100 days in
office, which Dr. Fauci found to be a plausible goal. A few more vaccine candidates
from Johnson & Johnson and AstraZeneca may be on their way as well, as they have
reported positive results in early trial testing data. Herd immunity will be the key to
beating the virus and its associated economic effects.
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Unprecedented Accommodation (& More?)

• Fiscal Stimulus Debate. The size of President Biden’s latest fiscal stimulus proposal is
currently a point of contention for Republican legislators, but it is likely that more stimulus
in some form can become law, considering the narrow Democratic majority and the
potential use of reconciliation. The majority of the stimulus package includes rebate
checks for individuals and funds for state & local governments, both of which will provide
added spending support to an economy trying to maintain momentum. Stimulus, paired
with the ongoing vaccine delivery, should support economic growth moving forward.

• Yellen Makes the Case for Fiscal Action. Biden’s Treasury Secretary nominee, Janet
Yellen, recently advocated for aggressive fiscal action to aid a potentially economic
recovery. She made clear her support for Biden’s large stimulus proposal, citing low
interest rates as a sturdy backdrop for additional stimulus. Yellen, who has voiced some
support for potentially higher taxes to fund Biden’s more ambitious initiatives, argued
doing so in the middle of a pandemic might be counterproductive.

• Fed Leaders Squash Tapering Talk. Investors probing about the prospects of Fed tapering
had their inquisitions answered by senior Fed members. Vice Chair Clarida reiterated
that the central bank would not be raising rates until inflation reached the 2% mark. Fed
Chair Powell shared the same position, stating that the economy has not reached the
Fed’s employment and inflation targets that would precipitate tightening. The Federal
Reserve is likely to remain accommodative until the targets are met.

The synergy of fiscal stimulus and an accommodative Fed 
provides a robust backdrop for economic growth

Lower case counts and vaccine progress takes the U.S. one 
step closer toward a return to some semblance of “normal”
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