
As the economy continues to recover from the pandemic,
driven by inoculations and expectations of a return to normalcy, inflation
expectations have risen, confirmed by several underlying data points indicating
risks to the upside. Both input Prices and Median asking rents have diverged
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above target in order for the long-term inflation rate to average 2%. Short-term rates
are being held down by Fed policy, and the yield curve has steepened as long-term
rates have risen, an indication of expectations of economic growth.  A Gradual
steepening and increases in rates is less likely to be disruptive for fixed income
portfolios.
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The Fed continues to communicate its intention to keep rates low for an extended 

from the recent trend and
point to higher levels for the
Consumer Price Index,
where higher energy prices
are beginning to nudge
overall prices higher. We
believe there could be
inflation risks but do not
expect inflation to be
destructive to economic growth at this time.

period and will allow
inflation to exceed its long-
term target of 2% for some
time. This is a change in
approach by the Fed, which
until recently targeted 2%
inflation. The new approach
will allow inflation to trend  
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but have since recovered and are expected to reach pre-pandemic levels in by
Q12021, while reaching new record highs in the subsequent 3 quarters. With a
majority of companies reporting also providing positive guidance, the current EPS
estimates may be upgraded, as information provided by companies in their latest
earnings calls filters through 

With approximately 70% of the S&P 500 companies
reporting, 85% of companies have beat earnings estimates, well above the

Earnings per share dropped in
Q12020 due to the pandemic,

Despite potential further upside
for US equity markets due to
earnings growth, opportunities
look especially attractive for
emerging countries. Emerging
market equities have

long-term average of 73% and
a new record if beats continue
at this pace. Despite stretched
valuations, continued earnings
growth may provide support for
further upside in US equity
markets.

to updated analyst models.

underperformed US equities over the last 10 years, and some reversion to the long-
term averages could be in the cards. Emerging market stocks are currently
attractive relative to US markets based on valuations, earnings growth, and are
under-represented in global portfolios.
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We see further tailwinds for the asset class as investors increase fund flows
into these areas. In addition, higher commodity prices may lead to additional
asset flows into export-centric economies. Interestingly, the current allocation of
emerging market equities in global portfolios is 5.3% while EM equities
(including frontier markets), represent 14% of the total global equity market
capitalization. Considerable outperformance and investor inflows are likely to
narrow the gap.

As an example, Emerging Market indexes are trading at a 35% discount to US
equities on a price/book basis – well below the historical average of 20%. They
are also expected to generate earnings growth of 33%, well above the 20%
earnings growth expected from US markets.
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