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Delta 2021 Outlook 

 

The stock market almost always has positive calendar year returns during years the 

economy does not experience a recession.  We do not foresee a recession in 2021 

making the probability of enjoying a positive investment year in U.S. equities high. 

 

 
 

Two primary leading indicators of recession are the treasury yield curve and the 

Leading Economic Index (LEI).  Recessions typically follow: 

1. The inversion of the treasury yield curve whereby the 2-year interest rate is 

higher than the 10-year rate, and 

2. The six-month moving average of the LEI turns negative. 

 

Neither of these criteria are true today. 

 



 
 

 
 

 

We just completed a presidential election.  The combination of a Democratic president 

with a split congress has offered the best returns in the year after the election than any 

other combination of federal government political party control since 1944. 

 



 
 

Going into 2021, we anticipate: 

1. a new COVID-19 economic relief bill passed by the end of February 

2. lessening of the trade war 

3. continued low corporate and personal tax rates for the next two years 

4. further economic reopening 

5. robust consumer spending driven by an unwinding of some of the $2 trillion that 

has been placed in savings account balances at commercial banks and thrifts in 

the past eight months 

 

Over long periods of time, stocks generally follow earnings.  With the 92% of the S&P 

500 companies having reported earnings for the third quarter, 78% of companies beat 

revenue expectations and 84% beat income expectations.  The percentage of 

companies that beat both the top and bottom lines is the highest beat rate in the past 20 

years.  The percentage of companies that beat the top and bottom lines and raised 

guidance (earnings triple play) is also the highest this century at 12.2%. 

 

 



 

Goldman Sachs raised their S&P 500 earnings forecast for calendar year 2021 from 

$170 to $175.  JP Morgan Asset Management is projecting $178.  The consensus 

estimate for 2021 is currently $168.64. 

 

The 2020 consensus earnings estimate for the S&P 500 is currently $137.  This 

suggests that earnings growth through next year falls in the range of plus 23% to 30%.  

The consensus earnings estimate for 2022 is roughly $195.  The upward trajectory of 

earnings supports the thesis the stock market should trade higher through 2021. 

 

How much higher stocks trade may be impacted by interest rates.  If interest rates rise, 

Price/Earnings (P/E) multiples may compress and vice versa.  The fed funds futures 

market shows the probability the Federal Reserve will increase the Fed Funds rate 

between now and September 22, 2021 (the farthest out the futures market trades) is 

0%.  In addition to holding short-term rates down, the Federal Reserve purchased $1.6 

trillion worth of longer-term treasury notes from March 18, 2020 through October 2020.  

This has been a major driver in causing the 10-year Treasury rate to trade below 1% for 

most of this year. 

 

 
 

Market drivers of interest rates are economic growth and inflation expectations.  The 

Federal Reserve calculates an expected inflation rate for the next ten years.  Their 

current 10-year average projection is 1.72%, below their target level of 2%. 

 



 
 

The 10-year Treasury rate is roughly 0.85%.  Given the inflation expectation of 1.72%, 

the real interest rate (nominal less inflation) is -0.87%.  It is unusual for interest rates to 

remain negative for long periods of time.  At some point, especially if the Federal 

Reserve slows its bond buying program, we would expect to see the 10-year treasury 

rate migrates toward the inflation expectation.  It is also possible the inflation 

expectation drifts lower as unemployment remains high and COVID-19 creates long-

term adjustments in economic activity. 

 

The S&P 500 is currently trading at 22x its forward 12-month consensus earnings 

expectation of $165.  If it retains this multiple through the next year, the S&P 500 would 

reach 4,300.  Again, a substantial risk to this forecast comes from potentially rising rates 

and P/E contraction. 

 

To mitigate the risk of rising rates, the winning formula for 2021 may be to overweight 

low-multiple stocks that benefit most from a further economic reopening.  Some 

companies do better with rising rates including many financial companies.  High 

multiple, large-cap technology stocks that are benefiting from the current sequester at 

home environment may lag the economic reopening revival stocks. 

 

Off the lows at the end of October, financials (XLF) and energy (XLE) are up 15% and 

29%, respectively versus the S&P 500 advance of 9%.  From a relative valuation 

standpoint, this trade may continue to work into 2021. 

 

The Bottom Line 

 

We are bullish for 2021.  Earnings estimates are trending higher and the economy is 

returning to a full reopening, albeit in fits and starts.  Generally, earnings revisions 



continue for longer and are greater than expected.  If interest rates remain low, we 

should expect the stock market to perform very well over the next year. 

 

Let Us Help You Position for 2021 – Give Us a Call Today 

 

Give us a call or send an email if you would like to schedule an annual account review.  

If you do not currently have an investment account with Delta, we invite you to contact 

us to schedule your free portfolio review at (415) 249-6337 or email us at 

info@deltaim.com.  
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recommendations made in the future will be profitable or will equal the performance of past recommendations.  This publication is not a solicitation to 

buy or offer to sell any of the securities listed or reviewed herein.  The contents of this letter have been compiled from original and published sources 

believed to be reliable, but are not guaranteed as to accuracy or completeness.  Nicholas Atkeson and Andrew Houghton are also principals of Delta 

Investment Management, a registered investment advisor.  Clients of Delta Investment Management and individuals associated with Delta Wealth Adviser 

may have positions in and may from time to time make purchases or sales of securities mentioned herein. 
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