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Company Announcements 
 
Effective January 1st, 2021, Ms. Jennifer A. LaDuca has been promoted to the position of Chief Operating Officer of 
Personal Investment Management.  Since 2014 Jen has served PIM clients and her colleagues with professionalism, 
expertise, and extraordinary conscientiousness.  Jen will continue working with PIM clients and will be taking on new 
responsibilities in support of our mission to provide professional investment management, financial planning, and 
general financial counsel to all clients.   
 
Announcing an internal promotion may not be customary, but as a great many PIM clients have come to know Jen over 
the years, and have benefited from her expertise and service, we thought you might like to join us in congratulating her 
on this significant career accomplishment. 
 
2021 Retirement Plan Contribution Limits 
 
The maximum employee contribution to a 401(k) or 403(b) for 2021 remains unchanged at $19,500.  The maximum 
that may be contributed by the employee and employer combined is $58,000, up $1,000 over 2020.  The additional 
“catch-up” contribution that can be made by those age 50 and over remains the same, $6,500. 
 
The annual contribution limit to IRA accounts remains unchanged, at $6,000.  The additional “catch-up” contribution 
for those age 50 and older remains unchanged, at $1,000.  There have been slight increases to the income phase-out 
ranges that determine eligibility to make tax-deductible traditional IRA contributions.  The deductibility of IRA 
contributions depends, in-part, upon participation in an employer retirement plan.  If married, deductibility considers 
whether one, both or neither spouse participates in such a plan.   
 
The income phase-out ranges for Roth IRA contributions for 2021 have increased.  For single persons, the phase-out 
range is $125,000-$140,000.  Below $125k, a full contribution is allowed.  After $140k no contribution is allowed.  
Within the boundaries, a partial contribution is allowed.  For married filing jointly, the phase-out range is $198,000 to 
$208,000.   
 
If you wish to make an IRA contribution for 2020 (Traditional or Roth), you may still do so, as long as your 
contribution is deposited or post-marked by April 15th, 2021. 
 
Required Minimum Distributions 
 
RMD is back for 2021.  There are several categories of PIM clients impacted by the reinstatement of RMD.  1) subject 
to RMD for the first time in 2021, 2) suspended RMD last year and must start again, 3) subject to RMD and took 
monthly distributions during calendar 2020 that are scheduled to continue, but must adjust distribution amounts to meet 
2021 RMD, 4) subject to RMD, took distributions during calendar 2020, that are scheduled to continue, in amounts 
equal to, or greater than the 2021 requirement, in which case no action is necessary.   
 

We have calculated 2021 RMD for all PIM clients and are prepared to assist, whether you are initiating RMD 
for the first time, restarting RMD, or adjusting current distribution amounts.  Please contact Jen LaDuca at 
JenL@pim4you.com or 425.553.1302 to determine your status and make any necessary adjustments.   

January, 2021 
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Market and Economic Commentary 
 
Introduction 
 
2020 turned out to be a surprisingly good year for capital markets and a terribly challenging year in nearly every other 
respect.  The events of March 2020 prompted us to transition from quarterly written communications to monthly, a 
practice that due to your positive feedback we intend to continue for the foreseeable future.   
 
Our communications on March 20th and March 25th conveyed our view that the S&P 500 was at, or very near a support 
level that we believed would hold.  We were correct.  We were further correct that a more growth-oriented, targeted 
approach to domestic large cap investing would outperform passive, broad-based equity strategies and that higher quality 
fixed income would outperform higher yield/ lower credit quality bonds. 
 
Our assumptions regarding the directionality of many economic variables were correct, though we were incorrect about 
the magnitude of said changes.  We underestimated the amount of economic stimulus that policy makers would provide 
to the economy.  And we were incorrect about the persistence of COVID-19 throughout communities across the nation.  
Making accurate forecasts about such an uncommon occurrence is especially challenging.  Most notable perhaps, is that 
we did not anticipate the extent to which some segments of the population would underestimate the seriousness of the 
virus and/or consider the suggestion of preventative behavioral measures to be infringements upon personal liberties. 
 
Corporate Earnings, in Context 
 
On February 19th, 2020, the S&P 500 closed at 3,386.15.  On March 23rd, the S&P 500 closed at 2,237.40, down almost 
34% in just over a calendar month.  On December 31st, the S&P 500 closed at 3,756.07, up nearly 68% (on a price-only 
basis) from the March 23rd bottom and nearly 11% from the February 2020 high.  Total return for the S&P500 was 
approximately 18% for the year. 
 
Market performance from late March through year-end is particularly astounding given that we concurrently experienced 
the largest economic collapse since the Second World War.  The juxtaposition of these events could understandably lead 
one to conclude that corporate earnings and fundamentals no longer matter.  In the short term, sometimes exuberance 
prevails, but in the long-term fundamentals always dominate.  What follows is a brief explanation of today’s market, 
within a corporate earnings framework, and a sober attempt to forecast 2021. 
 

Corporate earnings are the method for connecting the real economy to the somewhat ethereal market economy.  Often 
the two are conflated.  Sometimes, they are viewed as distant cousins.  We suggest a more accurate analogy; earnings are 
the parent, and the market is the prodigal son.  Sometimes the wayward child takes off, but always, he returns.  This is an 
important lesson to remember and an easy one to forget.  

We’ve lost nearly two years of S&P 500 
corporate earnings growth from the 
Pandemic. The inserted chart shows the 
change in earnings estimates based on 
analyst consensus. The green line illustrates 
estimates made in January of 2020, before 
the COIVD-19 pandemic.  The blue line is 
the most current January 2021 version of the 
same data.  In January 2020, the consensus 
forecast for operating earnings per share of 
the S&P 500 was $186.52 for the year.  Now 
it is $141.16.  That is a 24% reduction in 
earnings, yet the S&P 500 is now 15% 
higher.  For 2021, the consensus is 17% 
lower than a year ago, even with the 
assumed positive impact of the various 
vaccines.  2022 earnings are now estimated 
to be 7% below where they were before COVID-19.  So much for the “V” shaped recovery in earnings. 
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Historically, analysts overestimate earnings by an average of 7%.  However, they underestimated 3rd quarter 2020 
earnings by the largest margin in nearly 40 years.  Corporate America demonstrated surprising resilience in managing 
costs and generating earnings during the second half of 2020. 
 
Valuation Methodology 
 
There are many ways to calculate the relative value of the equity (stock) market.  The Cyclically Adjusted Price to 
Earning, or CAPE, ratio is our preferred method for considering valuations over the long term, as the dataset goes back a 
century and involves zero assumptions about the economic recovery from the COVID-19 pandemic recession.  This 
method is based on ten years of inflation-adjusted corporate earnings therefore neutralizing any tendency to overstate the 
economic impact of the COVID-19 recession and resulting policy interventions.  This is an important distinction at this 
uncertain time, as it reduces the impact of subjective, short-term views and instead focuses on the long-term trend.  
 
The CAPE ratio, as depicted in chart form, resembles that of the stock market, showing many peaks and troughs.  
However, there is remarkable consistency in the upper bound over time.  There are only two periods in the past hundred 
years when the CAPE ratio moved above its long-term trend line: 1926-1929 and 1996-2000.  Both periods were 
speculative asset bubbles. The S&P 500 is around 3,700 now.  Using the CAPE ratio as a guide, 4,000 appears to be the 
maximum level attainable before passing into genuine asset bubble range.  This valuation method has held for 96 of the 
past 100 years.   
 
If the CAPE ratio can be relied upon, the S&P 500 is unlikely to pass the 3900-4000 range without a strong rebound in 
earnings.  Yet research suggests that growth in corporate earnings will be slowed by consumers’ renewed interest in 
precautionary savings.  Consumer spending represents 70% of the US economy.  Although the data is limited, previous 
pandemics have resulted in consumers increasing their saving rates to roughly 10% for a decade after the event is 
resolved.  Before the pandemic, the US household savings rate was 7%.  This change would result in $500 billion less in 
annual spending, or roughly 2.5% of US GDP.  
 
In summary, the S&P 500 may be range-bound for 2021.  Enthusiastic consumer spending is the one thing that could 
justify movement beyond the current upper bound.  After nearly a year of quasi confinement, will consumers 
enthusiastically reengage?  Or will consumers maintain increased savings rates and express a preference for the less 
expensive, home-based lifestyle to which they were forced to become accustomed?   
 
Current Market Prices 
 
If the upside to the stock market is range bound, barring increased consumer spending, then it is especially important to 
address the sustainability of current market prices.  In other words, with all else equal, can we at least assume that we 
won’t be going backwards any time soon?  Probably yes.  The linchpin in today’s equity pricing is simple: low interest 
rates.  Low rates make it easy for firms to raise capital and for consumers to borrow for large purchases.  Mortgage rates 
touched an all-time low in 2020 and are yet to move much higher.  
 
Goldman Sachs maintains an index showing financial conditions for corporate America.  This report shows that it has 
never been easier for firms to raise money due to low rates on corporate bonds, a booming IPO market and easy terms on 
bank loans.  These “easy money” conditions prompted corporations to raise more money in 2020, $5.4 trillion globally, 
than in any other year in history. 
 
But it is about more than just access to capital.  We have shared before that a company’s stock price is not a reflection of 
the value of current earnings; it reflects the present value of future earnings.  Determining the value of future earnings 
involves discounting future dollars to current dollars using a specified discount rate.  For example, $1 of profit to be 
earned in five years is worth $0.78 today using a 5% discount rate.  But apply a 1% discount rate and that same dollar is 
worth $0.98.  Nothing has changed other than the cost of capital, but the firm’s future cashflow just increased 26%.  
When the Fed pushes down interest rates, they push up future earnings.  This little trick is one reason why the market did 
so well last year and why current levels are sustainable for now. 
 
2021 
 
The Federal Reserve has stated a willingness to keep rates low for as long as necessary.  This is done by setting the short
-term (overnight) rate to zero and buying $120 billion a month (current pace) in US Treasury bonds, the reference point 
for all other bonds in the market.  Bond prices are inversely related to yield; higher bond prices mean lower bond yields. 
Extra demand for Treasury bonds from the Federal Reserve’s buying program results in lower bond yields across the 
board.  Two thirds of global investment grade bonds now yield less than one percent.  
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With the world’s most powerful central bank engineering low interest rates, it is hard to envision a scenario where rates 
move high enough to harm equity market enthusiasm.  The median analyst forecast is for the 10-year Treasury bond to 
move from 0.95% to 1.15% by the end of 2021, a modest move higher that the market should be able to digest, 
particularly if vaccine distribution can move ahead smoothly resulting in increased consumer demand and improved 
business sector confidence.                                                                                                                   
 
The same strategy being employed by the Fed now was used during the 2008 financial crisis. The current recovery, in 
percentage terms, is tracking that of 2009 and beyond very closely despite the obvious and pronounced differences in 
circumstances.  Both periods saw a roughly 20% recovery in the S&P 500 six months after the end of the recession 
(assuming June 2020 was the end of the most recent recession, which is not yet official.)  Returns have been similar, but 
valuations at their low points varied significantly.  The 2008 recession saw a CAPE ratio low of 12, while during the 
COVID-19 recession the same ratio dropped to 23.  Currently the CAPE ratio is 30, the highest it has been since 2000, 
after the Tech bubble began to deflate.  This difference in valuations is why future returns in the S&P should be closer to 
historic averages of 6-8% annually, rather than the 12% average experienced in the decade after the financial crisis. 
 
2021 will be the year when easy Fed policy and vaccines should lead to more pronounced recovery in economic activity.  
The process is already taking longer than anticipated just a month ago, but if the Fed can keep interest rates low and the 
government is willing to support those most impacted by the pandemic, the market will likely be patient with an uneven 
recovery.  Businesses are flush with cash and have proven to be resilient in these challenging times, which should limit 
downside risks.  However, historically high valuations may limit the appreciation potential of the S&P 500.  
 
Closing Comments 
 
Not dissimilar to what it feels like when the sun comes through the clouds on a January day in the Puget Sound area, the 
world seems a bit more optimistic and forward-looking than it has in quite some time.  At least we thought so at the time 
this sentence was originally written. Since then, events in the nation’s capital have given the country pause.   
 
As human beings we do, of course, have political views.  This publication has always been, and will always be, free of 
those views.  Maintaining the apolitical nature of our communications sometimes takes discipline.  We maintain that 
discipline by reminding ourselves that our absolute duty to you is to provide the most effective professional investment 
management, financial planning, and general financial counsel of which we are capable.  This requires the application of 
dispassionate analysis and guidance, not political commentary, even if at this time we might be excused for venting.   
 
Early in the week, we sensed general optimism, the sun peeking through the clouds.  Today, the clouds are back, but the 
country is no less forward looking.  Perhaps optimism has been replaced with anxiousness.  But with only a few days to 
go, our hope is that the collective soul of the nation reflects our better angels, in mind and deed. 
 

Thank you for being our valued client.   
 

Personal Investment Management, Inc. 

 

 


