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With the vaccine rollout gaining serious momentum, a 

durable economic recovery seems not just closer at hand 

than it did at the start of the year—it also looks primed to 

be more propulsive than we previously expected.  
 

BLOCKBUSTER GROWTH MEANS HIGHER EARNINGS, BUT WILL INVESTORS FOLLOW? 

Looking beyond recent volatility, we return to a topic we’ve discussed often over the last few months—the building blocks 

of recovery. A durable recovery requires a catalyst—in the current case, economic reopening—that leads to an increase in 

activity, demand, output, revenue, investment, and profitability. With the vaccine rollout now gaining momentum, we have 

a medical solution to our medical problem—the catalyst for our catalyst. With ~$700 billion of last year’s fiscal stimulus not 

yet spent, personal savings ~$1.3 trillion greater today than a year ago, and a ~$1.5+ trillion stimulus bill imminent, it’s not 

hard to assume that near-term economic growth will surpass even the most optimistic forecasts. Chips on the table: Our 

forecast for nominal GDP growth this year is 8.5%+ and our S&P 500 earnings outlook is moving higher as well. 

We are revising our estimate for 2021 

S&P 500 earnings per share up to $185 

from $161. Our 2022 estimate moves to 

$197 from $183 (2019 was $165 and 2020 

should end up ~$143). We expect strong 

economic growth to translate directly 

into higher sales while expenses such 

as wage costs remain restrained 

enough to result in a big profitability 

bounce. We have some concern that this 

exaggerated expansion could borrow from 

future activity (especially in the absence of 

an organic growth driver) and result in a 

midcycle slowdown, but only time will tell 

(and that point would be a ways off).  

With our belief in underlying fundamentals firmly in place, we begin to wonder over the question of investor positioning. 

Since the Great Financial Crisis, inflows into bond and money market funds have climbed steadily ($3+ trillion in ~12 years, 

despite historically low rates), while equity inflows over the same period are barely positive. Most investors, it might seem, 

were too scarred by the two financial crises in the first decade of the millennium to seek refuge in anything other 

than relatively safe assets. This despite over 13% a year annualized from the S&P 500 over the last decade. 

However, we may now be on the precipice of a great rotation. Forecasting bond yields is a dicey proposition (for example, 

while historically large government spending would seem to argue against the attractiveness of bonds, the more-than-$12.5 

trillion in negative-yielding government debt globally might make America’s low-but-positive yielding debt look downright 

appealing). For the time-being, we are merely content in forecasting bond yields with one word—higher. If this bears 

out, will losses in fixed income finally prompt a rotation out of bonds and into stocks? We’ll keep our eyes on it.   
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Strategas – a Baird Company provides market strategy and perspective to help you better understand what is 

happening in the world today and how it impacts your portfolio and plans. Exclusive to Baird, these premier market, 

macroeconomic, and policy insights complement the planning and investment strategy work of your Financial Advisor. 

 

Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here reflect our judgment at this date and are subject to change. The information has been obtained from sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

 

This report does not provide recipients with information or advice that is sufficient to base an investment decision on. This 

report does not take into account the specific investment objectives, financial situation, or need of any particular client and 

may not be suitable for all types of investors. Recipients should consider the contents of this report as a single factor in 

making an investment decision. Additional fundamental and other analyses would be required to make an investment 

decision about any individual security identified in this report. 

 

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 

other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Strategas Asset Management, LLC and Strategas Securities, LLC are affiliated with and wholly owned by Robert W. Baird 

& Co. Incorporated, a broker-dealer and FINRA member firm, although the firms conduct separate and distinct businesses. 

 

Copyright 2020 Robert W. Baird & Co. Incorporated.  

 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which 

Robert W. Baird Limited holds an ISD passport. 

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 

classified as objective.   

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   

 


