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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
The Coronavirus pandemic has produced the 

largest economic ups and downs in nearly a century. In 

2020, U.S. equity markets experienced both their all-time 

fastest bull and bear markets. Many countries saw their 

economies nosedive into recession territory, only to come 

out to mark some of the shortest recessions in history. A 

combination of factors including the U.S. presidential 

election, social unrest, and most obviously, the Covid-19 

pandemic, fed into the year’s extremes. We learned a 

great deal about the resiliency of our country and its 

economy, and have emerged with the confidence that our 

nation can weather any storm, no matter how severe. 

Although Cypress Capital is optimistic for the trajectory of 

the sustained recovery, we anticipate further volatility 

through the year until we are truly back to “normal.”

Economic Activity
U.S. GDP declined by 3.4% in 2020, but 

economists are optimistic for the year ahead, with the IMF 

projecting growth of 5.1% for the U.S. economy in 20211. 

Nearly every major economy declined in 2020, with the 

exception of China, whose economy grew at 2.3% for the 

year. Emerging and developing economies declined less 

than their advanced counterparts in 2020, and are 

expected to outperform through 2022.

While U.S. GDP is projected to grow in 2021 and 

2022, as we get more data it becomes clearer that some 

economic effects of the pandemic will linger longer than 

initially anticipated. The U.S. economy added just 49,000 

jobs in January after losing 227,000 in December2, 

bringing the unemployment rate to 6.3% and offering a 

grim sign for the jobs recovery. 

Economic Activity (cont.)
The Congressional Budget Office on February 

1st projected that the U.S. unemployment rate will not 

return to pre-pandemic levels through the rest of the 

decade3, meaning millions of Americans could remain out 

of work even after the country has obtained herd 

immunity. The CBO projects an unemployment rate of 

5.7% at the end of 2021. 

Consumer spending will largely dictate the 

strength of the recovery, as 70% of GDP is made up of 

consumer spending4. After a healthy rebound last 

summer, the most recent reading suggests a pause in 

spending amid a resurgence in Coronavirus cases. As 

more and more Americans receive their vaccinations, it is 

expected that spending on non-durables and services will 

increase, which should accelerate the recovery. 

Equity Markets
Last March, when it seemed like the world as we 

knew it was coming to an end, if anyone had suggested 

U.S. stocks would end the year up 18%, they likely would 

have been laughed out of their Zoom meeting. How can 

we reconcile the tremendous challenges and roadblocks 

we faced with the impressive returns in equity markets?

The clearest answer is that the swift and broad 

support by central banks around the world, including low 

rates and trillions in stimulus, had the intended effects and 

acted as a stop on more severe economic damage. With 

central banks signaling their intention to continue 

supporting markets and broad economies through the year 

and potentially longer, we expect moderate growth to 

continue through 2021. 

Central bank intervention does not necessarily 

mean the road is smooth from here on out, however. With 

the emergence of new strains of Covid-19, uncertainty in 

the timeline for the return to normal, and potential stimulus 

package delays, there still exist many external stimuli that 

could shock markets. 

U.S. markets were a mixed bag in January, with 

the S&P 500 and the Dow Jones Industrial Average giving 

ground, while the Nasdaq and Russell 2000 posted gains 

for the month. 
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Equity Markets (cont.)
The outsized relative returns of the Russell 2000, 

a small-cap stock index, potentially reflect the beginning of 

a rotation into smaller companies. Furthermore, the MSCI 

Emerging Markets index posted the second-best results 

for January, and some analysts are calling for this trend to 

continue through the year, with EM expected to eventually 

outperform domestic equities. 

S&P 500 sector returns were also mixed for 

January. Notably, the energy sector posted gains of 3.8%, 

benefiting from the recent price increase of WTI crude oil. 

Fixed-Income Markets
As 10-year treasury yields pushed above 1% in 

the beginning of January, fixed income prices have been 

declining, with the Bloomberg Barclays US Aggregate 

posting a decline of 0.70% in January.

Should the public become more optimistic about 

equity markets, the pace of vaccine distribution, and the 

prospect of a third stimulus package, investors may favor 

equity markets over fixed income markets, further pushing 

yields higher and prices lower. 

With rates appearing to continue to rise, investors 

should consider the risk and reward of holding such 

assets, however they should keep in mind that the Federal 

Reserve is likely to keep a “loose money” approach, which 

would indicate they might fight a sharp rise in bond yields 

in 2021 through quantitative easing or other measures.

Total returns in 2021 are anticipated to be lower 

as valuations across the global bond market have gotten 

more expensive. However, bonds still have a place in 

traditional portfolios in 2021, and can offer diversification 

and a hedge against equity risk as well as capital 

preservation.

Policy Stimulus
With Democrats gaining narrow control over the 

Senate, the economy will likely be at the receiving end of 

significantly more stimulus than what Wall Street initially 

anticipated. While increased spending will help the 

economy return to pre-pandemic levels quicker, some are 

concerned about the cost of such spending. 

The Biden administration has released details of 

the proposed stimulus program targeted at the nations 

most immediate issues: household financial security, small 

business security, virus suppression, vaccine distribution, 

and state and local government finances. As it currently 

stands, this program would cost $1.9 trillion5.

The proposal includes an additional $1,400 

stimulus payments for most households, extension of 

unemployment insurance, money for testing and vaccine 

distribution, money for small businesses, money for state 

and local governments, and money to fund the quick 

reopening of schools.

The new administration may run into roadblocks 

in passing legislation, however, as Senate Democrats 

likely will not have the 60 votes needed to pass the 

stimulus as it currently stands. Republican lawmakers 

have suggested that the $1.9 trillion price tag is far too 

high, and have countered with a $600 billion package, 

hoping that Democrats will value the bipartisan support 

enough to come to a compromise.

However, there is another, more likely, option for 

Democrats seeking to push the large package through. 

Specific to spending bills, there is a congressional tool 

called reconciliation, which would allow passage by a 

simple majority. On February 5th, the Senate voted along 

party-lines in favor of a budget resolution which allows 

Democrats to push ahead with the reconciliation process, 

enabling the passage of the stimulus without Republican 

support6. However, there are still roadblocks and the bill is 

not expected to become law until March. 

While monetary and fiscal stimulus may lead to 

higher inflation in the long run, projections suggest only a 

modest increase. The Treasury Inflation-Protected 

Securities (TIPS) breakeven rates reflect the market’s 

expectations for inflation over the next 10 years, and 

currently stand at a reading of 1.9%. BNY Mellon expects 

to see 10-year TIPS inch higher to 2.0-2.25%, but that 

inflation will likely not persist above 2% for any significant 

period of time4.
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Coronavirus Impact
The Biden administration has signaled that they 

aim to vaccinate 100 million American in the first 100 days 

of the presidency. Vaccinations crossed the one million 

per day threshold in late January, offering optimism 

regarding the administration’s goal. 

The return to normal will largely depend on the 

pace of the vaccine distribution, and how quickly the 

country is able to achieve herd immunity, which is thought 

to require between 66% to 80% immunity7. 

The most recent vaccination rate in the U.S., as 

of February 9th, indicates a weekly average of 1.48 million 

doses per day. Should this rate stagnate or decline to 

roughly 1 million per day, we should expect to see about 

two-thirds of Americans vaccinated by November. To 

many, this seems too far away given the past year. 

However, should the administration expand vaccinations 

per day to roughly two million, two-thirds of the population 

could be vaccinated as soon as June, with 80% inoculated 

by the end of July7. 

With timelines for the end of the pandemic 

beginning to emerge, Americans should be able to 

cautiously find some relief knowing that there is light at the 

end of the tunnel, but should also be cognizant of potential 

delays in obtaining herd immunity, such as the possibility 

of viral mutations that are resistant to existing vaccines8.  

Biden Tax Proposal
Each time control in Washington flips parties, 

many Americans are left trying to decipher what policy 

changes mean for them in clear terms. The Biden 

administration has released the details of their proposed 

tax plan, which will have implications for most taxpayers. 

We will discuss some of the most relevant points of the 

proposal in the following section. 

Biden Tax Proposal (cont.)
In the most general sense, the proposal aims to 

readjust the tax burden by increasing taxes for the wealthy 

and corporations, while reducing the liability for middle-

and lower-income households. 

It is estimated that the Biden plan will generate 

revenue between $2.1 trillion9 to more than $3.3 trillion10

from 2021 to 2030, which would be used to provide tax 

relief for lower and middle-income taxpayers and pay for 

spending priorities such as infrastructure improvement, 

health care reform, and alternative energy. 

Middle- & Low-Income Individuals
Middle- and lower-income taxpayers would 

benefit from expanded and new tax credits. The plan 

proposes expanding the Earned Income Tax Credit for 

childless workers 65 and older, expanding the maximum 

Child and Dependent Care Tax Credit from $3,000 to 

$8,000, and also increasing the Child Tax Credit.

The plan will provide tax credits to individuals for 

renewable energy, family caregivers, and low-income 

renters, and also reestablishes the First-Time 

Homebuyer’s Tax Credit. Furthermore, the changes 

provide more progressive tax incentives for retirement 

saving by replacing a deduction with a refundable tax 

credit for contributions to IRAs and defined-contribution 

plans.

High-Income Individuals 
The plan proposes an increase in income taxes 

for individuals earning over $400,000 per year, from a 

marginal rate of 37% to the previous rate of 39.6%. These 

individuals would also be subject to a 28% limit on the 

value of itemized deductions, and earnings over $400,000 

would be subject to the Social Security payroll tax, while 

keeping in place the existing 12.4% tax on the first 

$137,700 of wages. This will create a “donut hole” where 

wages above the current threshold, but below $400,000 

would not be subject to the payroll tax. 

For individuals making over $1 million per year, 

long-term capital gains and dividends will be taxed at 

ordinary income rates. Unrealized capital gains will be 

taxed at death through the elimination of cost basis step-

up, which would affect all taxpayers who stand to inherit 

assets. President Biden has also suggested lowering the 

estate tax exemption from $7 million to $3.5 million, and 

increasing the estate tax rate to 45%, but these proposals 

are not yet formalized. 
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Biden Tax Proposal (cont.)
For businesses, the plan aims to increase the 

corporate tax rate from 21% to 28%. The changes will also 

impose a 15% minimum tax on book income for 

companies that report net income of more than $100 

million, but owe no U.S. income tax. These tax increases 

would be partially offset by several new tax credits, most 

significantly a 10% credit for new investments in domestic 

manufacturing. 

Economic Impact
Under President Biden’s tax plan, the highest-

income households would see a substantial tax increase, 

while tax burdens would fall for households in the bottom 

three income quintiles. In 2022, when the temporary 

expansion of the child tax credit would be in effect, tax 

burdens would also fall for households in the fourth 

income quintile. 

By 2030, 97% of the tax burden increase would 

be borne by taxpayers in the top 10% of the income 

distribution9. Taxpayers in the top 1% will experience a 

decrease in after-tax income of about 15.6% by 2030, 

while taxpayers in the bottom quintile will experience 

about a 5% increase in after-tax income by 2022, which 

would decrease to 0.9% by 2030. Taxpayers in the middle 

quintile will experience a temporary reduction in their tax 

burden, which will even out to current levels by 2030. 

Think-tanks have varying estimates for the 

effects of the Biden tax proposal. The Tax Foundation 

estimates that the proposal will lead to a 1.62% decrease 

in GDP, fewer jobs, and a lower wage rate by 203010. The 

Tax Policy Center suggests that output would be boosted 

by 0.2% in 2021, and would decrease by 0.3% by 20309. 

However, it is important to note that these projections take 

only into account the effects of changes in the tax code, 

and not the additional spending that will be allowed by the 

increased revenue, which will likely serve to boost GDP.  

Democrats & the Economy 
There seems to be significant fear among many 

Americans that a Democrat in the White House will lead to 

poor economic and financial outcomes. However, 

historical data can assuage these concerns. 

Since 1933, the U.S. GDP has grown at an 

annual average rate of 4.6% under Democratic presidents, 

and 2.4% under Republicans11. The reasons for the 

divergence are debated, but the data suggests 

significantly greater economic growth under Democratic 

presidencies. Another common misconception is that 

Democratic presidents are worse for the stock market. 

Historical data shows the opposite is true, however. Since 

1932, the S&P 500 has averaged 10.4% under 

Democratic presidents and 6.6% under Republicans12.

While the figures above should not be used to 

speculate on the future growth of the economy or market 

returns, they can offer some comfort to those who are 

anxious about the future due to the change in 

administration. 

2020 In Retrospect
2020 was a year most Americans will never 

forget, although it would be safe to say a majority would 

choose to, if they could. Last year was perhaps the most 

disruptive, discouraging, and isolating years of our lives. 

On the other hand, the country is faring much better than 

anticipated given all that we have faced. The pandemic 

serves as a powerful reminder of the importance of staying 

invested and using volatility as an opportunity. 2020 gave 

investors many opportunities to sell at steep losses, but 

those who weathered the storm were rewarded 

handsomely. Cypress Capital expects a sustained, but 

prolonged, recovery extending through 2021. 
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