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Relative Value Model 

Reflation Rotation In Full Swing 

The S&P 500 fell 2.0% while the RV returned 0.4%, led by ViacomCBS and Exxon.  EE21 

increased 0.3%, pushing the PE21 down to 19.3.  The 10-year Treasury yield surged, briefly 

topping 1.6% and settling at 1.4%, and credit spreads increased.  There was a sudden revaluation 

of growth stocks and an increase in commodity prices.  The reflation rotation started with a few 

jerks, but is now in full swing. 

We sold Exxon for a one-month total return of 17% and are adding Amgen to the ‘RV’. 
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Fortrend Strategy: Collective learning is 

accelerating like an ice hockey stick.  Rapid 

advances in CRISPR, AI and blockchain are 

enabling a new generation of growth for 

equities. Cathie Wood of ARK Investment 

Management runs an active ETF, The ARK 

Innovation fund, that invests in the next leaders 

and includes companies such as Telsa, Square, 

Roku, Teladoc, Baidu, Spotify, Zillow, 

Shopify, CRISPR Therapeutics, Invitae, and 

Palantir, amongst others.  

 

The evidence that the next wave of creative 

destruction has a much higher velocity is most 

evident in American’s rapid discovery of 3 

COVID vaccines: Pfizer-BioNTech, Moderna 

and Johnson & Johnson.  That was extremely 

impressive work made possible via the best 

political platform in the world. 

 

But in the short term four things still move 

markets, and there are positive and negative 

facts to consider regarding 1. Earnings, 2. 

Interest rates, 3. Risk, and 4. Liquidity. 

 

1. Earnings have recovered to 2019 levels, but 

with the bulk of improvement from tech leaders, 

which are making extraordinary profits.  

Strategists are spooking that cyclical stocks will 

not catch up but think there is some risk to that 

analysis.  One reason is that Donald Trump 

reduced corporate taxes and margins expanded 

to record levels.  When profits expand, we 

would normally expect competitors to enter the 

market to force margins back down. But that has 

not happened for a few reasons.  One reason is 

that for the past 20 years there has been more 

lenient policy towards anti-trust, and a “three 

leaders” policy has been officially adopted.  For 

example, there are now three major U.S. 

telecom companies.  However, there are some 

signs that Tech is too powerful, and there could 

be a back lash.  China is reining in Alibaba, 

Elisabeth Warren would like to split up big tech, 

and although Australia is insignificant, they may 

be a first mover in regulating how Facebook and 

Google compensate content providers.  Big tech 

may now be too big for its own good, and 

Governments fear their power. 

2. Interest rates.  Bottom line is that we are 

outside the envelope of sensitivity.  The recent 

short sharp rise in the 10 year gave reflation 

rotation proponents the fear factor to sell 

growth.  We do not believe the ten year at 150 

bp is indicative of inflation, it only represents a 

return to growth. 

3. Risk:  Fiscal policy to increase debt is a major 

risk, for Governments, but not for corporations, 

and less so for consumers.  Biden’s $1.9T 

proposal would need to be paid for eventually, 

and it adds on top of a mountain of debt.  

Trump’s plan was to grow the economy faster 

than debt, but COVID demonstrated the risk 

with that policy.  Saddled with debt, the US 

government have fewer options in the future, 

and this is concerning.  Trump was a maverick 

and made changes (refer to the Trumpeter Effect 

report) and Biden is more likely to be a do 

nothing president.  Maybe American needs no 

change for two years until the midterm 

elections. 

4. Liquidity.  Highly liquid stocks have more 

value than illiquid stocks, i.e.  liquidity creates 

value.   Frozen capital markets can cascade 

through asset classes as we saw in 2008.  

Monetary policy is increasing liquidity at a very 

rapid pace. 

Total Assets of the Federal Reserve: 

 

Source: FederalReserve.gov 

https://ark-funds.com/wp-content/fundsiteliterature/holdings/ARK_INNOVATION_ETF_ARKK_HOLDINGS.pdf
https://ark-funds.com/wp-content/fundsiteliterature/holdings/ARK_INNOVATION_ETF_ARKK_HOLDINGS.pdf
https://www.federalreserve.gov/monetarypolicy/bst_recenttrends.htm
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Our concern is that the 2008 crisis was not 

created by banks as the Government would have 

you believe, but instead caused by a 

Government policy for the USD to be a reserve 

currency and export US dollars in exchange for 

consumables.  That gave more than half a 

trillion dollars a year to China and OPEC 

countries to invest in the US, causing asset 

bubbles in housing etc.  The trade situation has 

only gotten worse, and we fear that now the Fed 

is covering up the hole with quantitative easing.   

The Fed prints money and buys illiquid assets 

from banks, giving them cash they can loan out 

to stimulate the economy.  This is a new policy 

for the US.  The idea is that the assets they 

purchase will mature after the economy 

improves and they can make a profit on the 

investments as they mature. (Fed profits are 

allocated to the Treasury).  The liquidity is 

driving markets, benefiting the rich, 

contributing to the K-curve recovery. (e.g. rich 

get richer and poor don’t benefit.)  We do not 

see the Fed policy as a risk at this stage, but one 

day it may be a problem. 

 

FYE 2021 Forecasts: S&P Close / EPS = P/E 

Bulls 

1. JP Morgan  4,400 / $185 =    23.8 

2. Fundstrat  4,300 / $180 =    23.9 

3. Goldman Sachs  4,300 / $181 =    23.9 

Bears 

1. Bank of America     3,800 / $165 =    23.0 

2. Citigroup     3,800 / $167 =    22.7 

3. Wells Fargo    3,800 / $160=     23.7 

4. Morgan Stanley*     3,900 / $193=     20.2 

 

Average     4,100 / $174 =    23.6 

* Earnings estimate for 2022 

Bulls 

JPMorgan’s Dubravko Lakos says investors 

should expect ‘market nirvana’ for 2021, the 

best environment in years as risks recede: trade 

war, COVID, election uncertainty.  Cash will be 

put to work:  S&P 500 companies are holding 

$2.1 trillion in cash, so expect buy-backs and 

M&A with additional support from non-equity 

to equity. 

Despite macro tremors like the Texas energy 

shock, bonds continue to telegraph confidence 

in the economy and scepticism of Fed guidance. 

That’s unsurprising given a Fed/fiscal 

experiment with a Yellen Treasury slogan ("go 

big") to rival a Yellen Fed slogan from 2016 

("high-pressure economy”). It seems premature 

to fret about an inflation overshoot when a +2% 

core inflation rate has been so rare over the past 

30 years. While in the past it took much higher 

inflation to negatively impact equities, the 

economy is more leveraged than in previous 

eras, so a bit of Fed tightening eventually can do 

more damage.  

The US consumer recovery will remain the 

dominant theme in coming quarters. Expect 

consumers to blowout expectations for the rest 

of the year given: (1) economic reopening; (2) 

~$30T of global stimulus already injected, with 

~$1.9T of additional US fiscal stimulus 

expected soon; (3) high household liquidity; (4) 

potential wealth effect from rising asset values 

and lower consumption; (5) healthy consumer 

balance sheets; (6) healing labor market; and (7) 

a fast-growing millennial cohort at a spending 

inflection with household formation hitting a 

record 5 million. 

The best hedges for a too-hot economy are a 

Commodity index, Oil, Agriculture, Energy 

Equities & EM commodity FX; the worst are 

Base Metals, Gold & G10 commodity FX. 

Goldman Sachs’ David Kostin expects 

markets will return 10% this year, rising to 

4,300 on strong earnings.  Earnings from 4Q are 

already at pre-COVID levels. 4Q20 completed 

the V recovery, and now semiconductors, 

computer hardware, and pharmaceuticals will 

do better than expected.  Markets will not only 

support big growth companies, but a lot of other 

companies will be much higher by year end. 

Interest rates are much more favourable (core 

CPI flat MoM, +1.4% YoY) and there is low 

risk of inflation, so policy will remain 

accommodative.  Kostin predicts the 10-year 
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Treasury will yield 1.5% by year end, a modest 

prediction.   

The major risks are taxes and COVID.  Kostin 

assumed a vaccine roll-out by mid-year and the 

2H will be fine, although concerts and movies 

will not restart until 2022.  Biden will probably 

try to raise corporate taxes from 21% to as much 

as 30%.  Public companies held onto margins 

following the Trump tax cuts four years ago. 

Kostin brushes aside the risk that rate rises and 

increases in commodity prices predict inflation; 

saying it is too early for that.  Fortrend is 

concerned that Biden’s $1.9 trillion stimulus 

will cause a big, but unsustainable uptick in 

economic activity, and if we get some inflation 

as a result of that, we will come down off the 

“sugar-high” with more debt that will need 

repaying.  However, we can’t find people who 

think that borrowed money has to be paid back.  

It is thought of as a perpetual push, or that we 

can “grow out of it.” 

“Stay-at-home” ruled equities in 2020; helping 

FANMAG stocks (Facebook, Amazon, 

Netflix, Microsoft, Apple, and Google parent 

Alphabet) stocks, but they are all down this 

month. 

Kostin expects gains in 2022 from value and 

cyclical stocks – companies trading at low 

multiples of earnings or geared more toward an 

economic recovery – which includes financials 

and energy. This is a consistent evolution of his 

position three months ago. 

Fundstrat’s Thomas Lee says markets are too 

cautious.   There are signs of froth, but the froth 

level is low.  Money flows are coming out of 

retail mutual funds and institutional sentiment is 

negative, so markets could be a lot stronger. 

The VIX has always been a good signal. A high 

VIX says investors are skittish, thus the fear 

level is too high, and is more likely to fall.  The 

biggest risk now is the COVID reduction 

horizon. 

Lee remains a big Bitcoin fan.  Recent strength 

is “as expected” and Bitcoin could run to above 

$100,000, but is hyper-volatile compared to 

equities.  He expects equities to come out strong 

this year and peak in April.  If markets then fall 

10%, Bitcoin could drop 40%, but he still thinks 

markets and Bitcoin will be much higher by year 

end. 

Lee said the senate results were never going to 

move markets, and the vaccine roll out is much 

more important.  Israel has vaccinated more than 

50% of the population, so watching the 

outcomes in Israel is very important.  If cases 

don’t slow he will be very worried.  There is also 

concern that the vaccine is not being rolled-out 

quickly enough in the US, but Lee thinks a slow 

start is not a problem, and the roll-out will meet 

targets in the spring and summer months.  

Lee says the yield curve is predicting the PMI is 

potentially going to peak in 1Q and fall in 2Q 

which could create a risk that people think the 

recovery is faltering and drive a sell-off in April. 

He likes the reflation trade, and is buying oil, 

coal and steel.  He thinks energy will be a bigger 

percentage of GDP.  If commercial flights 

resume, oil demand will surge.  Fortrend bet on 

oil and took profits after Exxon surged.  

Bears 

BankAmerica’s Savita Subramanian is 

bearish, with a year-end target of 3,800.  

Subramanian is neutral on large-cap, but more 

bullish on energy, industrial and financials, 

whose sector weights are too small to effect the 

S&P 500 index target.  She expects FAANGs to 

fall, offsetting the reflation rotation trade. 

Harvest gains in large-caps and buy cyclicals.  

She says that institutional investors have not 

changed since before the election, which sets up 

a scenario where stimulus will support income 

equalization.  There is a reluctance from 

investors to sell FAANGS. 

Close overweight FAANG positions and go 

overweight cyclicals and small caps, and “new 

leadership.”  The risk is inflation.  The 

Goldilocks environment is too perfect, and we 

could have risk emerge in inflation and interest 

rates.  The value proposition could change for 

interest rate investors.  There is also significant 

tax risk. 
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Citi's Tobias Levkovich is calling for a 

correction.  “While they can back-off 10%-20%, 

we do not envision a 50%-plus collapse.”  His 

year-end target is 3,800 with a range of 3,600 to 

4,000.   

Powerful forces in place could cause over-

heating, which will benefit companies with 

pricing power and recovery stocks in leisure, 

hospitality and travel; those things we have been 

deprived of since the pandemic started. 

Plus we have Biden stimulus which will be spent 

partly by consumers on homes and cars. 

The market is looking for $185 while the 

consensus from strategists is only $170. 

Therefore, market is pricing in 10% better 

earnings than strategists.  Valuations are most 

extended in software and services.  A stronger 

economy and higher interest rates will most hurt 

“long duration assets” such as FAANGS.  

Cyclical areas are less vulnerable.  A stronger 

economy will benefit companies with pricing 

power and a range of small-caps have some 

more upside.  

Wells Fargo’s Chris Harvey believes the S&P 

500 should end this year at 3,850 despite recent 

advances above his forecast.  He said Tesla 

reminds him of AOL 20 years ago, a symbol of 

the end of “growth-at-any-price” and will lead 

to a “pain trade” in 2021.  He says Tesla, like 

AOL, was a game changer, and then retail 

clients jumped in. (Dumb?) He draws other 

comparisons to 1999, but I think he may be right 

for the wrong reasons.  In 1999 markets surged 

to 25 times earnings on the expectations that a 

“new economy” could grow at 5% without 

inflation.  Now P/E’s are nowhere near 25, but 

the government is loaded with debt and interest 

rates are at historic lows.  

His earnings estimates are conservative, partly 

because he does not know what Democrats will 

do about taxes.  “We have no problems raising 

our targets or changing when the information 

changes.” But for now there is uncertainty.  The 

tax bill for stimulus will come and something 

will have to be done before midterm elections. 

 

“Funny enough, I think the big pain trade for a 

lot of people on the buy side is a recovery or a 

strong recovery, because many people haven’t 

traded in a post-recessionary environment. 

Many people have been trading in a low-growth 

or recessionary environment. And when growth 

is abundant, different things happen. The market 

rewards value and small caps and cyclicals and 

that could cause a lot of pain for much of the buy 

side, because they’re so steeped in that growth 

trade.” 

 
Goldman Sachs, a bank holding company, is 

a global investment banking and securities 

firm specializing in investment banking, 

trading and principal investments, asset 

management and securities services. The 

Company provides services to corporations, 

financial institutions, governments, and high-

net worth individuals. 

 

 

GOLDMAN SACHS GROUP INC 319.48$         Buy

Market Cap 118,902$      Mil

Sales Est '22 41,182$         Mil

Profit Est '22 10,806$         Mil

P/E Est '22 9.7
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Goldman Sachs’ stock continues to surge with 

an improved economy and interest rate spreads. 

David Solomon, CEO said “I am very focused 

on the fact that I don’t want another class of 

young people arriving at Goldman Sachs in the 

summer remotely.” 

 

The Coca-Cola Company manufactures, markets, and 

distributes soft drink concentrates and syrups.  The 

Company also distributes and markets juice and juice-

drink products. Coca-Cola distributes its products to 

retailers and wholesalers in the United States and 

internationally. The Coca-Cola Company is the #1 

nonalcoholic beverage company in the world.   

 

 

 

Coca-Cola fell last month after a tax related 

court decisions went against them.   

Coca-Cola will benefit from re-opening because 

of their exposure to sales at events.  Coca-Cola 

underperformed other reflation stocks, perhaps  

reacting to Anheuser-Busch’s warning on costs. 

 

Viacom Inc. produces media entertainment content.  

The Company creates and acquires programming for 

television, the Internet, mobile devices, video games, 

and other consumer electronics products.  Viacom also 

produces, finances, and distributes motion pictures to 

movie theatres and on DVDs, television, digital and 

other platforms internationally.  

 

 

COCA-COLA CO/THE 48.99$           BUY

Market Cap 211,113$      Mil

Sales Est '22 38,932$         Mil

Profit Est '22 10,035$         Mil

P/E Est '22 21.1

VIACOMCBS INC - CLASS B 64.49$           BUY

Market Cap 41,592$         Mil

Sales Est '21 28,067$         Mil

Profit Est '21 2,705$           Mil

P/E Est '21 15.4
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ViacomCBS rallied +19% and reported solid 

earnings and traction in streaming. 

Disney+ has Marvel and Star Wars.  

Paramount+ has a “mountain of entertainment” 

that it plans to release, including dozens of new 

TV shows and movies. Their news and live 

sports also offer re-opening upside. 

 

Electronic Arts Inc. develops, publishes, and 

distributes branded interactive entertainment 

software worldwide for video game consoles, personal 

computers, handheld game players, and cellular 

handsets. The Company also provides online game-

related services. 

 

 

 

Electronic Arts have been a big winner for us 

during the pandemic, and we are sitting on a 

great profit.  We’d consider divesting at $150. 

 

 
Viatris is a global generic and specialty 

pharmaceuticals company. The Company operates an 

active pharmaceutical ingredient manufacturer and 

runs a specialty business focused on respiratory, 

allergy, and psychiatric therapies. 

 

 

ELECTRONIC ARTS INC 133.97$         BUY

Market Cap 38,533$         Mil

Sales Est March 2022 6,474$           Mil

Profit Est March 2022 1,786$           Mil

P/E Est March 2022 21.9

VIATRIS INC 14.85$           BUY

Market Cap 17,893$         Mil

Sales Est '21 15,998$         Mil

Profit Est '21 4,485$           Mil

P/E Est '21 4.0
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Viatris fell 23% after providing an earnings 

warning on 22nd February. 

Earnings will be reported 1st March.  This is very 

disappointing.  They should have a natural 

pipeline of new business as drugs come off 

patent.  But competition is tough, and regulation 

is tougher. Watch this space. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Medtronic, PLC develops therapeutic and diagnostic 

medical products. The Company's principal products 

include those for bradycardia pacing, 

tachyarrhythmia management, atrial fibrillation 

management, heart failure management, heart valve 

replacement, malignant and non-malignant pain, and 

movement disorders. Medtronic's products are sold 

worldwide. 

 

 

 

Medtronic reported 3Q21 revenue of $7.8B, 

+0.8%, with a $136M FX benefit. There were 

no significant acquisitions in the last year. 3Q 

income was $1.3 billion or $0.94/share, a 

decrease of 10%.   Results reflect the business 

returning to growth, with sequential 

improvements in both revenue and earnings, 

despite the impact of the COVID resurgence in 

January. 

MEDTRONIC PLC 116.97$         BUY

Market Cap 158,813$      Mil

Sales Est  April 22 32,640$         Mil

Profit Est  April 22 7,794$           Mil

P/E Est  April 22 20.3
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Amgen Inc. is an independent biotechnology 

medicines company that discovers, develops, 

manufactures, and markets medicines for grievous 

illnesses. The Company focuses on human 

therapeutics and concentrates on innovating novel 

medicines based on cellular and molecular biology. 

 

 

 

Founded in 1980, Amgen is one of the original 

biotechnology companies.  Recently launched 

products, an ongoing global expansion, and a 

robust pipeline of new medicines are expected 

to deliver 2020-2022 revenue and per-share 

earnings growth of 8% and 45%, respectively. 

Trading at 12.4 times 2022 earnings estimates 

and paying a 3.1% dividend, we believe AMGN 

represents very attractive value. 

 
Google Inc. is a global technology company that 

designs and offers various products and services.  The 

Company is primarily focused on web-based search 

and display advertising and tools, desktop and mobile 

operating systems, consumer content, enterprise 

solutions, commerce, and hardware products. 

 

 

 

 

 

AMGEN INC 224.92$         BUY

Market Cap 131,131$      Mil

Sales Est '22 27,340$         Mil

Profit Est '22 10,274$         Mil

P/E Est '22 12.4

ALPHABET INC-CL A 2,021.91$     BUY

Market Cap 1,399,387$   Mil

Sales Est '22 225,167$      Mil

Profit Est '22 61,480$         Mil

P/E Est '22 22.4
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Morrison said he would not negotiate with 

Facebook and Google and then bent over 

backwards after Facebook blocked content.  

Facebook won.  This has implications across the 

world.  All FAANG stocks fell, with Alphabet 

falling the least.  We continue to hold. 

QUALCOMM Incorporated manufactures digital 

wireless communications equipment. The Company 

licenses its code division multiple access (CDMA) and 

orthogonal frequency division multiplexing access 

intellectual property to other companies and produces 

CDMA-based integrated circuits, as well as equipment 

and software used to track workers, assets, and 

software for wireless content enablement. 

 

 

 

Qualcomm fell because there is a shortage in 

chips, so makers of handsets and other devices 

need to push out production, postponing 

demand for Qualcomm chips.  Markets are short 

sighted in selling down the stock. 

 

 QUALCOMM INC 136.19$         BUY

Market Cap 158,461$      Mil

Sales Est '22 33,402$         Mil

Profit Est '22 9,166$           Mil

P/E Est '22 16.7



 

Disclaimer 
 

 

 

  

Relative Value Model

Sector Company Advice Price 52 week 

Low/Hi

High/Low

Metals

Oil

Chemicals

Paper & Forest Products

Transportation

Manufacturing

Elec. & Mfg Equipment

Automobile

Housing

Lodging & Restaurants

Toys

Retail

Real Estate

Food Coca-Cola Buy 48.99 36.27 59.00

Media / Entertainment ViaComCBS Buy 64.49 10.10 67.98

Electonic Arts Buy 133.97 85.69 150.30

Consumer Products

Hospital Medtronic Buy 116.97 72.13 120.53

Pharmaceutical Viatris Buy 14.85 12.75 19.24

BioPharma Amgen Buy 224.92 177.05 276.69

Computers

Semiconductors Qualcomm Buy 136.19 58.00 167.94

Software Alphabet Buy 2021.91 1013.54 2152.68

Financial Goldman Sachs Buy 319.48 130.85 335.81

16.7

22.4

9.7

21.9

20.3

4.0

12.4

21.5

15.4

P/E 2022

https://www.fortrend.net.au/email-disclaimer

