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January 19th, 2021  
 

Quick Thoughts… 

Sometimes you find yourself in a position where you just don’t have much of anything insightful to say 

(what I mean by that is market thoughts with substance and of value), and that is precisely where I find 

myself at the moment.  Sure, there are plenty of things to talk about and I could absolutely fill up page after 

page with my words, but I’d rather not needlessly waste your time.  So, let me just hit on some general areas 

and what I’m thinking about. 

 

The Economy and Covid-19: 

The economic data over the past several months is consistent with an economy that is hitting a soft patch, 

and that is highly consistent with what one would expect given the pandemic backdrop.  On the coronavirus 

front, we’re looking at a situation where the global case count has exceeded 96 million and global deaths 

have surpassed 2 million.  In the U.S., the death toll is nearing 400k and hospitalizations surpassed 130k last 

week.  Given this backdrop, it should come as little surprise to anyone to see extensions or even more intense 

versions of lockdown policies – Germany comes to mind as they are considering extending lockdown orders 

through February.  Although, I have to say that I’ve been coming across more and more research on this 

subject pointing to the shortcomings of the highly restrictive lockdown strategy to combat the virus – see the 

following paper published by researchers at The Department of Medicine at Stanford University: “Assessing 

Mandatory Stay-At-Home And Business Closure Effects On The Spread of Covid-19”.  

 

On a more positive and optimistic note, several of the models I’ve followed forecasting the outbreak suggest 

that we may be reaching the peak of this wave over the next week or two, and expectations are that the case 

count numbers will start to rapidly decline as we move through February.  Combine this with a more 

effective and efficient implementation of the vaccine rollout and we could be looking at a backdrop that 

looks much brighter from March onwards.  No guarantees here, but fingers crossed that things play out this 

way.  

 

Without question, this has had an impact and is an instrumental variable in explaining why we’ve seen such a 

throttling back in this recovery over the last several months.  But the data is what it is, and it is not painting a 

very constructive picture at the moment.  Let me attempt to summarize:  Employment is contracting with 

140k jobs lost in the month of December, initial jobless claims jumped back up to 965k last week (from 784k 

the previous week) and points to a 200k decline in payrolls in January, personal incomes have shrunk at a 

10% annual rate since August, retail sales have declined for three months in a row, and consumer confidence 

indices have been softening.  JP Morgan’s tracking of its 30 million debit and credit holders shows a -2.7% 

year-over-year trend in the week through January 11th, and housing activity has started to flatten out after its 

white-hot pace last year.  Oh, and did I forget to mention the Investor’s Business Daily/TIPP poll found that 

43% of households have at least one member out of work and 56% fear losing a job?          

https://onlinelibrary.wiley.com/doi/epdf/10.1111/eci.13484
https://onlinelibrary.wiley.com/doi/epdf/10.1111/eci.13484
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Yeah, you never would have guessed that the economic backdrop is this weak by looking at the stock 

market, but that’s why they say “the economy is not the stock market, and vice versa”.  However, the 

following remark from FOMC Board Governor Lael Brainard, delivered during a speech last week, stood out 

to me as an indication that policy makers are very well aware of how weak the labor market truly is at the 

moment: 

 

“If we adjust the 6.7 percent headline unemployment rate for the decline in participation since 

February and the BLS estimate of miscalculation, the unemployment rate would be 10 percent, 

similar to the peak following the GFC.” 

 

Marinate on that for a moment and let that sink in – a 10% unemployment rate currently, given that we’ve 

been in a so-called recovery since last April.  It makes you appreciate and understand how much further we 

have to go before we are even close to what we previously considered normal, and it also tells investors that 

monetary policymakers are nowhere close to tightening policy at this point.  I say that last comment as a 

reminder to investors to pay more attention to what the likes of Powell, Clarida, and Brainard say, and don’t 

get too caught up in the noise of other central bank Presidents talking about potentially tapering asset 

purchases later this year or starting to hike interest rates as early as the second half of 2022.  These three are 

the ones driving the policy decision making, and they were all adamant last week that they intend to remain 

extremely accommodative until their policy objectives of 2% inflation and full employment (approximately 

4%) are met and believed to be in a sustainable place.   

 

Capital Markets: Equities, Bonds, Commodities 

Let the last several months be a barometer for how capital markets are looking at things, and that is that the 

weakness that has materialized over the last several months on up and through January/February is rearview 

mirror stuff.  Asset markets don’t really care how ugly the fundamental setup looks at the moment because 

all they see is a policy tsunami of fiscal and monetary goodies stepping in to fill the hole until we get ahead 

of the pandemic, society starts to reopen, and a more organic recovery can ensue.  That is the greener pasture 

that markets are focused on at the moment – everything beginning to return to normal in the second half of 

the year, and with the government making sure that everyone’s bank accounts are topped up with cash when 

we eventually get there.  You may think I’m being sarcastic or blowing smoke, but consider that from March 

through November, American households built up $1.6 trillion in savings.  Unreal, right? And to think this 

occurred during a period where net job losses totaled nearly 10 million.   

 

But all markets care about in their forward outlooks is an expectation that we will be back to full capacity 

with a ton of cash to spend.  We should expect a shift in the type of spending that occurs in that most of the 

demand for capital goods (i.e., furniture, electronics, computers, home renovations, toys…) will moderate as 

consumers matriculate back to the service side of the economy (i.e., travel, leisure, hospitality, deferred 

medical care, airlines…).  Keep in mind that from an economic standpoint, the makeup of airlines, 

restaurants, theme parks, recreations services and events constitute the grand total of 4% of GDP and 6% of 

total consumer spending.  All I’m saying is don’t get too far out over of your skis on the coming economic 

boom.     

 

As for the equity market more specifically, let me summarize by saying that valuations and sentiment are a 

bit stretched at the moment, and perhaps are writing checks that improving fundamentals will have a hard 

time cashing no matter how good they turn out to be.  We are talking about an S&P 500 that is trading in the 

top-5 percentile in almost every major historical valuation metric, and sentiment is frothy to say the least.  

The Investors Intelligence survey shows that the bull share has moved all the way up to 63.7% from 60.2% 

while the bear share has melted lower to 16.7% from 17.5%.  This gap of 47 percentage points is one of the 

most extreme readings in this survey’s history and has a decent track record at being a good contrarian 
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indicator.  The exuberance isn’t relegated to just this one survey either, as the AAII poll is now at 54% bulls 

(up from 46.1% a week ago) and more than double the 26.6% bear share. 

 

Look, I’m not sounding a clarion call for this bubble to burst and that everyone should head for the exits.  On 

the contrary, on an intermediate- to long-term time frame I think investors should stay the course and let the 

tailwind of all this policy stimulus work its way through the system while putting a firmer fundamental floor 

under stretched asset prices.  However, in the near-term I’m expecting some turbulence and perhaps an 

uncomfortable correction to cleanse some of the budding excesses.  We’ll see how it plays out, and such a 

cleansing may not happen in a material way (which is why I intend to stay the course with the capital we 

have deployed), but I do have a plan should things get uncomfortable.  

 

Politics… 

No, no, no, I’m not going down the path of proffering an opinion on the election outcome, the firming of 

political tribalism, or the actions taken by either side to show their support or displeasure for past or present 

leadership.  That’s just a tinderbox that is much too combustible for me.  But I will opine on what was 

revealed in Biden’s fiscal plan last week, and that is the $1.9 trillion package which comes on the heels of 

the $900 billion bill that was passed in December, and the rumored $2 – $4 trillion infrastructure proposal 

that is coming down the pipe later this year – the checkbook is open.  That is, if he can get it through the 

legislative process without having to resort to a budget reconciliation.  If not, he needs 60 votes in the Senate 

and the reconciliation route typically takes about two months to work through the system.  Unfortunately, 

I’m of the view that the economy needs this support pronto and if things get drawn out, then there is a 

reasonable chance we will be in an even deeper hole.   

 

We’ll see if President Biden’s almost five decades of government service pays dividends in being able to 

find compromise and unify a political body that is as divided as it’s been in some time.  One thing that 

markets may be overlooking for the time being, but I’m confident it hasn’t forgotten, is the expectation of 

higher corporate tax rates (21% to 28%) and capital gains rates (20% to 40%) that will enter the discussion in 

the back half of the year.   

 

Let’s take a look back at history to see why the stimulus packages aren’t all they’re cracked up to be in terms 

of creating sustainable economic growth.  You know, the kind of growth that pays for itself over time and 

does not create a giant hole for future generations to deal with. 

 

• Reagan orchestrated two stimulus policies over his two terms as President: In 1981 – The Economic 

Recovery Tax Act, and in 1986 – The Tax Reform Act.   

 

At the time of the ’81 tax cuts, government debt-to-GDP was 38.5% and the 10-year Treasury yield 

was at 14.85%. 

 

At the time of the 1986 tax cuts, government debt-to-GDP was 59.3% and the 10-year Treasury yield 

was at 7.49%. 

 

• Clinton passed a package in 1997: The Taxpayer Relief Act. 

 

At the time of the 1997 tax cuts, government debt-to-GDP was 63.8% and the 10-year Treasury yield 

was at 6.23%. 

 

• Bush also had two stimulus programs over his two terms in office: In 2001 – The Economic Growth 

and Tax Relief Reconciliation, and in 2003 – The Jobs and Growth Tax Relief Reconciliation Act. 
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At the time of the 2001 tax cuts, government debt-to-GDP was 49.8% and the 10-year Treasury yield 

was at 5.33%. 

 

At the time of the 2003 tax cuts, government debt-to-GDP was 54.4% and the 10-year Treasury yield 

was at 3.34%. 

 

• Then came President Obama, where in 2009 we had The American Recovery and Reinvestment Act, 

and later in 2009 The Car Allowance Rebate System, also known as “cash for clunkers”. 

 

At the time of the 2009 infrastructure stimulus, government debt-to-GDP was 78.8% and the 10-year 

Treasury yield was at 2.64%. 

 

• In December 2017 under President Trump, we had The Tax Cuts and Jobs Act. 

 

At the time of the 2018 tax cuts (announced in late 2017), government debt-to-GDP was 99.0% and 

the 10-year Treasury yield was at 2.48%. 

 

Last but not least, is the 2020 Cares Act, where government debt-to-GDP was 105.3% and the 10-

year Treasury yield was at 0.72%. 

 

Some pretty obvious trends stand out when looking at this data with the full benefit of hindsight, right?  

Stimulus on top of stimulus, all of which leads to higher debt ratios which then goes on to constrain future 

growth and sows the seeds for even lower Treasury yields.  That’s what happens when you lump 

unproductive debt creation on top of unproductive debt creation.  Now we have entered a very deep negative 

feedback loop, where we need the government support but it only makes the climb back out of this hole that 

much harder when we get to the other side. 

 

 

 

 

 

 

 

   
 

 

 
 

 

 

 

 

 

 

 


