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Reflation Preparation
• Real Inflation  Real Assets

• Investors looking for value in an increasingly expensive marketplace may 
find opportunities within real estate

• Where’s the Yield?
• Investors should maintain an underweight to core fixed income in favor 

of assets more likely to provide real returns

• Wrapping Up Earnings Season
• The outlook for corporate profitability continues to improve, gathering 

momentum for a strong recovery into 2021
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Real Inflation  Real Assets

• Percolating Price Pressure. Inflation has begun to show signs of life, with the U.S.
Producer Price Index (PPI) recording a 1.3% month-over-month gain in January, driven
by higher input prices and supply shortages. Market-based expectations for inflation
have picked up steam over the last few months, as some are noting that large
personal savings during the pandemic could become an inflationary force once the
economy more-fully opens and offers opportunities for spending.

• Inflation Playbook. In high inflation environments (4%+ annualized), both commodities
and gold have a track record of strong performance as hedges against rapidly rising
price levels. In periods of deflation, core fixed income and cash benefit from a fixed
stream of payments that garner increasing purchasing power among falling prices for
goods and services. For all the times in between when inflation is more modest in
nature, equities and real estate, which are claims on real assets, tend to perform best.

• Opportunity in Real Estate. Inflation looks to be on track to stay within the Fed’s stated
comfort range of 2.0% to 2.5%, an historically positive environment for real estate
securities such as REITs*. In addition, the global real estate opportunity set currently
appears like an attractive valuation opportunity among risk-bearing assets, particularly
relative to U.S. large-cap, which has rallied considerably over the last year. Real estate
remains one of the last asset classes to improve materially from pandemic-lows,
suggesting there is still value to be found in the marketplace.

Chart of the Week:
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Investors looking for value in an increasingly expensive 
marketplace may find opportunities within real estate

Real Estate – Next in Line for Recovery?

*Real Estate Investment Trusts



Wrapping Up Earnings Season

• Q4 Earnings Season. As earnings season begins to wind down, Q4 profit growth
continues to look stronger than initially expected. With ~84% 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 a positive 3.1%. For reference, consensus estimates pegged earnings
growth for a decline of -6.4% at the start of the quarter.

• Eye-Popping Earnings Surprises. As it stands now, companies reporting earnings are
surpassing consensus estimates by an average margin of 17%, far beyond the long-
term average EPS surprise of 3.6%. Q4 is shaping up to be the third straight quarter
where earnings outperformance margins have eclipsed 15%. The technology and
healthcare sectors – which, in recent quarters, did much of the heavy lifting – are now
accompanied by several other sectors with double digit year-over-year profit growth,
most notably materials (22%) and financials (17%).

• Positive EPS Guidance Spills Into New Sectors. The ongoing earnings recovery has been
a key component of the market’s continued climb higher. Earnings per share estimates
on a rolling next-twelve-month (NTM) basis for the S&P 500 currently stand at ~$176,
eclipsing their prior high of $163 in 2019. What’s more, 6 of 11 sectors’ NTM estimates are
already back to pre-COVID levels, a sign of broadening growth which may continue as
the U.S. approaches herd immunity and unlocks more sources of demand.
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Where’s the Yield?

• Bond Yield Backup. Government bond yields have started to shows signs of life over the
last few weeks. After declining to an all-time low of 0.5% last March, yields on 10-year
Treasuries now sit at a post-pandemic high of 1.35%. Contributing to the move higher in
rates has been the prospects of more large spending by the federal government, as an
~$1.5 trillion fiscal package looks increasingly likely to pass. In addition, economic
momentum and rising inflation expectations appear to be contributing as well.

• Wrestling With Negative Real Yields. Despite the recent rise in yields, a significant portion
of investment-grade fixed income securities run the risk of failing to outpace inflation.
While 10-year Treasury yields sit at 1.35%, inflation expectations derived from TIPS**
breakeven rates currently sits at 2.14%. That said though, investors should not completely
abandon the asset class, as core bonds provide a ballast to portfolios during periods of
significant market stress.

• Munis Hold Steady. Over the past few weeks, the ratio in yield between top-rated (AAA)
10-year municipal bonds and equivalent maturity Treasuries hit all-time lows. Yields have
held steady in the muni market, as strong demand for tax-exempt securities has
continued into the new year, with $12.5 billion flowing into the market during January
alone. In addition, some borrowers have put a hold on issuing new bonds, in hopes that
a new fiscal stimulus package might include more funding for state and local
governments.

Investors should maintain an underweight to core fixed income 
in favor of assets more likely to provide real returns

The outlook for corporate profitability continues to improve, 
gathering momentum for a strong recovery into 2021

**Treasury Inflation-Protected Securities
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GLENMEDE CORPORATE FACTS
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Founded in 1956
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This presentation is intended to be a review of matters of
possible interest to Glenmede Trust Company’s clients and
friends and is not intended as personalized investment
advice. Advice is provided in light of a client’s applicable
circumstances and may differ substantially from this
presentation. Opinions or projections herein are based on
information available at the time of publication and may
change thereafter. Information obtained from third-party
sources is assumed to be reliable, but accuracy is not
guaranteed. Outcomes (including performance) may differ
materially from expectations and projections noted herein
due to various risks and uncertainties. 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 the applicability of any matter discussed herein 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

