
The past year has been one for the history books with both crashing 
economic output and a subsequent bounceback, though with some 
sectors still not returning to pre-pandemic levels. While 2020 was a 
year to forget in many respects, it’s important to remember that, from 
an economic perspective, it could have been a lot worse.

Like a student leaving home to go to college, the U.S. economy will 
have to make it on its own without much financial aid in 2021. And like 
parents saddled with a high debt burden and a mortgage to pay, the 
U.S. government may be limited in its stimulus support going forward.

The future of the economic recovery will largely depend on containing 
the virus (not a good year to snooze through microbiology class) and 
getting workers back to work and consumers back to spending money. 
The recovery will be uneven, with distinct winners and losers. 
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The stimulus packages helped economies, but it really 
helped equity markets. Some equity indexes even hit 
all-time highs during this pandemic; however, equity 
valuations are also high. While the full analysis is best 
saved for statistics class homework, suffice to say that 
price-to-earnings ratios for large cap equities haven’t 
been at these levels since the dot-com bubble, and 
earnings growth next year, while very good, doesn’t 
seem to support these valuations. 

The high equity valuations come at a time when  
government bond yields are bouncing off all-time  
lows. This creates a challenge worthy of an applied  
mathematics student: how do investors buffer against 
possible equity volatility caused by these high  
valuations? Other parts of the bond market appear  
overvalued as high-yield bond yields hit record lows, 
but the high-yield markets may not be as  
worrisome as some investors believe, and defaults,  
while expected to be elevated, may not be as high as  
investor’s intuitions.

2021 may be defined by less parental support for the 
economy. Economies around the world will increasingly 
have to rely on underlying fundamentals. 

Your financial professional can help you stay on track 
and keep your sights on your long-term plans. We  
recommend being diversified in asset classes and  
sectors. Growth and technology stocks have driven  
major stock market indexes higher in recent years, but 
this may reverse. New market leadership may 
eventually come to fruition and new companies may 
lead the recovery as the broader economy rebounds. 
Timing these trends is difficult, so diversification is  
important. We reiterate that taking too much risk and 
having the market pull back is a scenario many investors 
fear the most. The other side of the equation is getting 
out of the market and missing the recovery, which is an 
extreme action we generally do not recommend.

For our full syllabus of what’s ahead, including subjects 
in studying abroad (international economies) and  
academic probation (zombie companies), download 
our 2021 Outlook today.

AT-A-GLANCE

Global economies will be faced with less monetary and fiscal stimulus next year, meaning  
underlying fundamentals will play a larger role in the economic output as measured by gross 
domestic product, or GDP.

Large cap stock indexes in the United States and especially growth and technology stocks are 
hitting new all-time highs while we are still in a pandemic. Future earnings growth projections 
currently don’t support these valuations, which could lead to equity volatility.

Bond yields are also very low, which could cause less of a buffer in the case of equity volatility. 

Broad diversification in both equity and bonds is prudent, as is a focus on long-term  
objectives. Timing the market is difficult, and high valuations can persist for long periods  
of time. Understanding where the risks in your portfolio are—and balancing them—will be  
important in 2021.

This report is created by Cetera Investment Management LLC.  
For more insights and information from the team, follow @CeteraIM on Twitter.
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About Cetera® Investment Management 
Cetera Investment Management LLC is an SEC registered investment adviser owned by Cetera Financial Group®.  
Cetera Investment Management provides market perspectives, portfolio guidance, model management, and other  
investment advice to its affiliated broker-dealers, dually registered broker-dealers and registered investment advisers.

About Cetera Financial Group® 
“Cetera Financial Group” refers to the network of independent retail firms encompassing, among others, Cetera  
Advisors LLC, CeteraAdvisor Networks LLC, Cetera Investment Services LLC (marketed as Cetera Financial  
Institutions or Cetera Investors), Cetera Financial Specialists LLC, and First Allied Securities, Inc. All firms are members 
FINRA / SIPC. Located at 200 N. Pacific Coast Highway, Suite 1200, El Segundo, CA 90245-5670. 

Disclosures
Individuals affiliated with Cetera firms are either Registered Representatives who offer only brokerage services 
and receive transaction-based compensation (commissions), Investment Adviser Representatives who offer only  
investment advisory services and receive fees based on assets, or both Registered Representatives and Investment 
Adviser Representatives, who can offer both types of services.

The material contained in this document was authored by and is the property of Cetera Investment Management LLC. 
Cetera Investment Management provides investment management and advisory services to a number of programs 
sponsored by affiliatedand non-affiliated registered investment advisers. Your registered representative or investment 
adviser representative is not registered with Cetera Investment Management and did not take part in the creation of 
this material. He or she may not be able to offer Cetera Investment Management portfolio management services.

Nothing in this presentation should be construed as offering or disseminating specific investment, tax, or legal advice  
to any individualwithout the benefit of direct and specific consultation with an investment adviser representative  
authorized to offer Cetera Investment Management services. Information contained herein shall not constitute an  
offer or a solicitation of any services. Past performance is not a guarantee of future results.

For more information about Cetera Investment Management, please reference the Cetera Investment Management 
LLC Form ADV disclosure brochure and the disclosure brochure for the registered investment adviser your adviser is 
registered with. Please consult with your adviser for his or her specific firm registrations and programs available.

No independent analysis has been performed and the material should not be construed as investment advice.  
Investment decisions should not be based on this material since the information contained here is a singular update, 
and prudent investment decisions require the analysis of a much broader collection of facts and context. All information 
is believed to be from reliable sources; however, we make no representation as to its completeness or accuracy. The 
opinions expressed are as of the date published and may change without notice. Any forward-looking statements are 
based on assumptions, may not materialize, and are subject to revision.

All economic and performance information is historical and not indicative of future results. The market indices  
discussed are not actively managed. Investors cannot directly invest in unmanaged indices. Please consult your  
financial advisor for more information.

Additional risks are associated with international investing, such as currency fluctuations, political and economic  
instability, and differences in accounting standards.

A diversified portfolio does not assure a profit or protect against loss in a declining market.
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