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A SHORT-TERM CORRECTION
WON'T CHANGE THE MARKET'S
LONG-TERM POSITIVE OUTLOOK
2020 was an up-and-down, and then up again year
for the market.

2020 was an up-and-down, and then up again
year for the market. While the coronavirus tore
through the United States, stocks experienced a
V-shaped recovery, ultimately reaching record
highs to end the year.

Cybersecurity &
How to Stay
Secure Working
from Home

Now, it appears that stocks could be expensive,
and even though the long-term outlook for the
US economy is positive, it seems increasingly
likely a short-term correction is in the cards.

US MARKET COMMENTARY

STOCKS MAY BE
OVERVALUED
The price of equities in the past several months has risen more quickly than the overall
economic recovery. As a result, it appears stock prices could be temporarily overvalued at
this juncture, given that the economy has not had an opportunity to catch up. The
coronavirus vaccine has started to roll out across the world, but time is still needed to
create enough immunity where economic conditions can revert back to their pre-pandemic
levels. Additionally, the emergence of COVID-19 variations could alter the timeline for herd
immunity, thereby eating further into a 2021 recovery.
Stock prices are currency taking into account the best of all scenarios: a coronavirus
vaccine to generate a quick recovery from the pandemic, low interest rates to maintain
business growth, and increased stimulus from the federal government. And while all of
these are helping to keep the market at or near all-time highs, there is reason to believe a
short-term pullback is highly likely.
When looking at the current valuation of stocks against their earnings, the majority of
stocks appear to be overvalued. As of January 15, the S&P 500 is closing in on a P/E ratio
that is 75% higher than its historical average. The only other time P/E was above this level
was during the 2000 internet bubble, after which time the market quickly came back down
to earth.

SOURCE: HTTP://WWW.CURRENTMARKETVALUATION.COM/MODELS/PRICE-EARNINGS.PHP
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We still believe that 2021 earnings will be positive as compared to last year, but it appears
equity prices have already taken this into account as seen in the overall P/E of the market.
The technology sector is particularly concerning because stocks are trading at
astronomical levels. Should earnings disappoint, stocks could take a temporary tumble as
positive news is already priced into the market.
In short, because equities already seem to be overvalued (or at the very least, valued at the
height of positivity), there is not much more room for growth in the equity market today.
This is more likely to lead to a short-term cooling off period for stocks before the global
economy can catch up to valuations and push prices forward in the long-term.

Positive long-term outlook
While there is reason to believe a short-term market correction could be upon us, this
doesn’t take away from the positive outlook we have on the market as a whole. A
combination of economic indicators and massive government stimulus point to signs of
good things to come for the market.
For one, the incoming Democratic leadership is almost certain to increase government
spending and support growth in infrastructure and job creation. Massive stimulus nearly
always results in strong economic data and rising markets. A new fiscal stimulus plan is
almost a certainty, which will serve as a boost to many areas of the economy that
desperately need it.
After a rough year, corporate earnings for 2021 are likely to see strong growth as the global
economy has, on a whole, recovered quickly. Earnings for the fourth quarter of 2020 may
continue to lag, yet the coming year is almost certain to see consumers get back to prepandemic spending levels. Some analysts believe that this could lead to a 17% growth in
year-over-year corporate earnings for the first quarter, and a 46% jump for the second
quarter.
Last, one of the biggest economic fears of the coronavirus was that it would wreak havoc
on employee productivity, which would lead to a severe downturn in GDP growth in the
long-term. Yet, employees have adjusted to work-from-home environments very quickly,
and worker productivity has been better than expected.

A PULLBACK
ISN'T ALL BAD
In the current market environment, where
investors are pouring capital into equities at
high valuations, it is perfectly normal to have
a drawdown in prices before heading higher.
At current valuations, equities are in a highrisk, low-reward scenario, with little room for
upside growth, and the potential for losses if
economic figures aren’t as positive as
expected.
And because the coronavirus vaccine rollout
has been slower than expected, recent
earnings and economic data may in fact be
weak. This could dash the hopes of a
continued surge in equities.
A pullback will give this overheated market some time to cool off before
moving forward. We still fully expect that by the early fall a majority of the
country will be vaccinated.
Previously decimated industries like travel, leisure, and dining shouldl come
back with a vengeance. This, along with a massive stimulus bill out of
Washington, will continue to move the country’s economy forward and help
maintain solid levels of growth for the year.

"A pin lies in wait for every bubble. And when the
two eventually meet, a new wave of investors
learns some very old lessons: speculation is most
dangerous when it looks easiest."
-Warren Buffett

A TRUST PRIMER

Many of us may perceive trusts as a complex subject better left to our
attorney. However, a trust is simply a contract initiated by a grantor who
agrees to transfer assets to a beneficiary, who then receives the assets as
stipulated in the trust contract. A trustee, who may also be the grantor,
manages the trust assets and ensures the stipulated terms of the trust are
faithfully executed.
A trust is designed to help individuals manage a variety of family and taxrelated estate planning concerns.
Here are a few ways in which trusts can be used:
Revocable Living Trust:
A revocable living trust is an estate planning trust that deeds property to an
heir but allows the grantor to retain control over the property during his or
her lifetime.
Upon the grantor's death, the property passes to the beneficiary,
avoiding probate, which is the judicial process wherein a court appoints an
executor to carry out the provisions of a will.
While the revocable living trust does not provide tax savings for the grantor
during his or her lifetime, the trust becomes 'irrevocable' upon death, and
the beneficiary is then entitled to tax advantages.
Irrevocable Living Trust:
An irrevocable living trust is an estate planning trust wherein the grantor
does not retain control of assets or property.
Through the transfer of assets or property into the trust, the grantor may
be eligible for certain tax savings. An irrevocable living trust may also be
used to avoid probate.
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Irrevocable Life Insurance Trust (ILIT):
An irrevocable life insurance trust is designed to provide tax savings
through the ownership of a life insurance policy. Assets in the trust are
generally not considered part of the grantor's estate.
ILITs may be funded or unfunded. With a funded ILIT, income-generating
assets are transferred into the trust, and the generated income is then used
to pay the premiums on the life insurance policy. With an unfunded ILIT,
the grantor makes yearly gifts to the trust, and this money is then used to
pay the premiums on the life insurance policy.
Credit Shelter Trust:
A credit shelter trust, also called a bypass trust, is an estate planning tool
used to protect assets from successive estate taxes.
While current law permits an unlimited amount of assets and property to
pass to a surviving spouse without being subject to Federal estate taxes,
children and other beneficiaries must pay taxes for inheritances valued in
excess of the applicable estate tax exclusion amount, which is $5.43 million
per individual in 2015.
If a married couple wishes to take advantage of a credit shelter trust, they
generally arrange for certain assets to pass into the trust for the benefit of
the surviving spouse, rather than passing all assets directly to the
spouse.
This trust, which would not be considered part of the surviving spouse's
estate—and generally does not exceed the applicable exclusion amount—
may pay the surviving spouse income for life and then, upon his or her
death, may pass to a beneficiary, such as a child, free of estate taxes if
under the exclusion limit.
In addition, the gross estate of the surviving spouse upon his or her death
could pass to the same beneficiary, and up to $5.43 million in 2015 would be
free of estate taxes.
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Charitable Remainder Trust (CRT):
A charitable remainder trust is an
arrangement in which assets are donated
to a charity but the grantor continues to
use the property and/or receives income
from it.
A CRT may allow the grantor to avoid
capital gains taxes on highly appreciated
assets;
receive an income stream based on the
full, fair market value (FMV) of those
assets; receive an immediate charitable
deduction; and ultimately, benefit the
charity of his or her choice.
Dynasty Trust:
This trust is often used by individuals to
pass wealth to their grandchildren free of
generation-skipping transfer taxes.
A trust can be an effective way to
accomplish your long-term estate
planning goals, but often involve
complicated tax laws.
Consult with your tax and legal
professionals about your particular
situation and how a trust may enable you
to share your wealth with family, friends,
or charities.

IN THE NEWS:

CYBERSECURITY
Cyberattacks are on the rise amid work from home – how to protect your business
Experienced outdoor athletes know that with winter rapidly approaching, the secret to
success lies in protecting the core. That is, the body’s core temperature through layering,
wicking and a host of ever-improving technical fabrics that prevent the cold, snow and ice
from affecting performance.
The same could be said for cybersecurity. With organizations and workers now in their
ninth month of COVID-19, the time has come to prepare as the threat of
cyberattacks becomes even more menacing.

Cybersecurity experts predict that in 2021, there
will be a cyberattack incident every 11 seconds.
This is nearly twice what it was in
2019 (every 19 seconds), and four times the rate
five years ago (every 40 seconds in 2016). It is
expected that cybercrime will cost the global
economy $6.1 trillion annually, making it the
third-largest economy in the world, right behind
those of the United States and China.
As the ongoing pandemic has a larger segment of
the population working from home —
with all of its attendant distractions — and the
setting is ripe for exploitation.
The humble home router has become the surface
attack, and the harried, hurried, tired and
stressed employee the target of choice. It’s no
wonder that within months of the pandemic’s
first lockdown, over 4,000 malicious COVID sites
popped up on the internet.
The pandemic has forced organizations to
innovate and adapt even more rapidly. Education,
medicine, travel, retail and food services are but
a few industries that have been radically
transformed by COVID-19.
Unfortunately, innovation and security rarely
travel together.
What can organizations do to prepare then? It
boils down to protecting the core: the
people, processes and data that are the most
critical to the organization.
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Protecting people
People bring their personal habits, good and bad, into their professional
lives. People who re-use passwords for different online shopping sites or use
weak, easily remembered passwords (pets’ names, anyone?) tend to be similarly
lax when creating or using enterprise passwords and databases. They have and
will likely continue to click on phishing emails and engage (innocently or not)
in potentially destructive practices.
For them, winterizing means ongoing formal training programs and monitoring to reduce
the probability of accidental disclosures or malicious uploads. If they happen to be in
sensitive positions, with access to confidential data, it means an extra layer of vigilance,
and perhaps even restrictions and advanced tools like multi-factor authentication.
For executives and directors, it means ensuring they are familiar and compliant with
privacy and other regulations. In sum, organizations need to spend even more time
attending to its employees as they work remotely, not less.
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Protecting processes
Organizations should allocate resources into their priorities seems like an
obvious statement. However, if the business model has completely shifted, have
organizational processes led or lagged? Too often, in times of rapid change, processes lag,
leaving ad hoc ones to emerge. Without identifying them, it’s hard to understand risks.
Therefore, it is incumbent on an organization’s information technology (IT) department to
constantly monitor, review and update procedures.

Shadow IT are applications or software used by an individual on a computer without the
knowledge or approval of IT services, such as a game or a shopping browser
extension. At best, nothing untoward happens. At worst, the unvetted software
causes a system crash or enables surveillance software or malicious code to be
uploaded.
Shadow IT might be unavoidable, especially as computers might be used by many people in
the home for many reasons, known vulnerabilities can and should be monitored by the
organization, and communicated clearly to all employees.
It might also mean that organizations provide protected and locked computers to homebound employees

Protecting data
The final and most important area to protect is
the organization’s data.
Managers, executives and directors need to have
a firm grasp on the data that the organization
possesses, processes and passes on.
A recent study revealed that companies share
confidential and sensitive information with over
500 third parties. The first step in protection is
to conduct an inventory, and if necessary,
parsing of these third parties.
Secondly, organizations need to keep abreast of
industry benchmarks in cybersecurity,
namely trends in the frequency, changing nature
of and severity of attacks.
They can then compare themselves and adjust
resources accordingly. This includes keeping
track of three key metrics:
1. the time it takes to detect an attack
2. the time it takes to respond to it
3. the time it takes to resolve any damage
Finally, conversations around cybersecurity need
to go beyond the fatalistic discourses
that characterize most discussions, especially
during the dark days of winter.
Like a warm coat, or winter tires, investments in
cyber-resiliency can foster growth and positive
performance. Cyberattacks are on the rise.
Like the athlete that dresses and prepares for the
weather, organizations can be proactive in
continuously strengthening people, processes
and data.

