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Disclosures
• All investing is subject to risk, including the possible loss of money invested

• Past performance is not a guarantee of future returns

• Diversification does not ensure a profit or protect against loss

• There is no guarantee that any particular asset allocation or mix of funds will meet your investment objectives or provide you with a given level of income

• The economic forecasts set forth in this material may not develop as predicted
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Overview
As 2020 comes to a close, Americans across the 

country can breathe a sigh of relief as we have managed 

to persevere through this unusual year. 2020 has been 

one of the most challenging years in recent memory as we 

have navigated through health, economic, and 

sociopolitical crises. Despite these challenges, Cypress 

Capital remains conservatively optimistic regarding the 

economic outlook for the remainder of 2020 and beyond.  

Economic Activity
Economic data from the third quarter showed 

marked improvements, signaling that the recovery is well 

underway. The Back-to-Normal Index, developed by 

Moody’s Analytics and CNN Business, measures the 

strength of the economy in relation to where it was before 

the pandemic in late February. The Index suggests that 

the U.S. economy is operating at about 82% of where it 

was before the pandemic.1 The good news is that we have 

made significant progress from the low point in April, when 

the index reached 59%. The bad news is that there is still 

a long way to go.

Although unemployment claims remain high 

relative to historical levels, data is showing signs of 

improvement. Initial claims have risen slightly in the past 

several weeks, but the most recent claims, through the 

week of November 25th, remain near the lowest reading 

since the pandemic began. From an all-time high 

unemployment rate of nearly 15% in April, unemployment 

has fallen to 6.9% as of October marking the sixth straight 

month of decline. Prior to the October unemployment 

numbers, Federal Reserve leaders predicted a year-end 

rate of 7.6%, indicating that the recovery may be 

progressing at a quicker pace than anticipated. Targets for 

year-end 2021 remain around 5.5%3.

U.S. consumers are regaining confidence and 

spending has picked up significantly, with consumption 

growing 40.7% in the third quarter, driven mainly by 

spending on durable goods. 

Third quarter growth gives clear signs of 

recovery, but we are not out of the woods yet. The 

strength of the economy in the fourth quarter and beyond 

will depend largely on expectations of a second round of 

stimulus, as well as developments surrounding the 

pandemic and a potential vaccine. However, the U.S. 

economy is well positioned to continue along the path of 

recovery, although the pace of the recovery could begin to 

slow after such a robust third quarter. 

From a second quarter slide in GDP of 31.4%, 

the U.S. economy has made significant gains. In the third 

quarter, U.S. GDP experienced the largest quarter-over-

quarter gain since World War II, growing at an annualized 

rate of over 33%. The Atlanta Fed’s GDPNow model for 

the 4th quarter has risen from 5.6% to 11%2, due to 

improvements in personal consumption expenditures and 

real gross private domestic investment growth. 

While economic data is showing clear signs of 

economic recovery, there will be areas of the economy 

that continue to lag for some time as the effects of the 

pandemic linger.

Equity Markets
While equity markets have recovered 

spectacularly from their March lows, volatility will likely 

remain on the horizon through the end of the year and into 

2021 as effects of the pandemic and political uncertainty 

continue to weigh on earnings and investor confidence. 



Equity Markets (cont.)
October has been historically weak during 

election years, and this year was no exception. The major 

indices (S&P 500, Nasdaq, and Dow Jones Industrial 

Average) all gave ground in October, with almost all 

sectors finishing in red. Technology experienced the 

biggest losses, down over 5%, followed by energy, real 

estate, and health care. For the second consecutive 

month, the utilities sector was the only one in the green. 

The good news is that weakness in October is often 

followed by a strong November and December. 

October wasn’t all doom and gloom, however. 

Small and mid cap stocks experienced growth, with both 

the S&P 400 Midcap Index and the small cap Russell 

2000 Index finishing higher. Historically, small cap equities 

have outperformed their large cap counterparts coming 

out of recessions4. Since the lows on March 23rd, the 

Russell 2000 has outperformed the S&P 500 by over 22 

percentage points, which may be indicative of a shift to a 

more neutral stance between small and large cap equities. 

As predicted from historical data, November 

delivered outsized returns as investors expect a split 

Congress, propelling nearly all sectors higher, with energy, 

financials, and materials leading the way. As of November 

30th, the S&P 500 was up nearly 11% since the first of the 

month, propelling the index to its second-best November 

in history.

Small cap stocks experienced their best month in 

history, with the Russell 2000 up over 18% as of 

November 30th. If November is any indication, investors 

may be greeted by an equally strong December.
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Coronavirus Impact
Eight months. That’s how long it’s been since 

states first started enacting stay-at-home orders. While the 

fight against COVID-19 is far from over, progress is being 

made in the development of potential vaccines, with 

expectations that the first doses will be administered in 

early 2021.

As predicted by many health experts, colder 

weather has brought with it a new influx of Coronavirus 

cases, and new daily cases have reached their highest 

levels since the pandemic began. Unfortunately, COVID-

19 related deaths seem to be following suit.

As cases soar, investors and working-class 

Americans eye the potential of an effective vaccine on the 

horizon. Equity markets opened sharply higher on 

Monday, November 9th, as news was announced that 

pharmaceutical company Pfizer has tested a vaccine on 

humans that has proven to be 90% effective. On the 18th, 

Pfizer indicated that final test results show a 95% effective 

rate5. Pfizer has applied for emergency use authorization 

from the FDA, and the first shipments of the vaccine 

arrived in the U.S. on November 27th. 

As we gain more information on this promising 

vaccine, investor and consumer confidence may improve 

as the end of the pandemic appears in sight. 

U.S. Elections
Perhaps the most anticipated event of 2020 has 

now come and gone. For the most part. Regardless of 

party affiliation, Americans can breathe a sigh of relief as 

the election season comes to an end, political ads begin 

fading, and life moves on.  

The 2020 election was a historical event in many 

ways, but perhaps the most telling is the record turnout 

from both parties amidst a global pandemic. Both 

candidates surpassed former President Obama’s record 

for the largest popular vote in history, with Joe Biden 

ultimately securing the 270 electoral votes needed to win 

the Presidency barring any successful legal challenges 

from the Trump campaign.

For the markets, the most significant outcome of 

the election is not the next occupant of the White House, 

however. Markets seem to be much more concerned with 

the Congressional makeup, optimistic that Republicans 

can retain control of the Senate, effectively ensuring no 

sweeping partisan reforms for at least two years. 
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U.S. Elections
With candidates in both Senate races in Georgia 

failing to receive 50% or more of the vote, control over the 

upper chamber will remain undecided until the January 5th

runoff elections. Republicans have secured 50 seats, 

compared to Democrats’ 48, meaning Democrats would 

need to win both Georgia runoff elections for control over 

the Senate (the Vice President can cast a tie-breaking 

vote). While Democrats flipping both Georgia seats is 

unlikely, 2020 is full of surprises, and this scenario cannot 

be ruled out. 

Combined with their control in the House and the 

Presidency, a Democrat majority in the Senate would give 

the party the ability to pass legislation without the input of 

Republicans. This would likely mean tax increases and 

industry regulations, which tend to not be popular with 

markets. On the other hand, this scenario would also likely 

lead to the largest stimulus bill and government spending, 

which could potentially offset any tax consequences. 

The more likely scenario, however, is that 

Democrats fail to flip one or both Georgia seats, leading to 

a split Congress. Markets typically perform best under a 

split Congress, as any legislation passed must be 

bipartisan, significantly decreasing the likelihood of tax or 

regulatory changes, which are often partisan issues.

In the next Economic Outlook white paper, we 

will discuss the potential tax and regulatory implications 

from the next administration as we get more clarity on 

what may be achievable with either a split or Republican 

Congress. For now, we are not expecting sweeping 

changes. 

Policy Stimulus
On September 16th, The Federal Reserve 

indicated that it expects to hold interest rates at their ultra-

low levels for at least three more years6. While low rates 

can be good for consumers, who may benefit with lower 

payments on credit card debt and mortgages, it can also 

stunt investment growth, especially for those who are 

nearing retirement and rely heavily on fixed income 

securities. 

With coronavirus benefits all but exhausted, 

Congress has still yet to pass another stimulus bill. Many 

economists expected some sort of continuation of 

unemployment benefits and potentially another stimulus 

check issued directly to qualifying Americans by the 

election, but political gridlock and the successful 

confirmation of Supreme Court Justice Amy Coney Barrett 

ran out the clock, and renewed discussions still have no 

clear path forward. 

With Joe Biden presumed to have won 

presidency (states must certify election results by 

December 8th), and Democrats holding on to control in the 

House and likely not flipping the Senate, the path to a 

stimulus bill is as unclear as ever, as policymakers on both 

sides will need to come to an agreement, which has 

already proved to be challenging.

The Road to Recovery
The challenges experienced by all Americans 

and many individuals around the world in 2020 may be 

some of the toughest we will ever face. With uncertainty in 

world events, the economy, and equity markets, taking a 

step back to look at the bigger picture can be difficult. 

Bouts of volatility may emerge for the foreseeable future, 

but such volatility can be taken advantage of to better 

position us to achieve our long-term goals. By using 

volatility as opportunity to rebalance portfolios toward long-

term allocations rather than acting on short-term 

fluctuations, we can create foundations for financial 

success in the post-pandemic world and beyond. 
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