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POWERING FORWARD
More than most years, it’s hard to look ahead to the next year, to 2021, without 
looking back at 2020. A global pandemic, a massive economic collapse, a bear 
market, a surprisingly sharp reversal, a hotly contested election where passions ran 
high, the impact of lockdowns — it was an unusual year of extraordinary challenges. 
In 2021 it’s time to restart the engines, but things are going to look different, feel 
different. 2020 has changed us, the way we do business, the way we connect. It’s 
also shown us our constants, what works for us, and what we hold on to.

In 2021 we restart the engine, but we’re not driving toward the same world we left 
behind in 2019. It’s not even our destination. There has been damage to areas of 
the economy that may never fully recover, but there are other areas that will adapt, 
reinvent themselves, and help reinvigorate growth. In Outlook 2021: Powering 
Forward, we talk about stocks and bonds, the economy, and the post-election policy 
environment, but in the background will be new challenges, new opportunities, and 
new ways of doing things. 

Thankfully, one constant has been the value of personal and professional 
relationships, even if we’ve had to learn how to connect in new ways. Sound 
financial advice offered a long-term map for many investors that helped them from 
getting off course in a turbulent 2020. There are still risks to navigate in 2021, but it’s 
time to get back on the road.

COVID-19 
Over the course of the year, we have seen an increased understanding of how to 
contain the COVID-19 virus, important progress on how to treat those hospitalized, 
and promising developments on treatments and potential vaccines. Nevertheless, 
conditions have worsened heading into late 2020, with a record number of confirmed 
cases and increased hospitalizations. We believe we will see continued advances in 
2021 that will further limit the impact of the virus by the end of the year, but it will 
be a process. In the meantime, the goal remains keeping the economy as open as 
possible while making sure that our healthcare system doesn’t get overwhelmed and 
the most vulnerable are protected.

FORECASTS
Policy. We expect global central banks to remain supportive and for individual 
economies to continue to refine their responses to COVID-19. In the United States, 
what will likely be a divided government may help limit the size of any tax hikes and 
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regulation while still supporting additional fiscal 
stimulus that may include high-priority items for both 
Democrats and Republicans. We could also see 
movement toward a similar deal on infrastructure. 
Greater clarity on trade may make it easier for some 
companies to do business, but a more challenging 
regulatory environment may be an offset.

Domestic Economy. Continued progress in the 
response to COVID-19, including further stimulus, 
will be the key to sustaining the recovery. COVID-19-
impacted service industries may be the last to bounce 
back. We expect some of the accelerated innovation 
that came with the COVID-19 response to have a 
positive long-term impact. We forecast 4 – 4.5% US 
gross domestic product (GDP) growth in 2021.

International Economy. Emerging market 
economies may lead in a global rebound. We 
believe growth in international developed 
economies may lag behind the United States, 
although a strong fiscal response may help Japan. 
We forecast global GDP growth of 4.5 – 5%.

Stocks. A strong earnings rebound in 2021 may 
allow stocks to grow into somewhat elevated 
valuations. Cost efficiencies achieved during the 
pandemic may persist. We see an S&P 500 Index 
fair value target range of 3,850 – 3,900 in 2021 
with potential for upside with better-than-expected 
vaccine progress.

Bonds. Inflationary pressure is likely to be limited, and 
the Federal Reserve (Fed) is expected to keep rates 
low, but economic improvement and even normalizing 
inflation could put upward pressure on rates. We 
see the 10-year yield finishing 2021 in a range of 
1.25 – 1.75% with a bias toward the lower end.

THE FED IN THE DRIVER’S SEAT
Current expectations are that the Fed will not raise 
rates for some time. The median Federal Open 
Market Committee (FOMC) member “dot plot” 
forecast doesn’t show an initial rate hike until 
after 2023. The Fed’s updated policy framework, 
announced in August 2020, also points to the Fed 
being on hold for some time. The new framework 

2021 US Market 
Forecasts 2020 2021

S&P 500 Index 
Fair Value 3,450-3,500 3,850–3,900

S&P 500 
Earnings per Share  $133*  $165 

10-Year 
US Treasury Yield 1-1.5% 1.25–1.75%

Source: LPL Research, Bloomberg, FactSet   11/06/20

* FactSet consensus estimate

Economic forecasts may not develop as predicted and are subject to change.

2021 US MARKET FORECASTS— EARNINGS REBOUND MAY FUEL 
SOLID GAINS FOR STOCKS IN 2021

Real GDP Growth 
Forecasts (YoY) 2019 2020 2021

United States 2.2% -4.0% 4–4.5%

Developed 
ex-US 1.3% -7.0% 3.75–4.25%

Emerging 
Markets 4.3% -0.7% 5–5.5%

Global 2.8% -3.9% 4.5–5%

Source: LPL Research, Bloomberg   11/06/20

Economic forecasts set forth may not develop as predicted and are subject 
to change.

2020 GDP and 2020 and 2021 inflation and unemployment forecasts are 
based on Bloomberg-surveyed economists’ consensus. 2021 GDP estimates 
are LPL forecasts.

Inflation is measured by the Consumer Price Index. Unemployment rate 
provided by US Department of Labor.

2021 ECONOMIC FORECASTS—REBOUND IN GLOBAL GROWTH 
EXPECTED AS COVID-19 THREAT DIMINISHES

US Economic Data 2019 2020 2021

Inflation (YoY%) 1.8% 1.2% 1.9%

Unemployment 3.7% 8.3% 6.7%
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For more investment insights, read the full Outlook 2021: Powering Forward.

shifts the Fed’s inflation target from simply 2% to a 
long-term average of 2%, allowing inflation potentially 
to run higher if it has run lower for an extended period, 
as it has in the recent year. In the wake of the Great 
Recession, the Fed did not raise its policy rate for 
seven years after lowering it to near 0%.

INFLATION IN THE BACK SEAT
Massive fiscal and monetary stimulus may set the 
table for a meaningful pickup in inflation down the 
line, but beliefs were similar in 2009. We believe the 
near-term inflationary pressures may be limited and 
that a healthy economy remains a precondition for a 
meaningful upside surprise in the future. In the near 
term, slack in the labor market and spare industrial 
capacity are likely to remain in play at least through 
2021, taking some key drivers of inflation out of play.

THE JOURNEY CONTINUES
2020 has been an extraordinary year filled with 
uncertainty and unexpected challenges that will stay 
with us for a long time. But looking at 2020 market 
performance — and ignoring the path to getting 

there — it was not that unusual a year at all. For long-
term investors, 2020 was another year of making 
steady progress toward long-term investing goals.

2021 may offer similar market performance, although 
we believe it will offer a smoother path and an 
economic environment that may simply feel better. 
Markets are always looking ahead, and even back 
in March 2020 — early in the COVID-19 crisis — they 
began to respond to the economy and corporate 
America to power forward, even if the timing 
was uncertain. Whether we’re looking at earnings 
or economic data, we’ve exceeded those early 
expectations to date. 2021 is about continuing to 
follow that course and maintaining the momentum. 

Outlook 2021: Powering Forward was designed 
to help you navigate a year in which economic 
conditions may continue to improve dramatically. 
Understanding the road immediately ahead is 
essential for navigating its twists and turns, but 
it will be thoughtful planning and sound financial 
advice that will keep us on the journey.

http://view.ceros.com/lpl/outlook-2021
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This research material has been prepared by LPL Financial LLC.

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer (member FINRA/SIPC). 
Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving investment advice from a separately registered independent 

investment advisor, please note that LPL is not an affiliate of and makes no representation with respect to such entity.
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IMPORTANT DISCLOSURES

Please read the full LPL Research Outlook 2021: Powering Forward publication 
for additional description and disclosure.

The opinions, statements and forecasts presented herein are general 
information only and are not intended to provide specific investment advice or 
recommendations for any individual. To determine which investment(s) may be 
appropriate for you, please consult your financial professional prior to investing.

Any forward-looking statements including the economic forecasts may not 
develop as predicted and are subject to change based on future market and 
other conditions. All performance referenced is historical and is no guarantee 
of future results.

All information is believed to be from reliable sources; however, LPL Financial 
makes no representation as to its completeness or accuracy.

Investing involves risks including possible loss of principal. No investment 
strategy or risk management technique can guarantee return or eliminate risk 
in all market environments. Diversification does not protect against market 
risk. Investing in foreign and emerging markets debt or securities involves 
special additional risks. These risks include, but are not limited to, currency 
risk, geopolitical risk, and risk associated with varying accounting standards. 
Investing in emerging markets may accentuate these risks.

Gross domestic product (GDP) is the monetary value of all the finished goods 
and services produced within a country’s borders in a specific time period, 
though GDP is usually calculated on an annual basis. It includes all of private 
and public consumption, government outlays, investments and exports less 
imports that occur within a defined territory.

The PE ratio (price-to-earnings ratio) is a measure of the price paid for a share 
relative to the annual net income or profit earned by the firm per share. It is 
a financial ratio used for valuation: a higher PE ratio means that investors 
are paying more for each unit of net income, so the stock is more expensive 
compared to one with lower PE ratio.

Earnings per share (EPS) is the portion of a company’s profit allocated to 
each outstanding share of common stock. EPS serves as an indicator of a 
company’s profitability. Earnings per share is generally considered to be the 

single most important variable in determining a share’s price. It is also a major 
component used to calculate the price-to-earnings valuation ratio.

The Standard & Poor’s 500 Index is a capitalization-weighted index of 500 
stocks designed to measure performance of the broad domestic economy 
through changes in the aggregate market value of 500 stocks representing all 
major industries.

Investing in stock includes numerous specific risks including the fluctuation 
of dividend, loss of principal and potential illiquidity of the investment in a 
falling market. Because of their narrow focus, sector investing will be subject 
to greater volatility than investing more broadly across many sectors and 
companies.  

Bonds are subject to market and interest rate risk if sold prior to maturity. 
Bond values will decline as interest rates rise and bonds are subject to 
availability and change in price. Bond yields are subject to change. Certain 
call or special redemption features may exist which could impact yield. 
Government bonds and Treasury bills are guaranteed by the US government as 
to the timely payment of principal and interest and, if held to maturity, offer a 
fixed rate of return and fixed principal value. Corporate bonds are considered 
higher risk than government bonds but normally offer a higher yield and 
are subject to market, interest rate, and credit risk, as well as additional 
risks based on the quality of issuer coupon rate, price, yield, maturity, and 
redemption features. Mortgage backed securities are subject to credit, 
default, prepayment, extension, market and interest rate risk.

Fixed Income Definitions 

Credit quality is one of the principal criteria for judging the investment quality 
of a bond or bond mutual fund. As the term implies, credit quality informs 
investors of a bond or bond portfolio’s credit worthiness, or risk of default. 
Credit ratings are published rankings based on detailed financial analyses by 
a credit bureau specifically as it relates the bond issue’s ability to meet debt 
obligations. The highest rating is AAA, and the lowest is D. Securities with 
credit ratings of BBB and above are considered investment grade.
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