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Update on the Economy and Investment Markets  

Top 10 Predictions for 2021  

 

Welcome to the Stearns Financial Fireside Chat. 

This is a difficult Chat to write as it feels negligent to write about the state of the economy or the 

investment markets without first pausing to acknowledge the current state of discord in the 

United States. The chaos we experienced at our nationôs capital last week along with the ongoing 

threats of armed protests around the country leading up to the inauguration are rivaled only by 

a second impeachment trial for our sitting president ï the first in our history. As with the 

thwarted kidnapping plot surrounding the governor of Michigan last year, it seemed only a 

matter of time before something went (yet again) too far and shocked us all. Putting things into 

perspective, we know it is only an extremist subset of our population that are breaking the law. 

It is not ñus.ò And yet, this handful of people represent the state of affairs in our country and 

accordingly, injure us all. We hope and pray these unprecedented events will ultimately lead to a 

stronger democracy, a more civil society, and one in which the rule of law once again prevails. 

Weôve shared many times that political and geo-political events impact investment markets only 

4% of the time. In fact, in the last one hundred years, only Hitlerôs invasion of France has 

resulted in a stock market decline exceeding a 12-month period. Not the Holocaust.  Not the 

dropping of the atomic bomb.  Not the assassination of John F. Kennedy or the assassination of 

Martin Luther King. In fact, the civil unrest of 1967 and 1968, while heart-wrenching, still 

resulted in U.S. stock market returns that ended the year up 20% and 8%, respectively.  

Stock market resiliency stems from the expectation that law and order will be sustained. We 

strongly believe this will be the case going forward and encourage our readers to recall that our 

democracy is resilient, albeit shaken. Our judicial system is intact. And a transition of power will 

occur, though sadly, it has been anything but ñpeaceful.ò 

Accordingly, many of our 2021 predictions are similar to those of 2020 even as our political (and 

psychological) worlds feel upended. 

 

SFGôs 10 Predictions for 2021   
Prediction #1 

COVID-19 will be ñunder controlò in the last half of 2021. Infections and hospitalizations 

will be falling rapidly. An incredible three vaccines will be available in most areas. The U.S. and 

the world have invested heavily in multiple vaccine development options and logistics for 

manufacturing and distribution in response to what many experts describe as ñonly a level three 

event on a five scale.ò The combination of those who have already had COVID-19 and those who 

https://www.npr.org/2020/05/14/855918852/heavily-armed-protesters-gather-again-at-michigans-capitol-denouncing-home-order?utm_source=Newsletter&utm_campaign=d0868efe93-Dec+19+2017%3A+Monthly+Market+Update+Conf.+Call_COPY&utm_medium=email&utm_term=0_f6358d2a5c-d0868efe93-134753963&mc_cid=d0868efe93&mc_eid=23f6a625c2
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are vaccinated 

will likely reach 

the 70% 

tipping point by 

mid-year. We 

still expect 

some bumps 

and setbacks in 

the greatest 

vaccine rollout 

in history and 

have already 

seen far too 

many state 

specific 

distribution 

issues. Some of 

our clients are 

now being 

asked to help 

with these 

efforts.  
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Prediction #2 

The aftermath of the pandemic will be lingering. Our health care system has been 

stressed, but also turbo-charged, by the pandemic. While other pandemics in history have 

had much higher death rates (which, sadly, included large numbers of children), the numbers of 

people impacted by this pandemic is nevertheless historic. With that said, the means to end the 

pandemic have been equally historic. 

Bad as itôs been (and is), we continue to learn weekly of new advancements in non-pandemic 

medical treatments as a result of what has and is being learned from pandemic research, testing 

and treatment.  

Job losses resulting from the pandemic will mean millions of workers will need job re-training 

even faster than predicted. This appears to be a priority for the new administration.  

Like the economy, K-12 education has been hard hit by the pandemic, with McKinsey and others 

predicting learning levels have been set back six months for the average student, and 10 months 

for lower income students. Our child development friends tell us it may take a year or two to get 

back to the normal learning curve, with students from lower income families (where pandemic 

job dislocation is the greatest) having the greatest challenges.  

Prediction #3 

Corporate earnings should rebound well in 2021, and we expect stock prices to 

advance modestly.  

The ñdigital pivotò of the economy has been intense, resulting in cost savings for many 

companies who are now holding meetings remotely, spending less on rents, and distance-

training. As a result, many private and public companies have increased forecasted free cash 

flow by 10-20% going into 2021.  

This may be offset, however, by the likelihood of higher corporate taxes in 2021. The negative 

impact of higher taxes varies from company to company with current estimates predicting an 

average decrease 

in earnings of 

11-13%. With 

that said, the 

pandemic and 

the economy will 

likely take first 

priority, putting 

meaningful tax 

reform on the 

back burner for 

the time being. 

The proposed 

$1.9 trillion 

dollar stimulus 

package is now 

more likely given 

the democratsô 

control of all 

three branches of 

government. The 
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vote margins are razor thin so time will tell if the new package which is focused on infrastructure 

and jobs will ultimately be smaller. We expect such a stimulus package to provide a tailwind for 

the economy and corporate earnings in some sectors.  

And yes, this means the government debt will grow larger. This is unlikely to have any short-

term impact on the 2021 forecasts, but the day of reckoning may have moved closer, perhaps 

five to seven years, than our last forecast of 9-11 years. More on the likely effects of this in 

future Chats.  

In many cases, earnings will simply catch-up to the stretched valuations resulting from the 

pandemic in several sectors such as technology and home improvement. These catch-up periods 

where reality chases expectations are common ï they are also, however, quite volatile. 

Prediction #4 

U.S. large cap companies will putter along while smaller companies will rebound faster 

after lagging for years. This is an opportunity we have already been implementing in growth 

accounts. We are implementing and considering different strategies for more conservative 

accounts. 

As seen in this chart, many asset classes did well in 2020, with the fourth quarter pulling some 

areas back into the positive category as news of vaccine development became a reality. 

However, the potential light at the end of the pandemic tunnel elevated many stocks to levels 

that now create less robust projections for future returns. 
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The valuation of the overall S&P 500 index above looks like 1999 levels. This does suggest 

significantly lower forward returns. The big ñhoweverò is that itôs normal for price-to-Earnings 

(P/E) ratios to be 

elevated when coming 

out of a recession. In 

this case, we believe the 

positive earnings will 

lower this ratio, leaving 

it less stretched than a 

true 1999 bubble with 

massive downside risk. 

And as weôve mentioned 

many times in recent 

years, stretched 

valuations are not-so-

stretched in a time of 

low interest rates. 

This chart highlights the 

valuation of the S&P top 

10 companies versus 

the other 490 stocks. 

Itôs a tale of two 
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markets, with the lower 490 stocks finally breaking out after years of underperformance (see 

next slide). 

 

On the following page, the Strategas checklist of bull market tops suggests only one of nine 

factors has signaled weôre at the top of the market cycle. Strategas is one of the highly regarded 

stock research services, but even so, we believe Item #10 on their list should be margin debt. 

When margin debt gets excessively high and begins to limit investor buying, it signals a near 

term top. Margin debt today is high, although hasnôt yet signaled a tipping point given the large 

amounts of cash currently on the sidelines. The high margin debt does, however, signal high 

speculative optimism. While a moderate level of optimism is fine, too high a level of optimism 

results often results in frothy, momentum-driven markets, with bubbles often following. Margin 

debt has reached its highest point in two years as investors borrowed a record $722.1 billion 

against their investment portfolios through November, topping the previous high of $668.9 billion 

from May of 2018, according to the Financial Industry Regulatory Authority (FINRA). We suspect 

December data will show a similar trend. Not yet a clear bearish signal, but worth watching.  

Important reminder: A record stock market is not the same as a top! The stock market has 

reached hundreds of record highs in the last decade, but its only had a few short-term tops 

during that time where the market declined or went sideways for a quarter or a year while 

earnings growth caught up. 
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This short- and 

long-term 

forecast from 

BCA highlights 

the areas with 

more headwinds 

(most bonds, 

plus some U.S. 

stock areas) and 

more tailwinds 

(gold, 

international 

quality stocks 

and emerging 

markets). 

  


