
 
 

 

January 4, 2021 

Investor Update 

 

December wrapped up a wild year for just about everything and many people are excited for 2021 and rightfully 

should be there is light at the end of the tunnel.  One area that was not a negative was the performance of the 

stock market in one of the great dislocations of our time.  There are many different reasons for why the market 

may have performed in the face of such uncertainty and just when it looked like we have smooth sailing into 

2021, we have a very large drawdown on the first day of the trading year to surprise everyone once again.   

 

One thing that cannot be debated is the amount of speculation that cascaded through the markets over the 

second half of the year.  In fact, we have not seen this type of behavior from investors in over 20 years.  As 

many of the potential negative catalysts through the second half of the year came and went, investors continued 

to get more and more comfortable that nothing can stop this rally.  The below chart shows that investors 

borrowed money to purchase stocks at the 3rd fastest pace in history behind 2000 and 2007.  The interesting 

thing about this is margin debt tells us nothing most of the time but does well when it moves to extremes.   

What is most fascinating is that March 2020 (supposed generational buying opportunity) looks like the normal, 

while the current market looks extreme.   

 

 
 

 

 

 

 



 

We have talked over the last several months about the amount of call option buying that has swept the markets 

as well and that it has been primarily driven by retail investors.  While some think this is a concern (we are 

concerned) others believe it does not matter too much because retail investors do not make up a big percentage 

of the markets.  The below chart shows how retail makes up nearly 20% of all order flow and is only behind 

market makers in importance.  Moreover, retail has doubled its importance since 2010.  What is even more 

surprising is that this makes up more than hedge funds and investment managers combined.  What we believe is 

going to get more credit for last year’s moves (after the fact) is that this surge in retail trading with the use of 

call options actually contributed to market maker buying as well. To get a taste of why there is an explosion of 

retail investments we urge you to check out TikTok Investors (@TikTokInvestors) / Twitter page.  This displays 

a small sampling of videos from new financial gurus that should give some nice anecdotal evidence for where 

we sit in the market cycle.       

    

 

  

  
 

 

 

The last thing we will highlight is the huge disconnect between consumer confidence and the stock market.  

This is usually a coincident indicator that mirrors the moves in the stock market.  Think of it this way, if the 

stock market is doing well, people assume the economy is doing well and thus they are more confident in 

consuming.   If the stock market is doing poorly, people assume the economy is not doing well, and therefore 

lose confidence in consuming.  The below chart demonstrates that this relationship broke as consume 

confidence remained low even after the market rebounded.  What does this mean moving forward, we are not 

sure, but it does show us that the underlying economy is still historically weak and that there should be some 

type of mean reversion in the future either through consumer confidence catching up to the market or the market 

catching down to consumer confidence.   

 

 

https://twitter.com/TikTokInvestors


 
 

 

Going forward we continue to like the boring sectors as an investment and use call option selling to enhance 

return.  At some point this year there will be a full transition from the high-flying stocks to the value oriented 

companies.  Whether or not this takes the entire market down remains to be seen, but the playbook of the last 

several years is not going to repeat itself.  When risk does come back into the market it is going to come from 

something no one is talking about right now.  Our view is that it comes from a policy mistake from the Fed and 

not one where they tighten too quickly but that they leave policy loose too long.  This can come in the form of 

asset bubbles (we are in one), surprise spike in inflation, or simply that cheap money does little to stimulate the 

economy.   

   

If you have any questions or would like to see more charts, please contact me at 908-376-3041 or via email at 

markpainter@everguidefinancial.com. 

 

Sincerely, 

 

 
 

Mark R. Painter, CFA 


