
 

 

 

 
 

 

 

 
 

Any short-term economic outlook at this point must include the continued variable of the impact of COVID-19 

on the economy. If we are faced with renewed shut-downs due to the resurgence of the known virus, or if we 

are impacted by various new strains of it, the ripple effect on the economy is inevitable, although difficult to 

predict. I don’t anticipate the effects to be anywhere near the decline we saw in 2020, and more than likely we 

see an improvement in the second half of 2021. 

Internationally, the picture is less clear. Some countries are navigating the pandemic better than others, and an 

emphasis on the emerging market’s ability to rebound is warranted. Globally we are seeing a rotation into 

smaller cap stocks and value driven opportunities, both of which we are taking advantage of.  

Inflation continues to be the elephant in the room. Unprecedented monetary stimulus, essentially since the 

financial crisis of 2008, has laid the typical groundwork for higher inflation. To date we have not seen this 

impact, but somewhere along the way cause and effect will take place. The Federal Reserve has indicated that it 

will allow inflation to “run hot” when it does appear as opposed to raising rates and stifle an economic 

expansion. This makes for a continued challenge in the fixed income category where the temptation to expose 

portfolios to excess risk to chase yield is prevalent. At some point a breakout is inevitable, and inflation in the 

4%-5% range is not out of the question. Our portfolios include both an inflation sensitive holding and an inverse 

government bond strategy that benefits from the loss of capital due to rising rates.  

The U.S. Federal Reserve is committed to a low, zero-rate policy for the foreseeable future, which again, 

continues to skew the normal balance of risk-on vs. risk-off assets. Added to that is the continued increase in 

their balance sheet as further stimulus pushes the deficit higher and higher.  

Talking heads continue to espouse the future ramifications of such policies, but any thought of raising taxes to 

accommodate these increases is not only naïve, but totally impractical. The debt will never be paid back. There 

is not a doable calculation that would solve this problem. Simply enacting minor tax increases to cover other 

fiscal policy decisions is difficult enough, let alone an increase to address this magnitude of repayment. The 

Medicare and Medicaid Trust Funds, the two cans that have been kicked down the road for decades, will need 

to be addressed from a tax standpoint long before the national debt becomes an issue.  

As always, a broad band of “possibilities” needs to be given as we navigate both the pandemic and fiscal policies 

proposed from the new administration. It’s not an exact science, and flexibility is the key to navigating the 

waters.  
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