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September 4, 2020
Let Inflation (and the Stock Market) Run
Chairman Powell of the Federal Reserve says the Fed would like to see inflation
average at about 2% rather than be capped at 2%. To the ears of investors, this
statement translates into low rates for even longer. Inflation is running well below the
Fed’s 2% average target. The Core Personal Consumption Expenditure Price Index
(excluding food and energy is the Fed’s preferred inflation measure) is currently running
at about 1%. To achieve an average inflation rate of 2%, inflation would have to run
higher than 2% for some time, perhaps years.

The Fed Funds rate futures market shows the percentage chance the Fed Funds rate is
in the range of 0%-0.25% in March 2021 is 100%. This is the furthest out that the Fed
Funds futures are traded.
If inflation is allowed to run and interest rates are low for years to come, the
price/earnings (P/E) multiple for stocks is likely to keep expanding. In a low growth, low
inflation world, the growth stocks offer relative to other asset classes looks increasingly

attractive and investors are willing to pay more for the growth. Analysts expect Apple
(AAPL) to sell at least 75 million 5G iPhones this year. Zoom Video Communications
(ZM) just reported a 355% year-over-year increase in revenue. In a zero-interest rate
world, 75 million new phone sales and 355% y/y growth looks attractive. In an all-time
low interest rate environment, we may experience all-time high P/E multiples, especially
where fundamental business growth is robust.
When the S&P 500 reached its peak on March 24, 2000, the forward twelve-month P/E
was 27.2x. The Federal Funds rate that year averaged 6.24%. Today, the forward
twelve-month P/E of the S&P 500 is 23x. The Federal Funds rate is 0.009%. Relative
to 2000, the stock market is inexpensive.
Follow-Up to August 21, 2020 Delta Insights: Getting Ahead of COVID-19
Two weeks ago, we wrote about how many countries appear to be ahead of the U.S. in
Covid containment and in the economic reopening process. We highlighted that
international stock markets are showing positive price momentum and offer attractive
valuation relative to the U.S. stock market.
As a follow-up, below is a chart showing European equities are now at a 100-year low
relative to the S&P 500 valuation.

Positive momentum in the global stock markets continues this week and intermediateterm price signals are bullish.

Give Us a Call Today
We have unique and sophisticated investment methods that seek to capture the stock
market’s gains while minimizing drawdowns in bear markets. If you would like to learn
more about how we manage money, we invite you to give us a call at (415) 249-6337,
visit www.deltaim.com or email us at info@deltaim.com.
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