
 

 

Market Update:  February 2021 

February was a month full of good news.  The economy continued to gain 
strength, vaccine doses were on the rise, a new stimulus package was on 
the horizon, and the Fed (yet again) pledged to maintain its easy-money 
policies.  For most of the month, equity markets were embracing the 
optimism. 

I would characterize the phase we are in now as an era of 
hyperstimulation between fiscal and monetary policy.  The 
byproduct is all this cash sloshing around the system chasing 
assets like crypto, commodities and meme stocks.   

Thomas Pluta, JPMorgan Chase & Co. – WSJ 2/23/21 

However, at some point all the good news fueled concerns about 
inflation, and interest rates started to rise.  For the month of February, 
the yield on the 10-year U.S. Treasury rose 37 basis points … ending the 
month at 1.46% … well above the 0.91% yield at the start of the year.    

The central bank can either fight the bond market by ramping up 
its bond buying, abandon its dovish policies, or do nothing and 
hope it goes away.  All options would have different ramifications 
for the markets and economy, and that is making life difficult for 
investors. 

Peter Boockvar, Bleakley Advisory Group – WSJ 2/26/21 

For all the ups and downs, stocks ended February with solid returns.  
Domestic and foreign stocks advanced 3.13% and 1.98%, respectively.  
Smaller stocks continued to outperform larger stocks, and value indices 
continued to trounce their growth counterparts.  Rising interest rates 
triggered wide-ranging declines in global bond markets.  



 

Signs of inflation remain quite tame, with most measures below the 2% 
target set by the Federal Reserve.  Inflation expectations, however, are 
mounting.  Consider some of these observations:  

• U.S. GDP declined less than 4% last year, while Covid relief came in 
at 15% of U.S. GDP.  The next stimulus package is anticipated to 
weigh in at around 9% of GDP.    

• The quantity of money in the U.S. economy (the Fed’s broadest 
money measure – M2) increased by $4 trillion last year.  That’s a 
26% increase, the largest annual percentage increase since 1943.   

• The money supply is expected to increase by an additional $2.3 
trillion in 2021 … a quite substantial 12% annual increase. 

• U.S. total after-tax income was up 7.2% in 2020, the most in any 
year since 2000. 

• Americans saved $2.9 trillion last year, double the previous high.  
Pent-up demand is high, and Americans are locked and loaded. 

The Fed has pledged to keep rates low until it sees declining 
unemployment or a spike in inflation.  But what about stock values and 
housing prices?  Are low rates creating asset bubbles? 

If the Fed does run into problems with the low interest rates it 
has helped to engineer, it might be because of asset prices and 
not consumer prices.   

Jon Hilsenrath – WSJ 2/21/21 

Inflation occurs because demand is greater than supply.  But our economy 
still has considerable excess capacity.  Also, the demographic influences 
of an aging population are inherently deflationary, as are advances in 
technology.   



We expect to see an uptick in inflation over the next few months, 
but it’s likely to be fleeting.  However, when we look a few years 
down the road, the case for a move up in inflation grows 
stronger.  

Jones/Shaffer – Charles Schwab Investment Mgt 2/11/21   

The service sector of the U.S. economy saw increased demand thanks in 
part to direct stimulus payments made to households. 

The data add to signs that the U.S. economy is enjoying a strong 
opening quarter to 2021.  Assuming vaccine rollouts can boost 
service-sector growth alongside a sustained strong manufacturing 
sector, the second half of the year should see a robust recovery 
take hold. 

Chris Williamson, IHS Markit – WSJ 2/19/21 

Service-sector activity continued to decline in Europe and Japan.  The 
European Commission believes the currency area is likely in recession … 
defined as two straight months of falling output.  However, they expect 
growth to resume in the second quarter. 

Small companies are outperforming shares of larger companies by the 
widest margin in more than two decades.  Small caps have more exposure 
to economically sensitive stocks, including energy, materials, and banking 
sectors.  These stocks were hit hard during the pandemic and are now 
rebounding sharply.  

The economy this year should run hotter than at any time in the 
past 35 years. 

Jonathan Golub, Credit Suisse – Barron’s 2/26/21 

Smaller companies are also much more focused on the domestic 
economy than their larger multi-national counterparts.  Therefore, the 



market leadership of small caps is considered to be a reflection of 
investor confidence that stimulus and vaccines will ultimately win the day.    

We think that the economic impact of the Covid crisis will be 
about a quarter of the economic impact of the global financial 
crisis, but the stimulus is something like four times more.  So, 
when we try to apply a kind of cyclical rulebook or game plan to 
this crisis, it misses a lot of the important aspects, and one of 
them is the idea that the economy will really come out of this 
aggressively. 

Scott Thiel, BlackRock – CNBC 2/23/21 

Technology stocks are beginning to struggle.  Tech stocks get hurt the 
most in rising yield environments because much of their earnings are 
expected to come further in the future.  In other words, the discounted 
value of future cash flows is simply worth less to investors.    

Our economy will almost certainly be constrained by high debt levels for 
the foreseeable future.  High levels of debt weigh down economic growth 
… much like trying to run a marathon with a refrigerator tied to your back.  
Japan’s economy is considered the debt poster child, as it continues to 
suffer the consequences of a massive debt burden.   

Many in Washington now seem to think that the U.S. federal 
government can spend a limitless amount of money without 
harmful economic consequences.  They are wrong.  Excessive 
federal spending is creating grave economic and national-security 
risks. 

Shultz/Cogan/Taylor – Project Syndicate 2/23/21 

Federal spending topped out at $6.55 trillion in fiscal 2020.  Total 
revenues came in at $3.42 trillion, down only 1.2% from the previous 
fiscal year.  The deficit, therefore, was a whopping $3.13 trillion.  At this 
pace, the dollar could eventually take a big hit in the currency markets. 



We aren’t there yet, and maybe God loves fools, drunks, and 
America … But then the U.S. has never conducted a fiscal 
experiment like this one.  The laws of economics haven’t been 
repealed, no matter what the modern-monetary theorists say. 

The Editorial Board – WSJ 2/12/21 

 

Signs of speculation are everywhere, such as the surge in day-trading and 
the related GameStop saga, cryptocurrencies, penny stocks and the 
proliferation of SPACs (special purpose acquisition companies).  Margin 
debt, borrowed money used by brokerage customers to leverage their 
bets, is up 42% over the past 12 months, and bullish options by retail 
traders are up 16-fold relative to averages over the past two decades. 

Wall Street insiders used to fuel bull markets.  Now it appears that 
entrepreneurs, rappers and rock stars … Mark Cuban, Elon Musk, and 
Snoop Dog for example … are the new outsiders influencing retail traders.  
Their influence almost certainly motivated trading in bitcoin, dogecoin, 
and GameStop. 

Analysts, economists, strategists and portfolio managers still play 
the roles of clairvoyants, even though they are just guessing like 
the rest of us.  I’m not sure why the predictions of today’s 
powerful insiders should be any more accurate than those of the 
insiders who came before them. 

Jason Zweig – WSJ 2/12/21 

Bitcoin reached a total market value of $1 trillion this month.  (Privately 
held gold, by comparison, has a total market valuation of $2.7 trillion.)  
Determining the value of bitcoin is a difficult proposition.  It appears to be 
a commodity … or is it more like a currency?  Some view it as a store of 
value, like gold.  Regardless of how you look at it, bitcoin is a 
nontraditional asset that is very volatile and quite speculative.   



Bitcoin is a software program designed to facilitate online 
exchange, to mimic cash, without the need for a bank or other 
middleman to guarantee the exchange. 

Paul Vigna – WSJ 2/20/21 

It is estimated that nearly 80% of bitcoin is held by long-term investors, so 
only about 20% is actually in circulation.  A recent survey found that only 
5% of finance executives plan to hold bitcoin as an asset in 2021, while 
84% never intend to buy it in the first place.  J.P. Morgan estimates that 
only about $11 billion of professional money has entered the bitcoin 
market since September.   

It’s a difficult asset class to value.  What is driving bitcoin’s price 
isn’t some fundamental value proposition, but instead simple 
retail-driven momentum trading. 

Nikolaos Panigirtzoglou, J.P. Morgan – WSJ 2/20/21 

News on the virus front has been encouraging, with vaccine doses 
outpacing infections, while total hospitalizations and deaths continue to 
decline.  Still, the economic recovery is a work in process, with the labor 
market remaining 9.9 million jobs shy of prepandemic levels. 

Massive stimulus has resulted in excess liquidity, which is feeding asset 
prices.  Heightened speculation suggests that current stock valuations 
already reflect a full economic recovery.  All this implies that investors 
should control their emotions and keep a healthy level of skepticism.   

Daniel G. Corrigan, CPA/PFS, CFP® 


