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Purpose of this Market Outlook 2021
Every year you read articles or watch financial programs and listen to analysts, pundits and so-called
experts about their thoughts on the upcoming year. Their crystal ball is as cloudy as ours. Other than the
certainty of death and taxes along with feeling confident about the sun rising and sun setting on a daily
basis, everything else is up for debate. Understanding that as a baseline, we figured we would throw our
hat into the ring with our thoughts and opinions as well.
As most of you know, we put out a monthly newsletter the first of every month that is supposed to be a
quick read, less than 5 – 7 minutes to review and give you a snapshot of what is going on in the markets
and economy. Occasionally we will give some sage advice and provide interesting pop culture articles
too through our “Fun Links” section. Over the years we have provided some Market Outlooks for the
upcoming year, but nothing in a formal document, usually in a shortened format in our monthly
newsletters. This year we decided to formalize it and still keep it simple for a good read on insights and
thought. We won’t bore you with a bunch of industry jargon or a bunch of gibberish.
Enjoy reading the document and as always, we welcome your feedback.
With Best Wishes,
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Thoughts on COVID-19 in 2021
I’m sure you are all thinking whatever could be said or should be said about COVID-19 has been said. It’s
tough to argue with that but my slant will be directed more towards both the impact on the economy and
opportunities abound. If you know of someone that has died because of COVID, I’m sure you don’t need me to
remind you of the fear, frustration and devastation it has had in your lives and those around you.
COVID has interrupted and decimated many industries and business. The travel and hospitality industry was
affected the most and could take years to get back even to 80% of what it was. I’m sure many of you like
myself had some of your favorite restaurants closed forever including a few of my personal friends had to close
their restaurants. The airline industry is down 80% +/- of normal passenger traffic. That is up from a low of
93% last March and April of 2020. Forget about the Cruise industry. If someone gave you a free ticket for a
cruise in the next year, would you take it? I wouldn’t, but that is my choice as I see the cruise ship as one big
petri dish. Forget about the vacation industry coming back for a long time, better than 60% of airline travel is
for business. Seeing current and prospective clients, attending trade shows, company conferences, etc. is almost
on permanent hold. I know of some people that are telling me their companies are “tentatively” scheduling
conferences for Q4 2021. No clue about trade shows. How many of you know people that had to put off their
weddings until this summer? Or decided a small ceremony or just family was the way to go. How many of you
know people in the catering industry? Their businesses are trying to find new ways to stay in business.
With all this bad news which most of it you already knew, how do you make money on potential opportunities.
We have another section for the industries and sectors you should be looking at and considering, but perhaps a
way of looking at an opportunity is by looking at industries and sectors to keep away from. Since April and
May people were asking if me if we should start to look at the airline industry. I’ve been saying “not yet” ever
since. There is an ETF that covers all the airlines, “JETS” and I follow that fund to try and determine when it
may be a good time to consider that industry. It could be a minimum of 6 – 12 months before I would even
look at it again for consideration. I’d love to tell you that industry is at a bottom, but in my opinion, until
passenger traffic is at or trending above 50% or better, there are better opportunities elsewhere.
Same with the casino stocks. We know the casino’s are back open again, but similar to the cruise ship industry,
do you feel comfortable going into a crowded casino, especially knowing when people drink they don’t always
follow rules or make the best decisions? I know the answer to that, but everyone is different.
Technology is driving our economy right now. I’ve been saying the following for many years, “We are doing
more with less”. Meaning, we don’t need as many bodies to be as productive because technology is now doing
the heavy lifting. Two, three or more decades ago the technology wasn’t in place for the type of remote
working that we are doing now. We didn’t have a computer or laptop at home or the internet and Wifi access
along with the bandwidth do be as effective as we are today.
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Industries and Sectors (which will perform and which will underperform)
Technology and Infrastructure will lead the way again in 2021. There are some technology stocks that doubled
or even tripled in 2020 because we had to become reliant on them to deal with COVID. For example, many
Cloud-oriented companies did very well, whether it was storage-oriented, server farms, streaming services,
cyber security, video and gaming, along with social media and eCommerce payment and eStore companies.
They should continue to do well, but not as well as 2020. Meaning, many of these companies are “overvalued”
and should see their stock prices pullback a bit in early 2021, but as long as they show continued growth and a
path towards profitability or profit expansion, they should outpace the market.
We cannot make recommendations, but we do suggest you follow these sectors for opportunities.
Sectors that should do well in 2021
IPAY – Digital Payments
SKYY – Cloud-oriented
FIVG/NXTG– 5G companies
HACK – Cyber Security
ROBT/BOTZ – Artificial Intelligence & Robotics
MJ – Cannabis Industry
ESG – Environmental, Social & Governance
FXG – Consumer Staples
ICLN – Clean Energy Industry
ITB – Home Builders
DRIV – Autonomous & Electric Vehicles
PAVE – Infrastructure Industry

Sectors that will continue to struggle in 2021
JETS – Airline Industry
BSV – Bonds
XLE – Energy Industry
VCR – Consumer Discretionary*
AAXJ – All Asia, except for Japan
CARS – Automotive Industry*
AWAY – Travel & Hospitality Industry

*Could be a 2nd Half 2021 turnaround suggestion.
Regarding Bitcoin, Oil & Gold; my typical and standard answer is, “Keep away”. All three of these are very
manipulated. This isn’t to say that they each cannot go up, they can, but its very difficult to understand these
markets and despite supply and demand, there are no fundamentals to follow that make sense. They are all
purely speculative and isn’t part of what we follow or how we manage portfolio’s.
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Portfolio Allocation and Changes Related to Risk
There is no silver bullet that fits all as far as Portfolio Allocation and Risk Profile. Each person and household
is different when it comes to investing. Because of big runs in select industries and sectors your portfolio
allocation may seem a little “out of whack”. But you never make changes when the market has quick moves to
one side or another. You should review your Portfolio Allocation every quarter and if the trend in certain
allocation slices continues after 2 – 3 consecutive quarters, then you should consider trimming (harvesting)
profits in the allocation areas that have had big runs. If those sectors are “still running”, let them run, but don’t
get greedy. It’s not easy to make the decision of when greedy is the norm, but you should be consistent in your
strategy if you are too weighted in one sector or industry versus another. For example, if you were too heavy in
utilities to start 2020 last year, you probably broke even or lost money. If that was the case you should have
made some mid-year modifications. Again, everyone is different.
If you are within 5 years of retirement, you need to be very cognizant of your allocation because we do expect
volatility to pick up in 2021. Those potential 5%-8% moves could cause some panic selling because of the
spoiling of many novice investors only used to the market going up. Many of these basic retail trading
platforms that have been gaining traction are also “robo advisors”. This means they control the buying and
selling of many accounts. Remember the “Terminator” movies….when the machines take over? No body
knows the real number, but it has been estimated that 70% or more of the trading is all computerized through
algorithms. This means they are looking for Bullish and Bearish anomalies in market trading and put in both
big and small orders to take advantage of certain movements. A lot of this is based on “psychology” and
specifically on fear. On the Bullish side it is based on the fear of missing out (FOMO) that the average investor
is getting in the market to avoid missing out on the upside run. Then the Bearish side is based on the market
continuously trending downward and the average investor thinking the downside move won’t stop and they will
lose all their profits so they sell, usually after the big institutional investors have already sold. Many
institutional investors consider this the bottom and start Buying again, hence the upside trend has potentially
restarted.
Within 5 years of retirement you always want all the upside and none of the downside until the day you retire,
but being smart about your allocation is critical. You should make a strategy that as the market goes up “x%”,
you harvest “x%” in profits. You need to determine what “x%” is, or work with an Investment Advisor to
determine what makes the right sense for you, but this will help you stay on track towards retirement.
Hopefully you are in a situation that once you retire you can put aside a percentage of your overall portfolio for
growth and not use all your retirement funds just for income. If that is the case, once you retire you then need a
different Portfolio Allocation.
What if you have more than 5 years to go for retirement? How about 20 or 30 years? If you are more than 5
you should be able to ride out the highs and lows of the market along with more Bull and Bear markets. If you
have 20 or more years to go for retirement, expect to ride through at least 2 or 3 Recession economies. Are you
prepared for that? Do you have consistent contributions to your Retirement Account(s)? That is one of the
keys, besides the right Portfolio Allocation and the risk of the assets in each allocation. You need to come up
with a plan for those consistent contributions and manage it accordingly.
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For Example;
If you are 15 – 20 years away from Retirement, have you calculated if you have enough to replace your current
income or enough income to live on to pay your bills (including Medical Insurance) and general living
expenses?
If you are 30 or more years away are you serious about investing for the long-term and understand how
important it is to invest more when you are younger so your money can compound over time. Understanding
compounding with investing is critical. If you invest money today and don’t add anymore to it, over 36 years
and 6% growth annually, your account will double every 12 years. At 30 years old, if you have saved and
invested $50,000 and didn’t get a chance to add anymore to it, at 6% annual growth, that $50,000 will be
$400,000 at the age of 66. Now, it would be unusual that you wouldn’t have added any more funds over those
36 years, but your money would have doubled 3 times.
6% Annual Growth
30 Years Old
42 Years Old
54 Years Old
66 Years Old

-

$50,000
$100,000
$200,000
$400,000

Many of you know these investing principals, but it’s great to get a reminder every now and then, even to share
with your friends, kids and grandkids.
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Overall Outlook for 2021 and Stocks in General
As we mentioned, 2021 should be a good year pending any “Black Swan” events again, but we should
always expect the unexpected. For those avid readers of our Monthly Newsletter you know that we
typically look at two factors for medium and long-term potential performance.
First is the 10-year Note which is currently under 1% and is typically known as the “North Star” for
market conditions. When the 10-year Note rate goes up, that means people are encouraged for the longterm (within the next 10-years) to invest their money in a safety asset. The lower the 10-year Note rate
goes down, that means people are looking for shorter-term safety and going into 90-day, 1-year or even
5-year notes because they are focused on a shorter timeframe. Hence, this has been known as the North
Star for the markets because as the 10-year Note rate goes up, that typically means confidence and a
growing economy. Since the financial crisis in 2008-2009, the 10-year Note rate has essentially traded
under 3%. This psychologically has meant “cautiously-optimistic” sentiment. We are looking for the 10year Note rate to go higher in 2021. Additionally, we are hoping by year-end it hits at least 2% which
means the vaccine is working, the majority of the population in the country and hopefully in the world
has received it and parts of the economy that were hurt or decimated in 2020, start to recover quickly.
The second is the Federal Funds Rate (FFR) which is also under 1% and determines how cheap or
expensive it is for the banks to borrow money from the government. The lower the rate determines
cheap money and would mean more companies and people would borrow to “expand” and/or “acquire
more assets”. Expansion is what you always want to hear in an economy but you don’t want to overheat
it too quickly nor do you want expansion to be too slow either. This is where the government will
increase or decrease the FFR like a gas pedal in a car. If the economy is slow, they will step on the gas
pedal to increase liquidity in the economy so expansion could speed up. If it appears that the economy is
getting healthier, then the FFR let’s up on the gas pedal and increases rates to slow the expansion down a
bit.
The FFR have already announced and reaffirmed in the last few quarters that the FFR will remain at the
relatively low levels into the year 2022. This means cheap money will continue to flow into the economy
to stimulate or increase expansion. Parts of the economy need this desperately, especially energy,
utilities, travel and hospitality to name a few.
Mortgage Rates are at historically very low levels making borrowing money to buy a house incredibly
more affordable. The converse issue is home prices have skyrocketed because the demand for home
buying is so much higher. The other reason for the high home prices is the “Eviction and Foreclosure
Moratorium” was intact through December 31st, 2020. This means that people that couldn’t afford to stay
in their houses and pay their mortgages could be foreclosed and evicted in the first half of 2021. If that
happens, the market will be flooded with new housing inventory and then depressing home prices to
perhaps more affordable numbers. The estimates we have read and heard put potentially 5-8 million
people in that eviction and foreclosure category. Of course that will create another problem and need to
see if the new administration will extend the moratorium. If that happens, that will create another
problem. Think about the average person or family that owns a rental home(s). They rely on that rent to
pay the mortgage on that place. Do you think the banks are going to be lenient and understanding and
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provide a moratorium on the mortgage debt? I don’t think so! So this will have a trickle effect either way
and will have a negative impact on other parts of the economy.
With that understanding and using it as the backdrop for a forecast, we are still looking for a 10%+ move
to the upside. As long as corporate earnings also rise, it will help justify the fundamentals and valuations
of many companies.
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Last Thoughts on Investing in 2021
Most people watch the financial headlines, for example; “The Dow Jones up 200 points for the day”, “The
S&P 500 up 13% for the year”, “The Dow Jones is expected to rise 8% in the next 12 months”, “The S&P
500 should continue it’s run to 4,000”, or something to that effect. We made up these headlines, but if
you don’t follow it everyday, this is what you read and then look at your account and ask yourself, “has
my account/portfolio gone up as much?”. It’s a good question, but is it the best gauge or benchmark to
use in comparison to your account/portfolio. The short answer is “NO”. The reason is quite simple, first,
every portfolio is different based upon the objectives of the investor, including risk. The second reason is
the “skewing” of the stocks in both the Dow Jones Index and S&P 500 Index.
The Dow Jones Index(DJI) has changed quite a bit over the last 100 years, especially in the last 10 years.
The Dow DJI is “price-weighted”. Meaning, the higher the stock price, the larger the “impact” it has on the
DJI movement.
As of December 31st, 2020 the following is the weighting of all 30 DJI stocks;
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Look at the 3rd column (% Weight in the Index). The first six(6) stocks make up over 33% of the overall
move of DJI on a daily basis. GE (General Electric) was one of the original stocks in the DJI over a hundred
years ago and when the price got too low, they replaced it. GE is such a large conglomerate company and
touches so many areas of the economy it should be part of the index, but then when the stock hovers
around $10, a $.50 move will barely impact the DJI. This means in order for DJI to stay in the headlines
and be representative of the overall market sentiment, they had to put in other higher growth companies.
CRM (Salesforce.com) was just added this year after a meteoric rise in stock price over the last few years.
Typically, CRM in years past had a stock split after it hits $100, but they haven’t done it yet and wonder if
they will if the stock price continues to go up.
Last thoughts on the DJI, it is a “large number index”, but isn’t a good representation of the economy or a
good benchmark for your account/portfolio. Meaning, when someone says, “market was up 500 points
today”, you know they were referring to the DJI, but it may only have been a few of the higher-priced
stocks that had a big move that day.
S&P 500 Index (SPI) is “market cap weighted”. Meaning, the higher the market cap the greater the
“impact” on the index moves. To prove my point that the SPI also is not a great benchmark to use is the
following; in 2020 57% of the SPI entire move to the upside was made up of three(3) stocks; Microsoft
(MSFT), Amazon (AMZN) and Apple (AAPL). All great companies, but are all three a true representation
of the economy or even your account/portfolio, doubt it. Again, the headlines rule the world, but each
investor is different in their life stage and risk profile for how they want and need to invest for the short
and long-term.

So what should you use as a good “Benchmark”?
We have some options for you to consider;
OEF is an ETF that is an “equal-weighted” fund of the top S&P 100 stocks. Now “equal-weighted”
typically means that each of the 100 stocks are equally-weighted, but everyday there are price gyrations,
so the managers of the index make sure they add new money to the stocks that don’t move as much so
the fund doesn’t have a few stocks greatly affecting the impact of the funds move. Now 2020 was a bit of
an anomaly because the top six(6) stocks ran up so much, but look for the portfolio allocation to be
smoothed out across the 100 stocks.
RSP is an ETF that is an “equal-weighted” fund for all of the S&P 500 stocks. Now “equal-weighted”
typically means that each of the 500 stocks are equally-weighted, but everyday there are price gyrations,
so the managers of the index make sure they add new money to the stocks that don’t move as much so
the fund doesn’t have a few stocks greatly affecting the impact of the funds move.
(Con’d)
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Below is a 5-Year “comparison chart” for you to analyze for yourself:
^GSPC – S&P 500 Index
OEF – S&P 100 Equal-Weighted Index
RSP – S&P 500 Equal-Weighted Index
^UTY – Utilities Index

As you can see the RSP underperformed the other two indexes, but may be a better representation of
your portfolio.
Also, we added the ^UTY Utilities Index because if you are near retirement or in retirement and your
account/portfolio is mainly constructed of “income-related” assets, you aren’t going to see the growth
movements of the market in your account/portfolio, but flatter and smaller incremental growth because
you are invested in those assets for Dividend and/or Interest-income.

IN SUMMARY

We presented this Market Outlook to be both educational and helpful in understanding how the market
works, how it is working and perhaps what to expect in 2021. By applying logic and rational thinking
versus “smoking hopium”, we should be closer to reality than throwing a dart blindfolded.
We welcome your feedback and thoughts and as always we encourage conversation. Give us a call or
send us an email. Wishing you a safe, healthy and prosperous 2021……………….Ron Lang
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