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Disclosure

We certify that the opinions and predictions set forth in Narwhal Capital Management publications are, for better or worse, our professional beliefs at the time of 
publication.

We are not under duress or pressure from any of the corporate entities mentioned, nor do we intend to do business with them on the investment banking or advisory 
side of things. Nor is this a solicitation or inducement to take action, whether buying or selling, based upon the opinions presented. Again, this publication is a 
summarization of our professional beliefs and actions that have occurred in the past. We are not “selling” nor attempting to convince the reader of any one particular 
course of action.

Although we are investment advisors, our publications are not to be construed as investment advice. Quite frankly, this publication is a snapshot of our research and 
opinions. We strive to be as impartial, insightful and accurate as possible. We do base our opinions, analysis, and calculations on information and analysis that we believe 
to be reliable, but we cannot guarantee that they are either accurate or complete. We may change our minds about any item mentioned and we will not necessarily 
update them in print. We can guarantee that our research and opinions will sometimes be flat out wrong. This may be from subjective blind spots, mistakes, ignorance, 
uncertainty of predicting events, or emotional bias. However, we prefer that our predictions/opinions/research be proven right 100% of the time, and that the stocks our 
clients own go up, not down, therefore you can assume some level of self-interest and “hope” is present in this and all future publications.

At the time of publication employees of Narwhal Capital Management may or may not have held positions in the securities detailed in this report.

Unless otherwise noted, all financial data for investments accessed via the Bloomberg Terminal.

Finally, we must disclose that PAST PERFORMANCE DOES NOT GUARANTEE FUTURE RESULTS.
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As we enter 2021, the year marks an important inflection point of change. The emergence of COVID-19 and the knock-on effects of 
the virus politically, socially, and economically, have had profound consequences on what the next decade will look like. Lessons 
have been learned in each dimension of society and will have an impact on decision-making in the future.

2021 will mark a sea-change in politics, and not just the US presidency. Just four years ago, Republicans held the Presidency, the 
Senate, the House of Representatives. The Supreme Court was finely balanced, 4 vs. 4. Today, Democrats rule the executive and
legislative branches while conservatives hold a more significant edge in the Supreme Court. Four years ago, the summer vote on 
Brexit was still fresh and David Cameron had stepped down, setting the stage for Theresa May to negotiate with the European 
Union. Today, Boris Johnson is in charge and has finally signed an exit deal. In 2021, Britain will be out of the European Union for 
the first time since 1972. In the years that follow, will the United Kingdom demonstrate a return of populism and the role of nation-
state democracy? Or will they have made a mistake, forgoing the power of a unified bloc in favor of foolish self-governance?

COVID-19 has also brought about the culmination of economic thought that has grown in popularity over the past two decades; 
Keynesianism. Government spending, especially in recessions, is now firmly cemented in the political playbook, regardless of 
political party. Helicopter money, once thought to be the cockamamie pipe dream of the left wing, is now standard operating 
procedure (and $600 is not enough). Federal Reserve balance sheet expansion is normal, government debt is normal, and a weak 
dollar is the unspoken goal of many politicians.

Finally, it is clear now that Americans will not go back to the way life was in 2019. Work-from-home and exercise-from-home is all 
the rage. Cities and densely populated areas have lost some of their luster. The Brookings Institute believes COVID is resulting in a 
“baby bust” with roughly 300k fewer births in 2021 than in 2020. But the contrarian might say that movement to the suburbs and 
the rise in pet ownership might be just the recipe for Millenials to finally have their baby boom in the first five years of this decade.

Sources:
https://www.brookings.edu/blog/up-front/2020/12/17/the-coming-covid-19-baby-bust-update/
https://www.prnewswire.com/news-releases/68-million-us-households-have-pets-expect-4-growth-in-2020-reports-packaged-facts-
301119637.html#:~:text=While%20pet%20population%20estimates%20amid,U.S.%20to%20nearly%2071%20million.
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I. 2020 – The Year of the Rat
➢ Supply and Demand
➢ Markets

II. 2021 – The Year of the Ox
➢ Vaccine
➢ Expect the Unexpected

III. Beyond 2021 – Paradigm Shifts
➢ Behavior
➢ Balance of Risks

IV. Great Wide Open

According to Chinese astrologists, the Year of the Rat (or, in 2020, the Year of the Metal Rat), symbolizes 
stability and longevity. People born in this year tend to live a stable life and have the ability to turn 
unlucky events into fortune. Given the last Year of the Rat year was 2008, they may need to revise this 
horoscope.

2021 is the Year of the Ox. The Ox is seen as hardworking and honest. 

Image: https://www.bloomberg.com/news/photo-essays/2016-07-25/jared-leto-s-the-great-wide-open-is-a-
stunning-ode-to-u-s-parks
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2020 in Review
“The labor market remains strong and…economic activity has been rising at a 

moderate rate.” 

– Federal Reserve, January 29, 2020

An ever-present theme we see when we build these Macro recaps is the stark difference between 
predictions and reality from people whom the public trusts as an authority on the subject. In its first 
meeting of 2020, the US Federal Reserve – the leading authority on economics in the US and the 
governor of the country’s money supply – said things were essentially steady-as-she-goes. We noted at the 
time that the economy was beginning to decelerate and trending in the wrong direction, although even 
that call seems glib as we look back at what happened just a month after that prediction.

The point here is that as we turn our attention to 2021 later in the presentation, we should expect the 
unexpected.

Image: https://image.tetonmediaworks.com/ENf8Eyo-
XunNBMWd/w:auto/h:auto/q:60/https://jacksonholemagazine.com/wp-
content/uploads/2015/12/TS_Corbets.jpg
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2020 Insights

SUPPLY AND DEMAND 
IMBALANCES

MOBILITY SENTIMENT MARKETS

The first part of this presentation will cover four overarching areas that marked the themes of 2020. We 
will attempt to avoid rehashing things that everyone has already lived through. Instead, we will discuss 
what went on below the surface and how that influences our outlook for 2021.

In 2020, the market was characterized by a host of supply and demand imbalances. In some regards, 
production simply took two months off and spent the rest of the year catching up to demand. In other 
aspects, like oil, demand took two months off and the market spent the rest of the year working through 
a supply glut. 
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Supply/Demand Volatility – Housing 

The housing market in 2020 was a case study in supply and demand dynamics. New listings going into 
the busy summer months simply dried up and were, at one point, 40% below historical averages. 
However, with home sales only falling 30% at the worst moments, the market was plagued by a shortage 
of home supply, leading to tight housing markets. Importantly, although new listings were above their 
normal averages in the second half of the year, this was still much lower than actual home sales. This 
means that for each month that goes by, inventory of homes available for purchase gets tighter and 
tighter.

Source: Redfin
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Supply/Demand Volatility – Housing

-40,000

-20,000

0

20,000

40,000

60,000

80,000

100,000

120,000

Homes Sold versus New Listings

Excess Supply Homes Sold New Listings

The blue bars in the chart show the monthly addition or subtraction of housing inventory. The typical 
seasonal pattern is that homes get listed in the spring and then gradually get purchased during the 
summer and the fall. 

However, the trend in 2020 was clearly different. It all started similarly enough, but the pause in listings 
during March and April meant that the normal inventory build simply didn’t happen this year. Couple 
this with the fact that new homes sold were actually above historical averages in the fall, and you get a 
recipe for very tight supply and higher prices. 

The market should begin to reconcile in Q2 2021, but it will take some time to build inventory and 
supply of homes. Not only does supply need to catch up with elevated demand; but it also needs to make 
up for the lost time in Q2 2020.

Source: Redfin, Narwhal Capital Management analysis
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Supply/Demand Volatility – Housing 

All this translates to higher prices. Homes are moving much more quickly than they historically have, with 
close to 40% of homes selling within two weeks of coming to market. This strong demand translates to 
rising home prices. 

Truly, this was a recession that was nothing like our last experience in 2008. Although home prices 
dipped for a brief period in the Spring, this quickly reversed and home prices appreciated 14% by the 
end of the year. The home price dynamic in 2020 is a case study of supply and demand and the 
consequence on price.

Source: Redfin
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Supply (blue) / Demand (red) – Autos

Like the trend in home prices, the lack of production of Autos in the Spring led to a significant shortage 
of cars. Demand fell, but not by nearly as much as production. In the ensuing months, although 
production has picked up close to prior levels, it is not enough to make up for the significant shortfall in 
the Spring and the market remains undersupplied.
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Supply/Demand Volatility – Autos (used car prices)

This supply/demand dynamic is demonstrated by elevated prices for used vehicles, which are running 10-
15% above where they were before the pandemic hit. 
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Supply/Demand Volatility 
– Beer & Chips

“We’ve returned to a position of gaining share in 
IRI-tracked channels, as we continue to 
replenish inventories to more normal levels, 
which we expect to accomplish by fiscal year-
end, a process that’s actually taken a little longer 
than originally planned due to continued strong 
consumer demand.” 

– Constellation Brands Earnings Call, January 7, 
2021

Similar dynamics were seen in beer and computer chips. Constellation Brands, the parent company of 
beer brands like Modelo and Corona, experienced production outages due to COVID shutdowns in 
Mexico and supply chain disruptions. The shift in channel from restaurants to retailers made it difficult 
for suppliers to get the right products to the right customers at the right place in the right time. This 
created a supply shortage that Corona is still working through. Coupled with stronger demand, 
Constellation Brands does not expect to replenish its inventory until February 2021, nearly a full year 
after the crisis began.

Similarly, the market for computer chips became exceptionally tight. As automakers came back and 
experienced elevated demand, chip makers found it difficult to ramp up production as quickly as their 
customers desired. Social distancing in clean rooms leads to less efficiency and less production, causing 
ripples throughout the supply chain, even in products that people would not normally associate as being 
highly dependent on computing components.

Source: https://www.reuters.com/article/volkswagen-china-production/chip-shortages-could-slow-
automotive-production-vw-and-suppliers-say-idUSKBN28E1IN
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Supply/Demand Volatility – Technology

Table 1. Worldwide IT Spending Forecast (Billions of U.S. Dollars)

2020F 2020A 2021(initial) 2021F

Growth (%) Growth (%) Growth (%) Growth (%)

Data Center Systems 1.9             (3.1)             1.5               5.2                

Enterprise Software 10.5           (3.6)             10.5             7.2                

Devices 0.8             (13.4)           (0.3)              4.0                

IT Services 5.0             (4.6)             5.5               4.1                

Communications Services 1.5             (2.9)             2.1               2.8                

Overall IT 3.4             (5.4)             3.7               4.0                

➢“The spending slowdown that took place 
from roughly April through August of this 
year, coupled with cloud service providers’ 
‘try before you buy’ programs, is shifting 
cloud revenue out of 2020. ..This proof 
point will allow for accelerated penetration of 
cloud through 2022”.

➢“Companies have more IT to do and less 
money to do it, so they are pulling money 
out of the areas they can afford, such as 
mobile phone and printer refreshes.”

– Gartner, October 20, 2020

On the other hand, despite the popular perception of strong technology spending, the reverse was 
actually true. This was driven by the fact that salespeople couldn’t travel to new customers in the Spring 
and the number of free trials that were ongoing. However, as shown in the chart, growth has been revised 
up significantly for 2021, led by Devices and Data Center Systems. The markets have not rewarded 
technology companies based on what they did in 2020; the markets have rewarded them because these 
technology companies are likely to experience stronger sustained growth in the future.

Source: Gartner
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Supply / Demand – Employment Growth by State
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And yet, with all this demand, employment took a major step back in 2020. The chart here shows the 
trend in employment growth by state in November 2020 relative to November 2019. New York has lost 
8.6% of its labor in just one year. But the dispersion among states is the key takeaway here. This was not 
an economic crisis that hit everyone equally. For while Massachusetts lost more than 10% of its 
workforces, Tennessee actually saw the number of people working increase. 

From a political perspective, it also makes sense that Democrats favor state and local aid more than 
Republicans. They are looking at two different realities. Democrats are representing people who are 
suffering significant economic hardship; Republican states tend to be on the left side of this chart and are 
not seeing near the same economic woes as their Democrat brethren.
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Supply / Demand – 2020 Employment Growth by Sector
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In 2020, the only sector of the economy that grew was the Federal Government. Interestingly, historically 
cyclical sectors like Transportation, Construction, and Retail, held up better than historically non-cyclical 
sectors like State Government, Education, and Health Care.
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Employment by Sector, 
Compound Annual Growth Rate

(2013-2020)

1. Construction +3.8%

2. Transportation/Warehousing +3.2%

3. Professional Services +1.8%

4. Health Care +1.8%

5. Financial Activities +1.6%

If you want a job where people are hiring, don’t join the technology industry; rather, join the 
construction industry. Relative to population growth of 0.6%, the Construction industry has grown at 6x 
that rate since 2013. The growth rates of all sectors over that period are shown below, in order :

• Construction 3.76%
• Educational services 0.18%
• Federal Government 0.51%
• Financial Activities 1.60%
• Health Care / Social 1.78%
• Information -0.26%
• Leisure and hospitality -1.08%
• Local Government -0.38%
• Manufacturing 0.41%
• Nondurables (e.g. food) 0.57%
• Professional services 1.83%
• Retail Trade 0.33%
• State Government -0.64%
• Transportation/Warehousing 3.21%
• Wholesale Trade 0.14%
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Employment Growth Rebound – Tapered 

Down 
15%

Up 9%

The strong employment rebound since April has tapered rather significantly as the COVID case load has 
risen and people change their habits. There is less need for servers when people are purchasing take-out 
more than dine-in.
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Nevertheless, Much Faster Rebound than 2008

Down 
6% Up 3%

At this point into the recession of 2008, we would not have even been at the bottom yet; we’d still be 
losing more jobs every month. So, to come back so quickly is good, but this progress needs to continue.

18
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Lack of Labor Supply in ISM Reports

➢“COVID-19 is affecting us more strongly now than back in March. 
Vendors/service suppliers unable to maintain levels of service due to 
employee shortages. Logistic issues also hurting us due to coronavirus-
related problems.” (Food, Beverage & Tobacco Products)

➢“Suppliers are having difficulty finding and retaining labor leading to 
supply constraints.” (Plastics & Rubber Products)

➢“Lack of labor continues to be a significant drag on the business. We 
have plenty of work but are now considering rejecting some orders due 
to shrinking capacity.” (Construction)

Notably, much of the low employment growth recently has not been related to demand. This is a labor 
supply issue; people don’t want to work for the following reasons:

1) Skill mismatches – “if I’m a restaurant chef or manager, I cannot just decide I’m going to flip over 
and become a welder or plumber.”

2) Geographic mismatches – one city or region may have most of the job losses. Filling positions in 
other cities may require moving.

3) Pay mismatches – the pay at open jobs may not justify the commute. Housing close by might be too 
expensive.

4) Safety – where remote work and social distancing is less possible, prospective employees may not feel 
comfortable taking work they otherwise would have out of concerns that they may be exposed to 
COVID-19 (e.g. processing facilities).

Source: Wisconsin Public Radio: https://www.wpr.org/business-group-says-some-industries-still-dealing-
worker-shortage
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Demand is okay – not great – but higher than supply

➢“The general business conditions are steady/stable. Expecting a very 
slight slowdown to end the year, with a rebound in mid-January.” 
(Utilities)

➢“Business quite good, all things considered, although below the 
original 2020 planned forecast.” (Real Estate, Rental & Leasing)

➢“Starting to see demand weakening as states go back to shut down. 
Will look to see business resume in late first quarter, as vaccine 
distribution takes place.” (Accommodation & Food Services)

➢“Sales are now slightly above pre-COVID-19 sales.” (Machinery)

It isn’t like the underlying economic demand is growing with strength; this is more about supply 
shortages and demand simply not being as bad as many feared. There are winners and losers with this.
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Tight labor Market → Higher Wages

Regardless, the tight supply/demand dynamics in the labor market are leading to substantially higher 
wages, in the order of 5% growth.

Some of this may be due to the fact that it is the lower-end of the labor force (service workers) who are 
out of work, thus raising the average wage. Nevertheless, it is clear that the supply/demand dynamics seen 
in the housing and auto industries are also at work in the labor force. As the article referenced on the 
previous slide notes: “Many of the businesses pursuing those workers are adding hiring incentives, 
opportunities for on-the-job training, and increasing entry-level wages in an attempt to get those workers 
to consider other industries.” (emphasis added)
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Fixed Income Supply Bond Issuance +50%
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Fixed Income Supply: Taxable Muni Issuance +104%

2019 2020
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Flashback to our presentation 12 months ago:

As we talked about at the beginning of this presentation, 2020 was a year in which the experts got it 
incredibly wrong. At the time, the Federal Reserve anticipated that rates would remain stable for the next 
two years.
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Today, rates are 150bps lower…as far as the eye can see:

Instead, they cut rates by 1.50%, all the way back to essentially zero. Today, they don’t expect to even get 
back to the 1.50% until beyond 2023. 

But this is clearly also subject to change.
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Supply / Demand – GS Financial Conditions Index

Notably, policy tends to tighten right before a downdraft. 

Importantly, financial conditions (a function of fiscal and monetary policy) continue to get easier and 
easier due to government stimulus and low interest rates.
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Supply / Demand – Need for Safety  (10-year)

When things are good, people don’t need safety as much. But when things start to get back they are 
willing to sacrifice return in the hopes of safety. The 10-year bond yield is a great barometer for this. 
When interest rates are high and rising, it shows that people are getting more greedy and require higher 
returns. When interest rates are low and falling, people are looking for a safe haven even if it only pays 
1% per year.

Today, although interest rates are on the rise, it is still very early in the game and, clearly, 1% interest 
rates remain very low historically, suggesting a continued need for safe haven assets.
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Supply / Demand – HY Credit Spreads Tightened

The chart of junk bond prices could arguably tell 2020 in a nutshell. In March and April, companies were 
going into bankruptcy everywhere we looked and investors were wary of junk bond prices, concerned that 
they would be picking up a 10-15% yield right before the company went bankrupt. Today, normal service 
has resumed and bold investors, supported by the confidence of a central bank/Federal Reserve backstop, 
are just fine taking a 3% premium on a bond they wouldn’t have touched at 10% just 9 months prior.

This isn’t wholly irrational. Although the bonds are still backed by the same companies. The companies 
have shown some degree of survival power, providing confidence that they will also be able to survive a 
future crash. In addition, the powerful Quantitative Easing program instituted by the Federal Reserve 
boosted confidence, as the central bank purchased the debt of municipalities, student loans, car loans, 
home loans, government debt, and corporate debt.
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GDP Rebounded Faster, Causing Tight Supply/Demand

Q1 2020 Q2 2020 Q3 2020 Q4 2020 Q1 2021 Q2 2021 Q3 2021 Q4 2021

BBG WA (4/10/20) 95.90 71.83 78.08 83.31 86.98 90.19 92.99 95.69

BBG WA (7/10/20) 95.00 65.65 77.07 82.77 86.99 90.73 94.36 97.57

BBG WA (10/10/20) 95.00 65.17 84.26 87.64 90.88 94.15 97.16 100.27

BBG WA (1/10/21) 95.00 65.17 86.94 90.94 93.21 96.56 100.14 103.54

Q3 2021, 100.14 
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Putting this altogether, economic activity has rebounded faster than expected and should be able to reach 
2019 levels by the middle part of 2021. This marks a significant upgrade from original expectations which 
said we would remain below prior levels of output into 2022 and, perhaps, beyond.
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2020 Insights

SUPPLY AND DEMAND 
IMBALANCES

MOBILITY SENTIMENT MARKETS

Mobility was a major factor in 2020 as COVID waves came and went and returned again. Whether the 
mobility (or lack thereof) was mandated or not, COVID waves had a clear impact on activity which had 
knock-on impacts on consumer spending, restaurant dining and travel.
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COVID cases (covidtracking)

According the Covid Tracking Project, cases have never been higher than they are now in the United 
States, dwarfing previous waves in the Spring and Summer.
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COVID hospitalizations (covidtracking)

Similarly, hospitals are more full with COVID patients than at any time in history. At the same time 
elective procedures are still ongoing and the shares of hospital companies reach all-time highs due to 
improved profits and government support payments (e.g. HCA). 
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Mobility – Correlated with COVID Case Load
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Mandated government shutdowns clearly have more of an impact on mobility than case load does. 
Nevertheless, there was a pause in reopening as the case load picked up in the summer. Today, with an 
even higher level of cases, mobility has reversed downward once again. This has an impact on consumer 
spending but Americans have also learned to live and conduct commerce under the auspices of impaired 
mobility.
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Consumer Retail 
Budgets ex-Auto 
per $100 spent

(2020 vs. 2019)

Food & Beverage Stores: 

$17.73 → $19.38

Gasoline Stations: 

$11.56 → $9.80

Non-store Retailers: 

$18.17 → $21.89

Food Service and Drinking: 

$17.71 → $14.50

Indeed, as mobility has shifted, so has the consumer budget. It has shifted away from restaurants and bars 
and to grocery stores. Dollars have moved from gasoline stations to non-store retailers (like Amazon).

Source: Census Data on Retail Sales
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Revenue growth by retail location
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Online stores have generally exceed growth of the overall retail economy for the past two decades but the 
acceleration in the past year is notable. A number of technology companies have noted that adoption of 
online capabilities have been accelerated 18-36 months and, indeed, that’s what this data shows as well.

Another interesting note is the strong growth in grocery stores. These are companies that have not seen 
more than 5% growth in any year since at least 1993. In 2020 they grew at above 10%. They showed an 
impressive ability to flex capacity upward but this is unlikely to repeat in 2021. For this reason, grocery 
stores (like Kroger (KR)) saw their stock prices peak in the summer.

Figuring out who is going to be a long-term beneficiary of COVID and who is going to be a one-time 
beneficiary will be a key element in assessing the outlook for various stocks in 2021.

Source: Census, Narwhal Capital Analysis
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Costco Sales Report – January 3

Costco Monthly Trends

For the period ending… 1/3/2021 11/29/2020 11/1/2020 10/5/2020 8/30/2020 8/2/2020 7/5/2020 5/31/2020 5/3/2020

Comps

US

Actual 9.6            12.0             13.6          14.5          12.5          13.3          11.0          5.5             (3.3)           

Ex-Fuel/FX 11.0          14.2             16.4          16.4          14.3          15.7          13.6          9.2             -            

Traffic 1.3            8.4               6.2             6.1             3.1             4.5            0.4            (7.8)           (16.0)        

Total

Actual 10.7          13.4             14.4          15.5          13.2          13.2          11.5          5.4             (4.7)           

Ex-Fuel/FX 10.9          14.6             16.5          16.9          14.5          15.8          14.4          9.7             (0.5)           

Traffic (0.6)           5.7               4.6             2.6             0.8             1.6            (1.6)           (7.9)           (19.0)        

E-Commerce

Actual 62.5          71.3             91.1          90.3          101.9        75.3          85.8          106.2        85.7          

Ex-Fuel/FX 61.6          70.9             91.0          90.1          101.6        76.1          86.7          108.1        87.7          

Categories

Food & Sundries LDD Low-20s Low-20s Low-20s Mid-teens Low-20s High-teens High-teens Mid-teens

Fresh foods High-teens Mid-20s Mid-20s Mid-20s Low-20s Mid-20s Mid-20s Low-20s Low-20s

Hardlines High-teens Mid-teens Mid-20s Mid-20s High-20s Mid-20s Low-20s Low-20s LSD

Soft l ines Mid-teens Mid-teens Mid-teens High-teens Mid-teens Low-teens Mid-teens LSD (Low-20s)

Ancillary (LDD) (Mid-teens) (Mid-teens) (LDD) (LDD) (Mid-teens)(High-teens)(High-30s) (50%)

 -

 2.0

 4.0

 6.0

 8.0

 10.0

 12.0

 14.0

 16.0

 18.0

Feb-19 May-19 Aug-19 Nov-19 Feb-20 May-20 Aug-20 Nov-20

US Comps, Ex Fuel

Costco shows that although sales are still growing at historically high rates, they have come off some of 
the loftier levels seen over the summer. Interestingly, the weakest areas have been in the food area. 
Apparel and hardlines goods (electronics and furniture) continue to perform quite well.
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2020 Insights

SUPPLY AND DEMAND 
IMBALANCES

MOBILITY SENTIMENT MARKETS

While economic trajectory is one element in determining markets, sentiment is the other key element. 
Assessing sentiment in 2020 can explain as much of the market performance as assessing GDP growth. 
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CEO Confidence

CEO confidence dipped rapidly during COVID and then again during the election and rise in COVID 
cases in November. However, today, CEO confidence is robust, in aggregate.

On a sector-by-sector basis, things are a bit different. The variations in CEO confidence demonstrate the 
differing fortunes for various industries in 2020. For example, the construction, distribution/wholesale 
and transportation sectors today have significantly higher confidence in the future. The government and 
non-profit sectors have the highest confidence of any sector.

On the other hand, the Real Estate industry is much less confident in part due to concern about 
forbearance, rents, and the migration patterns of Americans.

Source: https://chiefexecutive.net/ceo-confidence-rebounds-in-december-to-pre-election-levels/
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CEO Confidence – Hiring Plans and Spending

Importantly, the outlook for increased spending and hiring has risen dramatically since April. In fact, the 
proportion of CEOs projecting increases in hiring over the next 12 months is higher than even last 
February. 
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M&A Activity

Increased CEO confidence is reflected in a rebound in merger activity. Although Q4 was arguably making 
up for lost time from Q2, this is nevertheless a strong showing in 2020. It was a record Q4 in terms of 
deal count.
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Market Sentiment – Bull/Bear

It’s not just CEOs who are confident in the future. The bullish appetite among investors has risen 
dramatically from all time lows, according to Merrill Lynch. Although not yet at extreme levels, we are 
getting their relatively quickly. Bullish sentiment is highest among long-only fund managers (like Narwhal 
and its competitors). Bullish sentiment is lowest among hedge fund investors.
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2020 Insights

SUPPLY AND DEMAND 
IMBALANCES

MOBILITY SENTIMENT MARKETS

Putting this all together, we can better explain the market’s performance in 2020, despite the contraction 
in the overall economy.
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Sector Performance
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Not surprisingly, technology and communication services (includes Facebook, Google, and Netflix) were 
the top performing sectors in 2020. Energy stocks languished along with the discontinuity in oil prices.
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S&P Growth (+33.5%) vs. S&P Value (+1.4%)
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Growth Value

The nature of the pandemic meant that value stocks underperformed despite the recession. Typically, one 
might expect value stocks to generate better differential performance in a recession.
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NASDAQ (+45.1%) vs S&P 500 (+18.4%) vs. Dow (+9.7%)

Dispersion among the largest US stock indices caused massive performance differentials among 
managers. An index overexposed to energy and financial stocks tended to underperform. An index 
overexposed to technology stocks tended to outperform.
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2020 in a Nutshell

➢ Supply chain disruptions and uncertain demand caused significant 
volatility and uncertainty throughout the year

➢ Markets assume the Federal Reserve and Federal Government will 
emerge as the buyers of last resort

➢ Different reaction in markets than previous cycles

Cartoon credit: Hedgeye
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2021 Outlook
“We hope by the time we get to April, we’ll be 

able to have what we call ‘open season’.”

-Anthony Fauci, January 9, 2021
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The Consensus View is Not Often Accurate 
(January 2020 and April 2020)

At the beginning of 2020, the expectation was that the economy would reaccelerate, long-term interest 
rates would rise and corporate profits would increase.

Three months later, a Stanford economics professor was quoted (and, in my experience, an Emory 
professor) was quoted saying that the COVID-related recession would result in a greater depression than 
the one experienced in the 1930s.

Source 1. BofA Merill Lynch Quick RIC 14 Jan 2020

Source 2/ https://www.fastcompany.com/90486801/top-economist-the-1930s-depression-was-great-this-
one-might-be-greater
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Vaccines

Pfizer and Moderna are the vaccines approved under Emergency Use Authorization (EUA) in the United 
States. AstraZeneca’s vaccine has been approved in the UK. It can be stored at more reasonable 
temperatures, can ramp up production quickly and is cheaper. But it is also less effective. The use case is 
strong for less-developed areas like India and Africa.
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Politics – Federal Government under Democrat Control

Balance of Power

➢House: 222 – 211 (could 
change slightly)

➢Senate: 50 – 50 (VP Harris 
has the tie-breaking vote)

➢President: Democrat

➢Supreme Court: Shades 
Conservative (5-3-1)

The balance of power in politics is now in Democrat hands – barely. West Virginia Democrat Senator Joe 
Manchin could well become the most important man in America. In just the last week, he was quoted 
responding to the Biden stimulus check proposal: “I don’t know where in the hell 2,000 came from. I 
swear to God I don’t. That’s another $400 billion.”

If there is indeed such a thing as a RINO (Republican in name only) then Manchin may well be a DINO.
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The 2021 Political Agenda

Priorities
➢ COVID-19 Stimulus

❖ $2,000 checks

❖ Extended unemployment (perhaps increased from $300 to 
$600)

❖ State/Local transfer payments

❖ Vaccine distribution

➢ FY 2022 Budget

➢ National Defense Authorization Act

➢ Health Care Issues
❖ Drug prices

❖ Surprise Billing

❖ Telehealth

❖ Medicaid Expansion

Other Elements on the Agenda
➢ Immigration Reform

➢ Voting Rights Act Amendments

➢ Tax legislation

➢ Minimum wage increase (to $15.00/hr from $7.25/hr)

Tax reform could be included as part of the FY 2022 budget but major changes are likely to take a back 
seat to other Democrat priorities in the near term. 

The most significant elements that are likely to result in economic and market consequences are stimulus 
payments, defense priorities, and Medicaid expansion.
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Outlook for Employment (dotted line is consensus est)
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Economists expect a serene, steady march higher in terms of job creation. As we’ve seen in the past, this is 
often not the case.
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Outlook for Employment (another scenario)
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A more nuanced expectation for job creation would show a bit of a pause in Q1 as the economy works 
through the high COVID case load, followed by an upward inflection in the Spring as people are 
vaccinated, and then a more normal cadence of job gains in the Fall and Winter months.
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Corn, Gasoline, and Soybean Inflation

Inflation in commodities has given way to higher expectations of broader economic inflation in 2021.
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Inflation the Fed Sees

There has been a recent clamoring for inflation assets as commodity prices rise but Core Inflation (which 
does not include food and energy) remains well under the Fed’s target of 2% and has actually declined in 
recent months.

The chart here shows the Cleveland Fed’s Core Inflation Nowcast (white line) and the actual reported 
PCE inflation (blue line). These track fairly closely so PCE inflation is likely to continue to decelerate into 
December.
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How This 
Gets 
Reconciled

Q. “Forecasters have suggested there is a lot of pent up
demand for travel and entertainment and services if the 
vaccine is widely distributed?”

A. “So that has all the markings of a transient increase 
in the price level. And given the inflation dynamics that 
we’ve had over the last several decades, just a single sort 
of price level increase has not resulted in ongoing price 
level increases…”

“If oil prices go up, that’ll send a temporary shock 
through the economy. The persistence of that into 
inflation over time? It’s just not there. But I would 
expect going in that would be a one-time price increase 
rather than an increase in underlying inflation that 
would be persistent.” – Jay Powell, 12/16/20

The translation here is that Jay Powell and the Federal Reserve require much more than one-time 
commodity inflation in order to start raising interest rates. They need the broader public to become so 
convicted that there is higher inflation that they start paying more for products and services because they 
will cost more in the future. There is little of evidence of that at the present time.

56



NCM Macro

Introduction Beyond20212020 Conclusion

The Consensus View of 
Interest Rates, Home 
Sales

➢No Fed Rate Hikes

➢ 10 year interest Rate: 1.11% → 1.21%

➢New Home Sales: 838k → 920k

➢ Existing Home Sales: 5.6m→ 5.8m

Consensus Economist expectations call for fairly muted volatility in 2021.
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The Consensus View of Markets

“After a prolonged period of elevated risks, 
the outlook is significantly clearing with 
the business cycle expanding and risks 
diminishing. We expect a ‘market nirvana’ 
scenario for equities with the melt-up 
continuing into 1H21, driven by earnings 
recovery and multiple expansion…We 
expect next year to be front-loaded in 
terms of performance.”

-Dubravko Lakos-Bujas

JPMorgan Chief Strategist

7.4% 7.7%

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

7.0%

8.0%

9.0%

10.0%

Bloomberg Consensus Return Avg, Past 50 Years

S&P 500 Price Targets

Similarly, for all the prognosticators discussing 2021 expectations, they are essentially in line with the 50-
year average.
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Expect the Unexpected

➢Consensus calls for calm

➢Avoid getting caught up in the day-to-day 
trends; a year is a long time

➢Economy should move forward well
❖Low interest rates
❖Good housing market
❖Stimulus spending
❖Potential deceleration in consumer 

spending, employment recently

➢But markets don’t move in a straight line 
and sentiment is elevated

The point here is that if 2020 has taught us anything, it is to expect the unexpected. This is not to say 
there is necessarily cause for panic, but it would be wise not to assume these forecasters know precisely 
what they are talking about.
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“If everyone is thinking alike, 
then somebody isn’t thinking.”

-George Patton
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The Impact of COVID on Spending Habits

Many consumer habits have changed and may have changed for good. For example, more Americans (of 
all ages) expect to cook more at home instead of dining out.
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The Impact of COVID on Income Habits

In addition, more than 1/3 of Millenials are looking to move to a different city or state once COVID is 
over. 29% want to move to a different country! That number may be high but even if it is double the 
actual number of people who move, this would be a mass emigration. It is too early to say whether or not
these people will indeed move but it is something to watch.

62



NCM Macro

Introduction Beyond20212020 Conclusion

5 Ways Things May Look Different 
in the Future

1. Politics (deficit spending)

2. Online commerce/betting

3. Electric vehicles

4. Brexit

5. Migration

It is worth some time analyzing what else might look different in the future.
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1. Politics: “We’re All 
Keynesians Now”

One of the big themes to emerge from the recent crisis is the propensity to support government stimulus 
and monetary expansion from people on both sides of the political spectrum. With fewer deficit hawks or 
strong dollar proponents, the likelihood is that such government spending will continue for some time 
and will potentially be even larger in scope during the next recession.
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2. Online Commerce and Gaming

As COVID has reduced the incidence of people going to locations to consumer products and services, 
the dam has broken for consumption from one’s living room. We are not just talking about Amazon. 
Nike is emphasizing its direct-to-consumer channel, Carvana is disrupting the vehicle sales market, Shipt
and Instacart allow you to shop for groceries from your kitchen, and Disney+ and other streaming services 
now launch movies directly to the family TV in addition to the movie theaters (e.g. Mulan). This is a 
significant shift that is unlikely to change.

Sports betting has also become more commonplace. States need more revenue as they find their finances 
in difficult shape given the fall in income tax, sales tax and metro transit receipts. And with some of the 
anti-betting pressure lifted as the social policies in the US liberalize, online sports betting could become a 
significant revenue stream for private companies and governments alike.

Source: https://www.actionnetwork.com/news/legal-sports-betting-united-states-projections
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It is not just Tesla anymore. GM and other car companies have invested heavily in electric vehicle 
technology. GM’s Hummer EV launches this fall and Ford’s Mustang Mach-E is available today. The 
leading automakers in other countries are also following suit.

GM will invest more than $27 billion in EV and AV product spending between 2020 and 2025. This 
exceeds GM’s investment in gas and diesel. By 2025, GM will launch 30 EVs around the world available 
at all price points.

GM’s “Exhibit Zero” calls for “zero crashes, zero emissions, zero congestion” and relies heavily on its 
internally built Ultium stackable battery platform.
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4. Brexit

Although the UK had left the EU on 1/31/20, an agreement allowed them to keep many things the same 
until 12/31/20. A week before the deadline, on Christmas Eve, negotiators came to a free trade 
agreement. The UK will now be free to set its own trade policy and can negotiate deals with other 
countries. The negotiation with the US is likely to come relatively early in 2021 and could chart the 
course for the UK over the next decade.

67



NCM Macro

Introduction Beyond20212020 Conclusion

5. Migration Patterns Accelerated 

The yellow in the chart shows the states people are leaving. The blue in the chart shows where people are 
immigrating. The people most likely to move are young and located in Urban centers. Notably, the 
likelihood of moving has actually increased since June, suggesting that the COVID-related impetus to 
migrate has not weakened but strengthened. This could set the stage for more significant migration 
numbers in 2021 and a potential recasting of home prices, apartment living, and state income tax 
receipts.

Source 1. https://www.unitedvanlines.com/newsroom/movers-study-2020
Source 2. Bank of America
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Takeaways

1) The Economy is not the Stock Market: While the stock market rose in 2020, underlying GDP 
declined. Thus, although the economy is likely to steadily improve in 2021, the stock market won’t 
necessarily move ahead in a straight line.

2) Sentiment is elevated: Bullish investor positioning could mean that the stock market corrects 
even if the economy improves.

3) COVID has changed some things: Work-from-home, e-commerce, the push to electric vehicles, 
and Brexit are all horses that have left the proverbial barn.

4) But not other things: Inflation is not a foregone conclusion. The US continues to experience a 
tight labor market, even with high unemployment.
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An Update on Narwhal

1) Education Resources: We believe education can be just as valuable as investment returns in many 
situations. We have added a morning briefing that can be viewed live or as a podcast. We will 
continue to meet clients in ways that suit them and are open to new ideas of how to do this.

2) Financial Planning: We have added significant resources on the financial planning side with 
technology and people to better solve budgeting needs, tax planning needs, private equity needs, 
accounting, as well as traditional portfolio management. 

3) Investment Philosophy: The team continued to expand in 2020 with the addition of Jason Seeb 
and Vincent Qiao. While our team grows our philosophy remains constant with an emphasis on 
risk management, discipline and thorough analysis.
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NCM Macro
“2021 – The Mysterious Beyond”
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Disclosure

We certify that the opinions and predictions set forth in Narwhal Capital Management publications are, for better or worse, our professional beliefs at the time of 
publication.

We are not under duress or pressure from any of the corporate entities mentioned, nor do we intend to do business with them on the investment banking or advisory 
side of things. Nor is this a solicitation or inducement to take action, whether buying or selling, based upon the opinions presented. Again, this publication is a 
summarization of our professional beliefs and actions that have occurred in the past. We are not “selling” nor attempting to convince the reader of any one particular 
course of action.

Although we are investment advisors, our publications are not to be construed as investment advice. Quite frankly, this publication is a snapshot of our research and 
opinions. We strive to be as impartial, insightful and accurate as possible. We do base our opinions, analysis, and calculations on information and analysis that we believe 
to be reliable, but we cannot guarantee that they are either accurate or complete. We may change our minds about any item mentioned and we will not necessarily 
update them in print. We can guarantee that our research and opinions will sometimes be flat out wrong. This may be from subjective blind spots, mistakes, ignorance, 
uncertainty of predicting events, or emotional bias. However, we prefer that our predictions/opinions/research be proven right 100% of the time, and that the stocks our 
clients own go up, not down, therefore you can assume some level of self-interest and “hope” is present in this and all future publications.

At the time of publication employees of Narwhal Capital Management may or may not have held positions in the securities detailed in this report.

Unless otherwise noted, all financial data for investments accessed via the Bloomberg Terminal.

Finally, we must disclose that PAST PERFORMANCE DOES NOT GUARANTEE FUTURE RESULTS.
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