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We have embraced the theme of our last Market Report,  
Risks and Opportunities, by adopting it as the permanent 
name of this publication. 

Our fundamental belief that every environment presents competing 
factors which can yield a variety of outcomes leads us to discuss risks 
and opportunities time and again, both in these pages and with our 
clients. We see no shortage of changing environments ahead of us, 
and are clear that we will need to continuously hone our commitment 
to data-based decision making in a world increasingly populated by 
assumptions of extreme outcomes. The theme of this edition of 
Risks and Opportunities is “fits and starts.” As the pandemic wanes, 
and people and companies transition back to normal activity, we are 
sure to see dislocation in many areas of the economy and financial 
markets. If we extrapolate these dislocated data points out to a long-
term conclusion, we may be led to believe that extreme scenarios 
will persist, just as some were led to believe that we were on the 
brink of a depression in the midst of the pandemic last year. Below 
is our assessment of what is actually likely to happen as the global 
economy gets back on track.
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THE GLOBAL LANDSCAPE

RISKS OPPORTUNITIES
 
• Many countries, especially those with extensive 

vaccine rollout, are showing positive economic growth 

• Broad-based coordinated fiscal and monetary support 
around the globe is supportive of expansion, which 
could last to 2023 

• More cross-country re-openings, such as relaxed travel 

bans, have begun

As we have noted for a few quarters, economic activity in 2021 is 
and will be tied to the recovery from the coronavirus. The K-shaped 
recovery from COVID continues, only this time it’s in the vaccine 
rollout. On the heels of the incredible success of Operation Warp 
Speed that brought multiple vaccines to market in the US at the 
end of 2020, the current focus on rapid distribution of the vaccine 
has helped the US economy to get back on track quickly. Other 
countries have not had the same success rate, whether they are 
developed countries or not. The recent devastating spread of 
COVID in India, as well as ongoing lockdown measures in Canada 
and other countries reminds us that the pandemic is far from over 
on a global basis.
 
In our last Market Report, we noted that the International Monetary 
Fund (IMF) predicted an increase of 5.2% in global GDP this year.  
The IMF now predicts an increase of 6% in 2021, and 4.4% in 
2022. The largest GDP increases are expected in India (12.5%), 
China (8.4%), the US and Spain (both at 6.4%). It is not a surprise 
that worldwide GDP is expected to increase significantly this year, 
considering the overall accommodative interest rate environment, 
considerable government stimulus around the world, and increasing 
consumer demand.
 
According to the IMF, “Economic recoveries are diverging across 
countries and sectors, reflecting variation in pandemic-induced 
disruptions and the extent of policy support. The outlook depends 
not just on the outcome of the battle between the virus and 
vaccines—it also hinges on how effectively economic policies 
deployed under high uncertainty can limit lasting damage from this 
unprecedented crisis.” Since we still don’t know if enough people 
will get vaccinated to provide herd immunity to stamp out COVID 
and put a clear end to the pandemic, we don’t know when certain 
industries like global travel will fully return to pre-pandemic levels, 

INTERESTING NOTE:  
While the global story right now is COVID, the US-China 
relationship continues to be an area of focus. Relations under the 
Biden administration got off to a rocky start at the Alaska meeting 
earlier this year, as the two largest world economies continue to vie 
for dominance, while the US presses China on issues of economic, 
trade, human rights and intellectual property policy.

or how long governments around the world will need to play a role 
in the recovery process.
 
We have a pro-risk view, meaning that we believe risk – especially 
in stocks - will be rewarded over the medium term. Therefore, 
we continue to be positioned to fully participate in stock market 
exposure as our portfolios allow by risk level, and are therefore at 
the lowest level of bonds in our portfolios. We also believe that our 
bonds should continue to serve the role of diversifying away from 
stock market risk, so we are maintaining a conservative stance. We 
remain overweight to US equities vs international, but expect to trim 
that overweight before the end of the year.

• New virus strains may cause enough damage for further 
lockdowns to be mandated 

• Continued strained relations with China lower economic 
potential for both countries 

• The vaccine rollout varies significantly by country, which 
could delay or prevent herd immunity 

• Industries are not ready for the surge in demand, creating 
supply chain issues and price shocks



THE US LANDSCAPE

RISKS 
 

• COVID recovery may stall if the vaccine distribution is 
not wide enough 

• Inflation may spike due to supply and demand 
imbalances 

• Political tensions are high (same) 

• Valuations are high in real estate and the stock market

OPPORTUNITIES
 
• The vaccine continues to be distributed at a rapid pace, 

and more Americans can return to work and spending 

• Consumers deploy their high level of savings over the 
next 1-3 years 

• Bank and business balance sheets are healthy 

• Government support will continue to be high 

• Interest rates are very low and will remain low, making 
borrowing less expensive

One of the risks we cited last quarter was that a faster recovery 
from COVID could create inflation, and that is currently bearing 
out. Due to very high savings levels, low interest rates, historically 
large government stimulus and unexpectedly rapid rise in economic 
activity as individuals become vaccinated, we are already seeing 
consumer demand causing an increase in prices on goods from 
lumber to strawberries. The supply chain was unfortunately not 
ready for the current demand. We all know from Economics 101 that 
demand and supply forces influence pricing, so it is not a surprise 
that a spike in demand – met with lower than normal supply – will 
cause prices to increase. This type of short-term spike in prices, 
also known as inflation, is to be expected as the economy jumps 
into high gear.
 
The more interesting question is what the medium term inflation 
looks like. One theory is that the more economic activity that is 
started now, the less we should expect later. The opposing theory is 
that the economic activity that is started now is an indicator that we 
will have a longer term recovery, as the “animal spirits” of American 
consumerism come back to life. We have been talking since last 
year about our belief in a sustained economic recovery, based 
on the economic environment that we noted above: low interest 
rates and huge government stimulus are an ideal environment for 
economic growth, as long as the consumer feels safe spending. In 
this case, “safe” refers to both the health safety and the financial 
safety of the consumer. It’s possible that the government did such 
a good job of shoring up both that the American consumer is simply 
ready to spend. According to Rochdale, “Massive stimulus has 
not only helped avert the cascade of business failures that would 
normally accompany such a severe economic downturn but has 
also allowed consumers to accumulate plenty of savings, leaving 
aggregate household balance sheets, believe it or not, in a stronger 
position than they were pre-pandemic.”
 
Despite so many positive indicators about demand, we cannot 
ignore that we have eight million fewer people employed since 
before the pandemic. While payrolls rose 770,000 in March 
according to the Labor Department, April numbers disappointed, 
and underemployment is also an issue, with the U6 unemployment 

INTERESTING NOTE: As you can see from the chart below, the 
probability of a recession last year was greater than 40%. However, 
based on the factors outlined above, we are now below a 10% chance.

rate (which tracks underemployment) close to 10%. There are many 
reasons for both unemployment and underemployment, including 
people who are concerned about returning to work, childcare 
challenges, motivation to retire early during the pandemic, and 
vaccine deployment.
 
We are at an unusual place in our economy, with the forces of 
higher current spending and availability of funds from consumers, 
businesses, and the government, meeting the reality of a large part 
of the population that doesn’t have enough discretionary money 
due to their very low income levels. While the personal savings 
rate has shot up over the past year, exceeding 25% at times, the 
expected consumption spike may not be as widespread as currently 
expected. Fed Chairman Jerome Powell has said that he does not 
expect economic activity to “produce substantially higher prices or 
that the effects will be persistent.” Whether or not the longer term 
deflationary structural headwinds of an aging population, high debt, 
and technology will outweigh inflationary pressures is a key topic 
of debate. However, the Fed remains clear that it will keep interest 
rates low until it sees sustained inflation above 2%.



There is a saying in money management: “Don’t fight the Fed.” According to the Fed’s April 28 press release: “The Committee seeks to 
achieve maximum employment and inflation at the rate of 2 percent over the longer run. With inflation running persistently below this longer-
run goal, the Committee will aim to achieve inflation moderately above 2 percent for some time so that inflation averages 2 percent over time 
and longer term inflation expectations remain well anchored at 2 percent. The Committee expects to maintain an accommodative stance of 
monetary policy until these outcomes are achieved.” Even with this type of clarity, short-term inflation is undeniable, and we have already 
seen reactionary spikes in interest rates out in the market. We expect to see more volatility this year in the bond market, as economic forces 
show alternating signs of growth and stagnation. This type of market calls for a diversified bond portfolio, with a focus on the mid-term.

What does this mean for the bond market? According to Baird, “The Aggregate Index (-3.37%) had its worst quarterly return since 1981 as 
Treasury rates rose sharply in anticipation of higher growth and inflation. Except for High Yield Corporates (+0.85%), all major sectors posted 
negative returns for the quarter.” However, given the abundant stories of current inflation spikes, this performance in the bond market is fairly 
muted. We attribute this to the Fed’s steady drumbeat to “maintain an accommodative stance of monetary policy.”

US BOND MARKET & THE FED

RISKS 
 

• Interest rates could spike unexpectedly in the market, in 
response to inflation 

• Bond values may temporarily drop in response to interest 
rate spikes 

• Sustained demand could create sustained inflation 

• The Fed may have to react to sustained inflation

OPPORTUNITIES
 

• The Fed has reinforced its plan to keep interest  
rates low for the mid-term, which can steady the  
bond market 

• Certain sectors of the bond market have increased 
yield, which can be used for income 

• The municipal bond market may see increased demand 
in light of pending increases in taxes 

• The risk of corporate bond default has dropped 
considerably



US companies didn’t just do well in Q1 – the vast majority of them beat earnings estimates, and they did so by a wide margin. According to 
the Wall Street Journal, “the recent string of strong results has S&P 500 companies on track to post their fastest rate of earnings growth 
since 2010.” This makes sense, knowing what we know about the Opportunities listed above, and the fact that the stock market trades on 
expectations and information. The backdrop of COVID is starting to fade, and the future is getting brighter with intense consumer demand 
in an economy flush with cash and supported by government programs.
 
As noted in our last Market Report, the opportunities we identified in value and small cap stocks has played out. Unbelievably, the US stock 
market still has room to run, though we certainly expect a short-term correction, a pause, and/or a return to more “normal” positive returns 
over the next 12-18 months, with a bull market possibly stretching into 2023.

US EQUITY MARKET

RISKS 
 

• Companies may take a pause in earnings if inflation 
continues 

• The stock market and economy may overheat 

• The COVID recovery may not proceed as expected, 
especially if variants become more widespread. 

• Anticipation of higher corporate taxes

OPPORTUNITIES
 

• Government spending, consumer spending,  
corporate spending 

• “Rebirth” of the economy leads to a jump in  
consumer demand 

• Potential in more areas of the market (small, mid  
and large; growth and value) 

• A low interest rate environment means a low cost  
of borrowing for growth



OUR FINAL THOUGHTS

We noted in our last Market Report that we commonly field 
questions about how the stock market will be affected by the 
headline of the moment, and seldom about how the bond market 
will be affected. That is the case even today, as the stock market 
hits new heights and the bond market lags its normal return 
numbers. Patience is a challenge for all investors, especially in 
a world with shorter and shorter sound bites. We prefer to look 
at the longer term and get some perspective on the fact that 
what can be perceived as a danger – either a current or possible 
market downturn - is in fact all part of the natural process of the 
financial markets. The acknowledgment of risk and the fact that 
investments go up and down is the very premise that allows 
investors to make higher long-term returns than savers receive 
in bank and fixed accounts.
 
Diversification is an elegant strategy for a long-term investor, as it 
is indeed built on the understanding that the whole financial market 
does not go up all of the time. Those of us who specialize in long-
term investing – as opposed to short-term trading – acknowledge 
that parts of our line-up will excel and parts of our line-up will lag 
in every market environment. A well-designed portfolio that serves 
the higher purpose of a financial plan should include assets that 
complement each other and have an emphasis on market trends, 
matched to a client’s risk tolerance, time horizon, and individual goals.
 
We appreciate the confidence and trust that you place in us, and 
we are dedicated to helping you pursue your long-term goals.  
If you have any questions about our views on the markets, or about 
your portfolio, please contact us.  We’re here for you.

Debra Brennan Tagg, CFP®  Lindsay Zentner, CFA
President     Portfolio Analyst



Securities and investment advisory services offered through FSC Securities Corporation (FSC), member FINRA/SIPC. Financial planning services offered 
through BFS Advisory Group, LLC, a registered investment advisor. Insurance is offered by Debra Brennan Tagg as an independent insurance agent. FSC 
is separately owned and other entities and/or marketing names, products or services referenced here are independent of FSC. 

It is our goal to help investors by identifying changing market conditions, however, investors should be aware that no investment advisor can accurately 
predict all of the changes that may occur in the economy or the stock market. Although the information has been gathered from sources believed to be 
reliable, it cannot be guaranteed, and the accuracy of the information should be independently verified. This material may contain forward looking statements 
and projections. There are no guarantees that these results will be achieved. This information is not intended to be a substitute for specific individualized 
investment advice. The information presented here should only be relied upon when coordinated with individual professional advice.
 
Investing involves risk, including the potential loss of principal. No investment strategy, including diversification, can guarantee a profit or protect against loss. 
International investing involves additional risks including risks associated to foreign currency, limited liquidity, government regulation, and the possibility of 
substantial volatility due to adverse political, economic, and other developments.
 
In general, the bond market is volatile as prices rise when interest rates fall and vice versa. This effect is usually pronounced for longer-term securities. Any 
fixed income security sold or redeemed prior to maturity may be subject to a substantial gain or loss. An issuer may default on payment of the principal or 
interest of a bond. Bonds are also subject to other types of risks such as call, credit, liquidity, interest rate, and general market risks.
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