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Soundings 
What’s New – February 2021 

 

Quote of the month: 

“There’s no such thing as failure. It’s all feedback.” Dr. Benjamin Hardy  
 
Think about it. If you’re a lifetime learner, and we all should strive to be, every day 

brings us a little bit closer to our best possible selves. A big component of wisdom is 

just having had the experience of learning from past mistakes. Funny thing when you 

think about it, the more mistakes we’ve survived, the more wisdom we should have 

and the more we should be able to help those with fewer growth rings in their limbs. 

It’s about framing and perspective. Embrace the difficult times, they’re an important 

part of the adventure.      

 

It’s a new year, but the same drivers of volatility remain: COVID-19, vaccine progress 

and politics. The S&P 500 had been up approximately 2.5% before a pullback on the 

last day of the month sent it lower for January – the first negative month since October. 

The pace of the economic recovery slowed in the final quarter of 2020 but Raymond 

James Chief Economist Scott Brown expects a sharp rebound in the latter part of 2021 

as the distribution of vaccines continues. Fear of inflation is starting to percolate, but 

that is likely overstated, says Raymond James Senior Fixed Income Strategist Doug 

Drabik. Pockets of inflation are possible, but “there is no mounting evidence to think 

inflation greater than 2.5% is around the corner.” 

 

Last week, some of you may have heard the term “short-squeeze" for the first time. 

No, its not when I run up and give you a really big hug. In this month’s Market & 
Economic Commentary, I’ve placed a piece from RiverFront investment group with 

a primer on the phenomenon and a solid analysis of where we sit in this recovery and 

more importantly, where we could be headed. It’s an interesting read, well worth your 

time. First, the numbers…  

http://www.nextadvwealth.com/
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Market Update – Year to Date Returns 
 

 

Major Indexes          (As of 2/01/21)* 

Dow Jones Industrials           -2.0% 

S&P 500 Index            -1.1% 

NASDAQ               1.4% 

DJ Global ex US             0.2% 

Russell 2000 (small cap index)           5.0% 

Barclays Capital Aggregate Index (Bonds)        -0.8% 

XAU (gold/silver)            -3.9% 
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13.3%  

101 

9.3%  

73 

6.7%  

  

 

Source: Nasdaq Dorsey Wright 

• Inclusion of these indexes is for illustrative purposes only.  Keep in mind that individuals cannot invest directly in any index, and index performance 

does not include transaction costs or other fees, which will affect investment performance.  Individual investor’s results will vary. The Dow Jones 

Industrial Average (DJIA), commonly known as the “Dow”, is an index representing 30 stocks of companies maintained and reviewed by the editors 

of the Wall Street Journal. The S&P 500 is an unmanaged index of 500 widely held stocks that’s generally considered    representative of the US stock 

market.  The NASDAQ Composite is an unmanaged index of securities traded on the NASDAQ market. The DJ Global ex US is an unmanaged group 

of non-U.S. securities designed to reflect the performance of the global equity securities that have readily available prices. The Russell 2000 index is 

an unmanaged index of small cap which generally involve greater risks. The Philadelphia Gold and Silver Index (XAU) is an index of sixteen precious 

metal mining companies that is traded on the Philadelphia Stock Exchange.    

• The Barclays Capital Aggregate Index measures changes in the fixed rate debt issues rated investment grade or higher by Moody’s Investors Service, 

Standard & Poor’s, or Fitch Investors Service, in that order. The Aggregate Index is comprised of the Government/Corporate, the Mortgage-Backed 

Securities, and the Asset-Backed Securities indices.  

• DALI is a proprietary matrix created by Dorsey Wright & Associates, an independent 3rd party. It presents the relative strength relationship of six broad 

asset classes or “teams”, domestic equities, international equities, commodities, fixed income, cash, and currencies. Each are represented by an equal 

number of ETFs. Each team play against each member of the other teams, with net victories tallied in an effort to rank each asset class team by order 

of overall strength. Raymond James is not affiliated with and does not authorize or sponsor any of the listed websites or their respective sponsors. 

Raymond James is not responsible for the content of any website or the collection or use of information regarding any website’s users and/or members. 

• Information has been obtained from sources considered reliable, but we do not guarantee that the accurate or that it provides a complete description of 

the securities, markets or developments mentioned. It is not a statement of all available data necessary for making an investment decision, and it does 

not constitute a recommendation. Any opinions of Jon Kagan are not necessarily those of RJFS or Raymond James Financial. Expressions of opinion 

are as of this date and are subject to change without notice.  This information is not intended as a solicitation or an offer to buy or sell any security 

referred herein. There is no assurance any of the trends mentioned will continue in the future or that any of the forecasts mentioned will occur. Investing 

involves risk including the possible loss of capital. Past performance may not be indicative of future results. Asset allocation does not guarantee a profit 

nor protect against loss. There is no guarantee that a diversified portfolio will enhance overall returns or outperform a non-diversified portfolio. 

Diversification does not protect against market risk. Links are being provided for information purposes only. International investing involves additional 

risks such as currency fluctuations, differing financial accounting standards, and possible political and economic instability. These risks are greater in 

emerging markets. Companies engaged in business related to a specific sector are subject to fierce competition and their products and services may be 

subject to rapid obsolescence. Raymond James is not affiliated with and does not endorse the opinions or services of any of the organizations mentioned 

in the On a Personal Note page. Information mentioned in the Market & Economic Commentary Page is not intended as a solicitation or offer to buy 

or sell any security referred to herein. Raymond James is not affiliated with and does not endorse the opinions of Chris Konstantin or RiverFront Group. 

 

 

http://www.nextadvwealth.com/
https://oxlive.dorseywright.com/reports/dali/presview
https://oxlive.dorseywright.com/reports/dali/presview
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Market & Economic Commentary   

 

Markets took a dizzying wobble this past week as lots of micro news assaulted a market which had become 

accustomed to a pretty consistent macro narrative of ‘TINA’ (there is no alternative) to stocks. Specifically, the 

NYSE set new all-time highs in volume (shares traded) as a frenzy of individual investors, fueled by stock tips on 

public social media platforms like Reddit, dramatically bid up shares of beleaguered retailer GameStop (GME)1 

and other companies where bearish institutional investors had accumulated large ‘short’ positions. A short is a bet 

that a stock will go down… and when that stock rises, a short seller is forced to post collateral to cover any losses or 

close out their positions. Short sellers make money when a stock falls; however, when a stock rises, their losses can 

be unlimited.  

 

A large ‘short squeeze’, which is a coordinated effort to force short-sellers to cover their positions, can have ripple 

effects in other areas of the market since the short-sellers may be forced to sell other holdings to raise cash. While 

this squeeze drove GME stock price up dramatically, hedge funds holding short shares were forced to 

indiscriminately sell many other holdings to fund margin calls, cascading losses across many parts of the broader 

equity market. businesses are the cornerstone of employment, and the basis for renewed optimism for higher profits 

in 2021 as we work our way back to an open society and meet the pent-up demand of the consumer. 

 

To be clear, RiverFront does not utilize options or short selling in any of its strategies, nor do we leverage our long 

positions using margin debt. Nonetheless, as investors and fiduciaries it is important that we contemplate this recent 

bout of volatility and work to understand some of its downstream implications on investors of all stripes. While we 

have no fundamental view on GME or any of the other stocks buzzed about this week, we do have some thoughts 

about perhaps what all of this retail speculation may mean on a broad level. First, dismiss the ‘Smart Money’ 

narrative. We find the traditional Wall Street narrative of institutions being the ‘smart money’ insulting and frankly 

misguided. The ‘pros’ are not always right and can be just as prone to biases as anyone else- confirmation bias, 

hubris, and emotionality among them. One pertinent example is the fact that GME stock had more than 100% of 

its shares outstanding held short as of two weeks ago– a rare condition that suggests the stock could be quite 

vulnerable to a short squeeze run. Many of the institutions shorting the stock either did not see the risks or ignored 

them. A number of astute retail investors found this anomaly, illuminated it, and exploited it, beating the ‘pros’ at 

their own game. 

 

Second, we believe that broad retail investor participation may be a positive, not a negative sign for the broad stock 

market. The current narrative in the press mostly revolves around how retail speculation is the newest sign of the 

coming bear market in stocks. However, our philosophy of ‘devil’s advocacy’ challenges us to consider whether 

greater retail interest in stock markets may actually be a positive indicator for the market. For much of last decade, 

stock flows were tepid as investors speculated in pretty much everything but public stocks including, real estate, 

cryptocurrencies, and even bonds. While record volume stock days have been making the headlines recently, it is 

worth considering that bond flows have dwarfed stock flows for years, according to Ned Davis Research. Since 2007, 

total bond fund flows are cumulatively almost $3T higher than stock flows. The fact that investor participation is 

broadening may actually provide volume fuel to power the next leg of the new cyclical bull market that we believe 

began in March 2020. 

 

In some ways, while the level of speculation may have echoes of the late 1990s, we think there is a greater similarity 

to the increasing level of interest in stocks during the mid-1990s. We are reminded of Alan Greenspan’s December 

1996 ‘irrational exuberance’ speech, when the former Fed Chair warned that stocks were becoming frothy and the 

market dipped temporarily. However, shortly thereafter the S&P 500 continued its climb, nearly doubling over the 

next three years. 
Chris Konstantinos, Chief Investment Strategist, Riverfront Investment Group, “When the Going Gets Weird”, Weekly View, 02/01/21 

http://www.nextadvwealth.com/
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On a Personal Note 

 

It snuck up on me like the Grim Reaper in the middle of a dark night. I’m Old. I spent the weekend up in the 

mountains on the GA/NC border at a clinic taught by five-time National Enduro Champion Russell Bobbitt. It was 

cold and crisp, with temps in the low 20’s when we began, warming up to the mid 40’s as the sun rose over the 

Appalachians. Russell, a humble young man of 35, lured 10 of us up there from points south, our collective goal of 

getting better and faster in the woods on our motorcycles. We spent hours on drills; slow-speed turning, weighting 

and unweighting, steep hill-climbs, how to abort a hill-climb gone wrong. Great stuff, stellar time, solid workout. 

The median age of the group was about 35 and as I expected, I was the “geezer”. But the nice thing about that spot 

is that the expectations are reduced. It’s fun to see how youth can be countered, to some extent, by the “old man 

muscles” of age and experience. In the end, we all had an outstanding time, no one was hurt, and we made new 

friends and lasting memories. 

 

Kathleen joined me on this adventure. While I played in the dirt, she went hiking, taking Collin’s suggestions on 

destinations nearby. She had an outstanding time, met many friendly folks on the trails, and took some excellent 

photos. I’m really pleased with the stage of life that we’re settling into. We’re active, healthy, and grateful beyond 

words for both. Thank you, God. We know we’re not worthy but trying our best. 

 

We just finished watching, “Turn, the Story of Washington’s Spies.” The compelling story of how the founding 

Commander in Chief pulled off one of the biggest upsets in history. In the final episode, General Washington paid 

a visit to the editor of the NY newspaper, “the Royal Gazette”. Early on, his paper was quite critical of the Revolution 

and the Patriot’s cause. As a result, his shop had been burned to the ground, and he was hanged in effigy by the 

Sons of Liberty. But later, (and at first, likely unknowingly), he played a key role in the spy-craft, publishing 

intelligence that would prove invaluable to the Yanks. But now, standing face to face with the future 1
st

 President of 

these new United States, he feared the worst. He was brought to tears when Washington told him that he was there 

not to imprison him, but to assure that he and his paper were protected lest their new nation become too much like 

the one from which they’d won liberty. A timely lesson that should be heeded today as censorship of opposing 

viewpoints becomes more and more accepted. 

 

Workin’ hard, Playin’ hard. Ted Nugent, 1977. I guess it’s kind of our anthem. Last week, Collin did some playin’. 

He’d earned it. He flew out to Colorado for a week of R&R with some buddies. Had a great time on the slopes, 

hiking trails, and even got to see big brother Alex and Claire for an afternoon. They played hard. One of the crew 

broke his clavicle in two places but Collin managed to get home completely intact and fully refreshed. It made me 

realize how dependent I’d grown on the lad. Back at the office, it was a busy week, interviewing new clients, running 

annual reviews, all the usual research. Great stuff but I sure do like having a junior partner around. In my days of 

flying helicopters in the Navy, there was a term we used when the bird could fly, but in a partially degraded state. 

PMC or Partial Mission Capable. It’s sure good to be back to FMC. 

 

As always, I hope you’re enjoying each day as it comes… 

    

Warmest regards,  
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