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1st  QUARTER OUTLOOK 

 

A Year That Will Live in Infamy  

Where do I begin? 2020 is a year that surely 
will live in infamy. Things started out in a 
somewhat normal manner, but by early 
February the markets were getting wind of a 
virus that was moving from China to Europe, 
the United States and the world. Cracks in 
the market began to appear as cases of 
Covid19, as it came to be known, started to 
show up in several American cities and 
States. By the middle of March, the medical 
world was on full alert and the markets were 
beginning to melt down. By late March, the 
stock market as measured by the S&P 500 
was down approximately 38%.   

 

 

 

As the virus hit the East Coast and New York 
City specifically extremely hard in March and 
April, medical professionals were under 
siege. State and local governments in efforts 
to mitigate the spread of the disease began 
to shut down major parts of the economy, 
bars and restaurants and small businesses 
ranging from barbers and hairdressers to dry 
cleaners and workout facilities. By late 
March, it really could not look any worse. 
The economy was crumbling, unemployment 

was exploding, the markets were crashing, 
and the medical community was struggling 
to deal with the new virus.  

On March 27th President Trump signed into 
law the CARES Act which was to provide 
relief for individuals and businesses that had 
been negatively impacted by the pandemic. 
Individuals got direct payments from the 
Treasury, unemployment benefits were 
extended, payroll taxes were delayed, and 
loans from one’s retirement plan were made 
easier, among other benefits. Also, the 
Paycheck Protection Program (PPP) was 
established to provide forgivable loans to 
businesses.  

And, the Federal Reserve stepped up, once 
again, with all its might and power. Interest 
rates were lowered back to zero and the Fed 
pledged to buy investment grade corporate 
and municipal bonds, if needed, in addition 
to government paper. This latest round of 
quantitative easing was the most robust 
from the Fed yet.  

All this monetary and fiscal stimulus was 
enough to turn the tide on Wall Street. As 
we know, Main Street continued to struggle 
throughout 2020, but by the beginning of 
April the stock market had bottomed, and 
we were off to the races.  

With just a few minor interruptions along 
the way, stocks powered to new all-time 
highs by year end. The amazing speed of  
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“Main Street continued to struggle throughout 2020, 
but by the beginning of April the stock market had 
bottomed, and we were off to the races.” 
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medical breakthroughs with regards to 
therapeutics and vaccines combined with 
the unprecedented amount of liquidity 
provided by the Federal Reserve created a 
massive tailwind for stocks.  

It would be hard to recap 2020 without 
delving into politics, and the rancor coming 
from both sides of the aisle. The important 
thing for investors will be the direction 
policy takes with the Democrats now in 
control of the Presidency and both Houses. 
We will discuss further in our outlook for the 
economy, interest rates and stocks.  

The Economy 

The economy finished 2020 in rough shape. 
Unemployment is high and the pandemic is 
still forcing businesses to close. But, as we 
have seen so often in the past, American 
companies are amazingly resilient. With 
vaccines rolling out (perhaps not as quickly 
as anticipated), the hope is that by the 
second half of 2021 the economies of the 
world will begin to get back to normal.  

With the Democrats now in charge, it would 
seem likely that we will see more fiscal 
stimulus. First, we are likely to see another 
round of checks getting directly into the 
hands of the American citizens. In addition, 
we are likely to see other forms of 
government spending, the most often 
mentioned being an infrastructure bill. In 
whatever form these programs take shape, it 
is almost assured that the economy will 
receive ample fiscal stimulus in 2021.  

 

 

 

 

Of course, more government spending has 
its consequences. We have already seen the 
10-year Treasury note start to back up in 
yield. That could continue into 2021 as fears 
of an exploding deficit and finally some 
inflation, could continue to put pressure on 
interest rates. Of course, the Fed will do all 
in their power (quantitative easing) to 
prevent the long end of the curve from 
getting away from them. So, that could be a 
battle to watch for as the new year unfolds.  

The other problem with exploding deficits is 
that someone must pay for them. It is likely 
that we are going to see tax increases both 
at the corporate level and the individual 
level. Capital gains taxes are likely to 
increase and the estate tax exemptions are 
likely to be revisited. Whether the 
Democrats will be comfortable going for tax 
increases while the economy is still reeling is 
yet unknown. Tax increases are coming but 
could be delayed until economic conditions 
are stronger.  

So, in the short run massive fiscal stimulus 
and a successful vaccine rollout could help 
ignite a lagging economy. Of course, in the 
longer run we do have to pay for all this 
stimulus and that is going to be a big 
challenge. But most analysts agree that the 
economy is likely to improve dramatically in 
2021 as governments stimulate and the 
world begins to open back up. Of course, a 
medical setback with regards to the 
pandemic would force all bets to be off.  

 

 

 

 

 

 

“In the short run massive fiscal stimulus and a 
successful vaccine rollout could help ignite a lagging 
economy.” 
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Stocks 

As mentioned, stocks had an amazing 2020. 
It is not often that investors experience both 
a bear market and a bull market in the same 
calendar year. As we look ahead to 2021, we 
see the market averages at all-time highs 
and must ask ourselves whether much of the 
anticipated good economic news for 2021 is 
already reflected in today’s stock prices.  

First, looking back at 2020 we saw a year 
where just a handful of stocks dominated 
the market averages. So much of the gains in 
the S&P and the Nasdaq came from the likes 
of Apple, Amazon, Google, Facebook, Netflix 
and Microsoft. Tesla was the star of the year 
but was not counted yet in the indexes. 
Simply put, the move in stocks was very 
concentrated in these big names, and what 
came to be known as the “stay at home” 
stocks such as Zoom, Peloton and PayPal. 
But, in the 4th quarter of last year things 
began to broaden out, and as we enter 
2021, we see yearlong laggards like banks, 
industrials and energy stocks leading the 
charge higher. In general, a broadening out 
of participation in an up move is bullish. 

We have been saying that stocks were 
recovering because they were looking ahead 
6 to 12 months and in the distance, investors 
could see the great reopening of the world 
economies. What might be a threat to the 
price levels that we see now is inflation, as 
we mentioned in our comments about the 
economy. Yes, the Federal Reserve has 
wanted more inflation for years, but with all 
the pent-up demand resulting from shut 
down economies during the pandemic, the 
central bank just might get more than they 
bargained for. As mentioned, we already are 
seeing interest rates bump up on the longer 
maturities which at some point could be 
competition for stocks. We are not there 
yet, but if market participants anticipate that 

is where we are heading… well as we 
mentioned markets tend to look out 6 to 12 
months.  

So, for the time being massive amounts of 
fiscal stimulus and a seemingly never-ending 
dovish commitment from the Federal 
Reserve are providing a tail wind for stocks. 
Add to that the promise of vaccines and the 
hope that we will be past the worst of the 
pandemic by summer, and we have a 
favorable recipe for higher stock prices in 
the near term. But investors would be wise 
to keep an eye on inflation and interest 
rates, which do not appear to be providing 
imminent danger but could cause long-term 
structural issues. Also, should the roll out of 
the vaccine be interrupted and the 
pandemic linger longer than expected, all 
bets could be off.  

 

 

 

 

 

 

Summary 

2020 was one of the most challenging years 
an investor could ever have. It took a lot of 
faith and discipline to stick to one’s game 
plan, but those that did were handsomely 
rewarded. Successful investing is so much 
about planning and preparation. When an 
investor is prepared in advance for the type 
of volatility and uncertainty that we saw in 
2020, they are much more inclined to accept 
it and get through it without causing damage 
to their long-term financial plan.  
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Through the second half of 2020 we got 
asked often, why are stocks going up in the 
face of all this damage to the economy? 
Well, as we explained often, the markets 
tend to look ahead 6 to 12 months and once 
the Federal Reserve (monetary) and the 
Federal Government (fiscal) provided 
mountains of support (money), investors 
started to believe that there was a light at 
the end of this tunnel and that companies 
had the wherewithal to survive and get to 
the other side. 

 

 

 

But our economy is not just about 
companies, it is about people. So many 
individuals were affected by the pandemic 
and the resulting shutdowns, through no 
fault of their own. Many small businesses 
have shut down and will never reopen. 
Many more are just another forced 
shutdown away from suffering the same 
fate. So, on just a human basis, though if 
feels like the government has 
spent/borrowed an inordinate amount of 
money, we as a people had to do so. It was a 
moment when all of us had to step up for 
each other. Yes, it will be costly, but 
sometimes you have no other choice than to 
deal with the present and be prepared to 
pay the bill in the future. That is what is 
going to make navigating the markets more 
difficult in the future. We continue to 
borrow in the present, but common sense 
tells us that we will need to repay these 
debts at some point. The debt load is 
detrimental to economic long-term health so 
our political leaders will have a lot to deal 
with in the coming decade. But for now, we 
deal with the markets that we have and the 
situation at hand.  

As always, we appreciate that you entrust us 
to manage your money and guide you on 
your road to financial success. We strive to 
keep you informed and to provide you with 
the best service in the industry. Hopefully, 
we are of some comfort in these very 
difficult times. Please do not hesitate to 
contact us with any thoughts or questions. If 
you feel that we can help someone you 
know and love, who may not know how to 
prepare for what is about to unfold, we 
would be happy to have a conversation with 
them. Stay safe everyone.  

 

 

“Successful investing is so much about planning and 
preparation.” 


