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Insights: January 2021 

Market Overview and Performance 

 
When we wrote our last Insights letter in October of 
2020 there was a good deal of angst among our client 
base and wider network surrounding the outcome of 
both the Presidential election and the control of the 
Congress.  The conventional view was that if Biden 
won, the stock market would crumble under the 
burden of future corporate tax increases.  And if by 
some stretch of the imagination, the Democrats took 
control of both the House and the Senate, risk assets 
would be decimated.  Both of these scenarios came to 
pass and yet, the S&P 500 is up over +13% since 
Election Day, the strongest post-election period on 
record.  As we suggested to clients in the fall, you 
cannot effectively trade political events.  Further, as 
we stated, “Regardless of who wins the election, the 
priorities highlighted during their campaigns will quite 
simply have to take a back seat to the immediate 
needs created by the pandemic. First, a large fiscal  

 
 
 
 
 
 
 
 
 
stimulus plan will have to quickly be assembled as 
many of the temporary benefits established under the 
CARES Act and similar measures will expire on 
December 31, 2020 creating a cliff without a safety net 
for many Americans.   Second, if vaccine timelines 
continue to progress as predicted, a comprehensive 
plan and procedures for how the medicines will be 
distributed is absolutely necessary to return the 
economy back toward a more normal state.”  This is 
exactly what has transpired in the opening days of the 
Biden administration.  While there is much discussion 
as of late about “bubbles” in various areas of the 
market, we continue to believe that these arguments 
are misplaced since, one, the virus battle still 
supersedes all other priorities, and two, the “bubble” 
label is simply not justified for the segments of the 
market that most would assign them to.  As always, 
thank you for reading our latest Insights.    

 

 
Quarter to Date 
December 2020 Year to Date 

      

Equity  Total Return % (USD$) Total Return % 

S&P 500 Index 12.15 18.40 
Russell 2000 Index 31.37 19.96 
MSCI EAFE Index 16.05 7.82 

MSCI Emerging Markets Index 19.70 18.31 

   

Fixed Income     

Barclay's U.S. Aggregate Bond Index 0.67 7.51 
Barclay's U.S. Aggregate Credit Index 4.92 13.32 
Barclay's U.S. Aggregate Corporate High Yield Index 6.45 7.11 
Barclay's Municipal Bond Index 1.82 5.21 

   

Macro Measures     

Gold -0.02 24.42 
Crude Oil 20.64 -20.54 
CBOE Volatility Index -13.73 65.09 
USD Dollar Index -4.22 -6.70 
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Current Theme – Several Tailwinds are in Place 

for 2021 Including Large Global Fiscal Stimulus, a 
Re-opening of the Global Economy and a Release 
of Pent-up Consumer Behavior from 2020    

While the Global Vaccination Roll-Out Has Proved 
Disappointing, the Singular Focus on a COVID 
Resolution Could Set the Stage for Strong Growth in 
2021    

It’s curious to us that in light of the very healthy 
market behavior since the end of the third quarter in 
2020, combined with a definitive conclusion to the 
Presidential election in the US, the general 
conversation revolves around the concept of market 
“bubbles”.  The evidence simply does not exist.  
 
Orderly Up-Trend Since Two -10% Pullbacks in the Fall 

   

Source: TradingView, @murphycharts 

In terms of the equity market, after two roughly -10% 
declines in September and October, the S&P 500 very 
steadily climbed approximately +13% after the 
election. Up-trends are defined by higher highs and 
higher lows and that is exactly what we got. As 
mentioned, CFRA Research cites that performance as 
the best post-election rally on record.  

Big Year End Rallies Historically Portend Further Strength 

 
Source: LPL Financial 

 
In spite of these gains built upon the back of clarity 
around the presidential election, some investors began 
to worry that the market was “too high”.  Years of 
experience have taught us that that phrase is 
meaningless on its own – it needs context.  As the 
previous chart from LPL Financial highlights, when the 
S&P 500 has delivered gains of 10% or more in 
November and December in past years, the 
subsequent year return was positive 100% of the time 
with an average gain of +18%.   
 
When Market Breadth This Strong, 12M Returns Positive  

    

Source: Strategas Research 

Further, the character of the market leadership is 
significant to the discussion as well. Unlike past 
episodes when only a handful of names led the 
market higher, we now have scenario where over 
90% of the names in the S&P 500 trade above their 
200 Day Moving Average. As Strategas Research 
illustrates, when this level of breadth has occurred in 
the past, the subsequent 12-month return was 
almost +9% with a positivity rate of over +99%.  This 
level of broad market participation has not been 
seen since 2013 when the S&P 500 was below 1500. 
 
Sentiment is Firmly Neutral – No Irrational Exuberance 

 
Source: CNN Fear & Greed 
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This evidence would suggest that recent market 
behavior is actually quite constructive rather than 
“overheated”.  A key component of market tops is 
unjustifiably positive sentiment. It is difficult to argue 
that those conditions are present at the moment.  If 
one looks to The CNN Fear & Greed Index which 
incorporates numerous measures of investor risk 
perception, we see a reading of about 45 which is 
firmly in the Neutral territory and far from exuberant.     
 
Housing Bubble Driven by Credit Risk – Not So Today   

 
Source: @Soberlook, Gavekal Research 

 
Any discussion of “Bubbles” implies that damage will 
be done when it “pops”.   This was the case in 2008 
when an explosion in credit presented a tremendous 
amount of both systematic risk and the potential for 
financial disaster at the individual investor level.   
 
”Where is Bubble Now?” – Most Think Bitcoin and Tech  

 
 Source: Deutsche Bank Research 

 
We are nowhere even close to that now.  So where is 
this alleged “Bubble”?  We would suggest that it is very 
easy to identify segments of the market which are  
over-extended.  Unlike in 2008 for example, when the 

 
only way to truly take advantage of a market bubble 
pop was to buy credit default swaps – instruments well 
beyond the realm for the average investor – today, one 
can simply steer clear of certain areas. There is no 
systematic risk associated with these segments. As the 
previous chart from Deutsche Bank shows, investors 
largely view US Tech and Bitcoin as being in a bubble.  
 
Recent Bitcoin Trading Dwarfed Previous Bubbles  

 

 Source: BoA Global Research 

 
We will not argue that point in terms of Bitcoin given 
the chart above from BofA Global Research, however, 
Bitcoin itself has already corrected significantly in price 
since mid-January with absolutely no impact on the 
broader market.  If you think Bitcoin is expensive, just 
don’t buy it. It’s that simple. 
      
SPAC Issuance Continues to Attract Outsized Capital

  
Source: Deal Logic; Goldman Sachs Global Investment Research 
 

Contrary to the Deutsche Bank survey, we would argue 
that the speculation is not in US tech, but in specific 
others investment options which have attracted more 
capital than is merited.  For example, SPAC issuance 
has been relentless.  These are “blank check” 
companies that raise capital (and charge fees)  
while they go out and “hunt” for a good company to   
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buy. This will end badly for some investors. Again, it’s 
very easy to simply avoid these instruments.  

Stocks That Trade at +20X EV/Sales Are Over-extended    

 

Source: Compustat; Goldman Sachs Global Investment Research 

 
A third extended area that might have found its way 
into a broader range of portfolios are companies 
that have done well in the COVID environment and 
now trade at greater than 20x Enterprise 
Value/Sales. These are largely Biotech and Software 
companies. However, Goldman Sachs has isolated 
this list down to just 39 companies. Our investment 
process would have eliminated investment in the 
bulk of these companies early on due to valuation.  
 

Current Bond Valuation More Demanding than Equities  

 
Source: Yardeni Research 

 
Where people are certainly not discussing bubbles is 
within the fixed income market.  Yet as the chart above 
from Ed Yardeni clearly shows, the P/E for bonds (the 
reciprocal of their yield) is far and away ahead of the 
current valuation levels for equities. And even the 
technology sector, which the Deutsche Bank survey  
suggested is viewed as being in a bubble, is nowhere 

 
close to previous peak valuations.  Consider the chart 
below – while the S&P is not cheap relative to its past 
valuation range, the technology sector still only trades 
at roughly half of the valuation it achieved in 2000. 

 Technology Sector Valuation Only Half of 2000 Level

   
Source: Yardeni Reserach 

 
Importantly, the Price to Growth ratio is now the most 
compelling since the correction at the end of 2018.  
From this point of view, equity valuations were in fact 
much more demanding throughout 2019 and 2020.  
 
Price to Growth Most Attractive Since the End of 2018

 

Source:  Yardeni Research 

Interest rates also play a big part in this risk 
allocation analysis. During the last market peak in 
2008, the “risk free rate” offered by bonds was over 
6%.  Now with rates close to zero for the foreseeable 
future, equities provide a better risk/reward option.  

Equity Yield Premium Compels Investors to Favor Stocks  

 
 Source: Robert Shiller 
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As Federal Reserve Chairman Jerome Powell stated 
in his January testimony, “If you look at P/Es they’re 
historically high, but in a world where the risk-free 
rate is going to be low for a sustained period, the 
equity premium, which is really the reward you get 
for taking equity risk, would be what you’d look at”. 
  
Liquidity Has Fueled the Ascent in Risk Assets (Stocks)     

   
Source: Bloomberg 

 

Importantly, along with negligible interest rates, global 
liquidity has been tremendous.  This trend was clearly 
in place prior to the COVID pandemic, but once major 
economies across the globe were shuttered on a 
rolling basis, the flow of dollars injected by central 
banks absolutely exploded.  The consequences of such 
actions can clearly be seen above. Vast liquidity 
combined with ultra-short rates pushed risk assets 
higher.  The relationship between the accommodative 
actions of the US Federal Reserve in early 2020 and the 
trend of the US stock market is unmistakable.          
 
Unprecedented Global Liquidity Injection to Continue 

 

Source:  Fidelity Research 

And the unprecedented supply of liquidity shows no 
signs of abetting any time soon.   

 
As the previous chart from Fidelity Research illustrates, 
central banks remain intent on maintaining 
accommodative policies until the negative economic 
effects of the COVID pandemic have subsided.  
 
Recent US Spike in COVID Shows Signs of Subsiding

 

Source:  The COVID Tracking Project 

Fortunately, we do have some encouraging news on 
the virus trends within the US.  As the chart above 
from The COVID Tracking Project demonstrates, the 
recent peaks in daily cases, hospitalizations and deaths 
may possibly be rolling over.  This of course is very 
welcome news.  As we have said many times, the 
economy both in the US and abroad simply cannot 
return to normal activity levels until the virus is largely 
brought under control.  To the disappointment of most 
citizens, the vaccine roll-out within the US has been 
poorly implemented with numerous challenges 
combining to result in a vaccination rate of just 4% of 
the population thus far.  At that rate, it would take 
about two years to vaccinate everyone in the country.  
Thankfully, vaccine supplies are likely to increase in the 
coming months which Deutsche Bank believes will lead 
to a 50% rate by July and a 75% rate by November. 
 
Global Vaccinations Targeted at 50% by July, 75% by Nov 

 

Source:  Deutsche Bank 
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We had written a different opening paragraph for the 
Going Forward section, the gist of which was that 2021 
has the potential to provide solid returns given that 
global stimulus will continue and increased vaccination 
will allow for better economic growth as the year 
develops.  However, we feel compelled to comment on 
the recent market activity resulting in extraordinary 
short-term returns for selected previously distressed 
companies.   
 
As a group these stocks are experiencing a short 
squeeze – a situation where there is a known high 
short interest in a stock and traders build upon the 
momentum of taking the opposite position.  This 
forces the investors who are short into covering, or 
buying back, their short positions which turn only 
forces the price of the stock higher. To be clear, this is 
nothing new and there are no laws against it.  For 
example, in 2008 Volkswagen briefly became the 
largest market cap company in the world when 
Porsche holders squeezed the shorts.  A similar 
episode was seen in 1998 when Long Term Capital 
Management began experiencing difficulties and other 
hedge funds aggressively took positions against that 
firm.  And more recently in 2014, well known hedge 
fund manager BiIl Ackman very publicly took a $1 
billion short position against a company called 
Herbalife.  Other hedge funds led by Carl Icahn 
launched an organized campaign against that position 
forcing Ackman to lose the entire $1 billion.   
 
None of this behavior was scrutinized by regulators.  
Fast forwarding to today, we are seeing retail investors 
gaining leverage against these billionaires for the first 
time in history.  We shed no tears for the manager 
who appears to have been hurt the most – within the 
last year he purchased a $50 million Florida home and 
spent $150 million to acquire part of an NBA team.  
What is strongly encouraging in our view is the 
introduction of new investors to the stock market, the 
greatest creator of wealth over time.  What we find 
concerning is the fact that once these new investors 
found an avenue to turn the tables on those who they 
view as having been bailed out during the Financial 
Crisis and who have only been rewarded to take excess 
risk since that time, they have essentially now been 
told that they are not allowed to continue that activity. 

 
To be clear, in our view, there is no systematic risk with 
the trading of these small companies. Yet regulators 
should certainly adjust factors like the opportunity to 
short more than 100% of a company’s shares 
outstanding.  What many need to realize and accept 
going forward is that information sources and trading 
capabilities have evolved much more quickly that than 
established financial world would like to believe.  This 
cannot be ignored, and if trading platforms like 
Robinhood, who make their money by selling trade 
flow information to hedge funds, are somehow 
throttled, investors will simply gravitate to a new 
platform. 
  
As we stated in October, despite a lull over the fourth 
quarter, we have not seen any concrete reason to 
move away from the large capitalized technology and 
communication names which have clearly led the 
market.  In our view, these names appear poised to 
continue their leadership role as the global economy 
gradually recovers from COVID throughout 2021.  
 
We are strong believers in purchasing consistent cash-
flows at discounted prices and believe such 
opportunities exist in small and mid-cap stocks which 
are more levered to the US economy and will benefit 
from the stimulus and recovery in 2021. 
 
We continue to believe that compelling opportunities 
exist outside of the United States that will benefit from 
a reflationary environment.  In fact, Non-US markets 
have outperformed the US thus far in 2021.    
 
With regard to fixed income we continue to place our 
emphasis on less interest rate sensitive options 
available with shorter duration exposures and 
unconstrained strategies as a focus.  We also favor 
municipal bonds and short-term corporate bonds 
based on the belief that the opportunity in these 
segments provides a better relative value.   
 
It is our belief that an exposure to commodities and 
precious metals such as gold will also prove to be of 
value in an environment where inflationary pressures 
may increase as the year evolves. 
 
Thank you for taking the time to read our thoughts and 
opinions and we look forward to speaking with you. 
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