
The following contains a brief discussion of the equity markets from Chief Investment Officer                                            
and Senior Portfolio Manager, Ryan E. Crane. 

2021 MARKET OUTLOOK 

Understanding a New Investment Order 

 
1. Speculation, anticipation, and periods of reckoning 

 From the highest level, top-down view, I stand by my assessment that the market is in a rhythm of oscillating       
between periods of speculation and anticipation and periods of reckoning. What I mean by reckoning is the short term 
recalibration that investors do in dealing with new or unexpected news.  

 March/April of 2020 was definitely a period of reckoning – as we were all struggling with the implications of COVID. 
As the year went on, sentiment shifted back toward speculation of a re-opening/vaccine/herd immunity. I’d say we 
are still in that phase, although it seems like the re-open has been (fully?) priced in. 

 

2. Factors and styles. 
 As this cycle leans toward speculation and anticipation, investors tend to focus more on factors and styles.  

 In the absence of acute fundamental changes and/or company-specific news, investors seem to gravitate toward 
pulling bigger levers. Things like: risk-on, biotech, and big swings in momentum (as a factor). What seems to matter 
more is getting the call between growth and value right. Or large vs. small. Or cyclical vs. secular. In my humble    
opinion, it’s REALLY HARD to get these factor calls right consistently, so we try not to play that game.  

 As dollars shift around based on these factors, they move prices around. In the shuffle, individual security prices  
become less efficient – stocks are moving around based on their exposure to factors, sectors, industries, and themes, 
and less so based on the merits of the company itself. The resulting security-level inefficiency is what makes it a    
cycle.  

 As we move to a less efficient market, opportunity is implicitly built in. I think about the example we all learned in 
middle school physics about kinetic energy and potential energy, where potential energy is like a ball that has been 
rolled up to the top of a hill. As speculation and factor-driven performance dominates, there is a great deal of        
potential energy (inefficiency) built into stocks.  

 

3. In my experience, the market needs a catalyst of some sort in order to unlock this potential energy, but some-
times, it also happens organically for no obvious reason.  
 On an individual stock level, eventually all it takes is delivering fundamental performance that differs from            
expectations. 

 I don’t know what the catalyst will be for the entire market, but there are some obvious candidates. Chief among 
them is inflation.  

 

4. We are in the early stages of a synchronized, global expansion.  
As the vaccine is distributed around the world, and economies fully reopen, literally every country on the globe will 
experience a significant resurgence of economic activity.   

 At the same time, there are still supply constraints in many industries.   

When you add the acceleration in growth of the monetary base, and near-zero interest rates around the globe, the 
stage is set for inflation. The Fed has already indicated their intention to let the economy run hot for a while, targeting 
an average inflation rate – no longer bound by 2% in the short run.  

 

5. Inflation. 
When inflation becomes evident, it will be interesting to see how and when the Fed acts, and how the market will 
handle the response. This would certainly qualify as a catalyst to shift the cycle into a reckoning moment.  Today, 
there is more talk about inflation, but markets are NOT anticipating any Fed action this year.  

The Fed has been explicitly indicating that they will not raise rates anytime soon. Fed Funds futures markets actually 
have priced in a bias toward lower rates. If a sharp uptick in inflation forces the Fed to change, the market will have to 
recalibrate, and this is a reckoning moment.  
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6. Growth vs. Value is still about secular vs. cyclical. 

 In the short run, we have seen value stocks work, as the market is pricing in the cyclical recovery from the vaccines and            
reopening. This isn’t a surprise. When the next reckoning moment happens, or if for some reason the reopen doesn’t go          
according to schedule, there could be a massive swing back toward high quality, secular growth companies. Or in my inflation 
scenario, stocks with meaningful pricing power, and limited risk on rising costs. 

 

7. With the Democrats in control, we should expect even more fiscal stimulus.  

 Surprisingly, disposable income was up during the COVID-created recession. Stimulus checks, PPP, and boosted unemployment 
benefits actually put more cash in consumers’ hands than they would have had otherwise, in a non-COVID alternate reality. This 
could create some strange year over year comparisons. However, new stimulus checks are in the works. 

 The Great Financial Crisis normalized QE. Will Covid-19 normalize Modern Monetary Theory? This too can drive inflation higher. 
 

8. Secular Trends. 

 One of the biggest takeaways from 2020 is that Covid-19 amplified nearly every secular trend that was already in place.                   
E-commerce. Cyber security. Robotics and automation. Distributed workforce. Cord cutting. Streaming services. The list goes on 
and on. 

 

9. Valuations. 

 I don’t like calling the top or the bottom in anything, but it’s hard to imagine that there’s much more room for valuations to      
expand. Valuations are at historic highs across the board. Investors generally feel it is justified because of very low interest rates.  

 If inflation creeps back up, and rates follow, there could be a valuation reset. Even if that doesn’t happen, price appreciation from 
here will largely depend on earnings growth, not multiple growth. 

 

10. The political divide in the US is real, and at some point it may impact the economy and equity markets.  

 Confirmation bias and social media echo chambers are driving the increasingly divided consensus toward more immoderate      
positions. So far, the market doesn’t seem to mind. 

 

Summary 

The market has largely priced in a global recovery as the Covid-19 vaccine distribution begins. As a result, cyclical stocks, and those 

beaten up the most last year have rebounded, and in some cases are making all-time highs. Further price appreciation from here will 

likely depend on companies delivering superior earnings results. The stage is set for inflation, and there are already early indications of 

it. The market has NOT priced in the risk of higher inflation and higher interest rates. This could be another reckoning moment that 

causes dispersion and volatility in the market, potentially creating an environment in which bottom-up active managers can generate 

significant alpha. 
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