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AND FINANCIAL MARKETS  
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Consulting Economist 

 
The outlook for world financial markets in 2021 will be driven by the path of 

coronavirus infections and hospitalizations, vaccine distribution, Federal Reserve 

policy, and fiscal policy. In addition, the course of domestic politics and government 

policy will play an unusually large role in shaping economic and investment trends. 

This Special Report explores the impact of domestic politics and government policy 

on the economic outlook. 

 

▪ The initial thrust of policy pronouncements from the Biden administration has 

revealed few surprises. Biden’s executive orders regarding the Paris Climate 

Accord, the Keystone pipeline, oil and gas leasing on federal lands, and fiscal 

policy initiatives were widely expected.  

 

▪ Investors should be prepared for additional regulatory initiatives over the next two 

years. Regulatory policy changes are likely to be concentrated in several 

industries, most notably health care, energy, technology, and the financial sector. 

Next in importance following pandemic and economic relief, the most urgent 

priority of President Biden appears to be health care reform.  

 

▪ While these four sectors are vulnerable to regulatory change, the impact on the 

overall economy is likely to be mild. The most important drivers of economic 

growth this year will be fiscal policy, monetary policy, the magnitude of recovery 

in the labor market, and trends pertaining to the pandemic, vaccine distribution, 

and a reopening of the economy. 

 

▪ Relations within an evenly split Congress is another critical variable in the 

outlook. Preservation of the filibuster rule – at least over the next two years – is a 

positive development for business and financial markets because it minimizes 

the odds of major progressive legislative changes. 

 

▪ In the absence of a 60-vote majority in the US Senate, Democrats will need to 

use the budget reconciliation process to pass legislation with only a 51-vote 

majority. In practical terms, President Biden will still be able to win important 

legislative gains, but sweeping legislative initiatives – such as a Green New Deal 

– will prove to be elusive. Biden’s American Rescue Plan, expansion of the 

Affordable Care Act, and partial repeal of the Trump tax cuts should be 

achievable. 

 

 

Financial markets could 

remain under pressure for 

another several months until 

there are more promising 

signs regarding economic 

growth. Major uncertainties 

that need to be resolved 

include the effect of the 

new UK and South African 

variants on infections; the 

timing of a more rapid 

distribution of vaccines; the 

efficacy of existing vaccines 

against the new variants; 

and the nature of the new 

fiscal stimulus package 

emerging from Congress. 
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▪ President Biden’s $1.9 trillion American Rescue Plan is likely to be passed by 

Congress no later than April, slightly delayed by the Trump impeachment trial. 

While it is unlikely that Congress will appropriate funds for the entire package, 

much of the bill should be passed.  

 

▪ As a reminder, the $900 billion COVID-relief package signed into law late last 

year should support economic activity over the next several months until a new 

spending bill is passed. The relief package provides funds for individuals, small 

businesses, and unemployed workers. 

 

▪ Although tax increases are virtually assured of passage, the amount and timing 

will remain uncertain for at least several months. The final tax bill will likely 

include increased taxes on wealthy individuals, capital gains, and corporations, 

but specifics are impossible to predict.  

 

▪ However, there is some visibility with respect to timing: Until the economy is on 

a more solid foundation, tax increases are highly unlikely. To avoid unnecessary 

damage to the economy, Congress is likely to defer passage of tax legislation 

until very late this year or early 2022.   

 

▪ There have also been significant developments pertaining to the pandemic, the 

two most important involving vaccines and mutations of COVID-19. New variants 

originating in the UK, Brazil, and South Africa can produce a more transmissible 

pathogen that threatens to trigger an escalation in infections. 

 

▪ At the same time, there is mixed news on the vaccine front. The bad news is that 

vaccine distribution continues to lag, creating a supply shortfall. The good news 

is that there should be four available vaccines within the next month or two. Both 

Novavax and Johnson and Johnson should soon receive FDA approval to augment 

the already approved mRNA vaccines produced by Pfizer and Moderna. 

 

▪ The critical issue involving a full reopening of the economy comes down to 

timing. The next several months could be challenging until all four vaccines are 

in full production and until the Biden administration is able to achieve greater 

coordination between the federal government and local officials. However, 

conditions could improve significantly by the spring and summer months, as 

vaccinations for the world population begin to increase exponentially. 

 

▪ The US economy remains in a holding pattern, with GDP growth stabilizing at 

around 4% and labor market conditions remaining depressed. However, the 

economy will approach a major inflection point around midyear. GDP could 

potentially expand at a 6% to 8% annual rate during the second half of this year, 

as public health conditions improve and as additional fiscal stimulus propels 

spending and output. Additional growth of 6% is possible in 2022. 
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▪ Corporations continue to report strong earnings. Nearly one-half of companies in 

the S&P 500 have reported fourth quarter earnings, with more than 80% 

exceeding Wall Street estimates. Compared with a projected decline of 10%, 

actual reported earnings are flat with year-ago levels. 

 

▪ Financial markets could remain under pressure for another several months until 

there are more promising signs regarding economic growth. Major uncertainties 

that need to be resolved include the effect of the new UK and South African 

variants on total infections; the timing of a more rapid distribution of vaccines; 

the efficacy of existing vaccines against the new variants; and the size and 

content of the new fiscal stimulus package emerging from Congress. 

 

▪ Coordinated plots regarding civil unrest and insurrection among various right-

wing extremists are worrisome. This form of domestic terrorism has created a 

social climate of extreme anxiety and instability, while undermining sacred 

democratic and constitutional principles. There is no indication that these 

seditious movements are going to fade any time soon. 

 

▪ Fundamentally based investors should not be rattled by the rampant speculative 

frenzy that burst out of control last week, as hedge funds and youthful day 

traders collided. Although times of pronounced market speculation and instability 

can be unsettling, long-term buy-and-hold investors should not be affected by 

this increase in market volatility and speculative activity.  

 

▪ The asset bubble that intensified last week was manifested in a handful of 

heavily shorted individual stocks with weak fundamentals, and was driven by day 

traders rather than institutional investors. The mania associated with the 

developments of last week could persist for a while longer but should not greatly 

alter the long-term direction of the equity market, which as always will be driven 

by company earnings and interest rates. 

 

▪ Notable signs of excess valuations within the S&P 500 are the biggest problem 

facing equity investors. Asset bubbles are always rooted in excess liquidity and 

will remain a concern until the current thrust of Federal Reserve policy is 

reversed and excess liquidity within the financial system is fully absorbed. 

 

▪ Beyond the next several months of heightened volatility, financial markets could 

improve rapidly as investors begin to discount escalating economic and profit 

growth over the next 12 to 18 months. Common stocks should massively 

outperform bonds in both 2021 and 2022. 
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This material is intended to provide information only. This material is not intended as advice or recommendation about investing or managing your retirement 
savings. By sharing this information, Prudential Retirement® is not acting as your fiduciary as defined by the Department of Labor or otherwise. If you need 
investment advice, please consult with a qualified professional. 
 
The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as 
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding 
the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned 
herein, the recipient(s) of this report must make its own independent decisions. 
 
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory 
trends as of the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or 
contemplated in such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No 
representation or warranty is made as to future performance or such forward-looking statements. 
 
The financial indices referenced herein are provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding 
such indices has been obtained from sources believed to be reliable but has not been independently verified. 
 
S&P 500® Index: Measures the performance of 500 widely held stocks in US equity market. Standard and Poor's chooses member companies for the index 
based on market size, liquidity and industry group representation. Included are the stocks of industrial, financial, utility, and transportation companies. Since 
mid-1989, this composition has been more flexible and the number of issues in each sector has varied. It is market capitalization-weighted. 
 
These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial 
instrument or any investment management services and should not be used as the basis for any investment decision. Past performance is 
not a guarantee or reliable indicator of future results. 

The information provided is not intended to provide investment advice and should not be construed as an investment recommendation by Prudential 
Financial or any of its subsidiaries.         
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