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Happy New Year! Believe it or 
not, in just two months we will 

be a full year into the coronavirus 
pandemic, and all the chaos and un-
certainty it has wrought. By that time, 
we may have a clearer picture about 
how things are going to shake out for 
the economy and financial markets in 
2021. In the meantime, it’s important 
to continue making safety a top prior-
ity when it comes to your physical, 
mental, and financial health. While 
there are many reasons to be opti-
mistic, there are also many challenges 
still ahead. 

As 2020 ended, it certainly 
seemed that Wall Street was feeling 
optimistic about the new year. Stock 
prices hit all-time highs on the very 
last day of trading. What’s more, the 
S&P 500 index finished the year up 
16.3% while the tech-heavy Nasdaq 
grew by nearly 44%. In fact, the stock 
market has been booming since early 
November, hitting numerous new 
record highs despite growing chal-
lenges that have carried over into the 
new year. These include surging 
Covid-19 cases and deaths, high un-
employment, lingering worries about 
the pace and strength of the econom-
ic recovery, and a vaccine rollout 
that’s moving much slower than ex-
pected.1 

However, there have also been 

some positive developments, and big 
investors have stayed laser-focused 
on the good news while mostly 
shrugging off the bad, as they have 
since the start of the pandemic. One 
major bit of good news was the ap-
proval of a coronavirus vaccine — 
two in fact! Another was the release 
(at last) of a second round of econom-
ic relief by Congress. The $900 billion 
stimulus package was a follow-up to 
the $2.2 trillion CARES Act approved 
last March. It was signed into law two 
days after Christmas and is seen by 
many economists as vital to keeping 
the recovery moving forward until 
the pandemic is under control. What’s 
more, many believe president-elect 
Joe Biden and his administration will 
introduce yet another stimulus pack-

age sometime soon after his inaugura-
tion on January 20th.2 
Bumps in the Road 

Big investors clearly like the idea 
of more stimulus, as proved by fact 
that the Dow and S&P both shot to 
new record highs again in response 
to the surprise results of the hotly 
contested Senate runoff race in Geor-
gia on January 5th.3 Democrats 
gained two seats in the election, giv-
ing them majority power in the Sen-
ate and greatly improving the odds 
that Biden’s plan for more economic 
relief will be approved. Historically, 
Wall Street prefers a divided govern-
ment, and many thought a Democrat-
ic sweep in Georgia might trigger a 

Continued on page 2

Assessing Your Risk Tolerance

While investors want the high-
est returns possible, returns 

compensate you for the risks you 
take — higher risks are generally re-
warded with higher returns.  Thus, 
you need to assess how much risk 
you are willing to take to obtain po-
tentially higher returns.  However, 
this can be a difficult task.  It is one 
thing to theoretically answer ques-
tions about how you would react in 
different circumstances and quite 

another to actually watch your in-
vestments drop in value.  What you 
are trying to assess is your emotion-
al tolerance for risk, or how much 
price volatility you are comfortable 
with.  Some questions that can help 
you gauge your risk tolerance in-
clude: 
• What long-term annual rate of 

return do you expect to earn on 
your investments?  Your answer 
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Wall Street Clings

market drop. However, once again 
we saw investors ignore the potential 
negatives and focus on the positive. 
At the same time, the prospect of full 
Democratic power and more stimu-
lus did trigger some nervousness in 
the bond market, sending long-term 
interest rates slightly higher. The 
yield on the 10-Year Treasury rate 
topped 1% for the first time since last 
March.4 

What might all of this mean for 
the weeks and months ahead? Well, 
the potential for more nervousness 
throughout all the markets certainly 
exists, and there are several issues 
that could trigger it. One is the re-
lease of earnings reports for 2020’s 
fourth quarter — which could lead to 
some stock-specific volatility. Anoth-
er is the weekly release of unemploy-
ment data, which began trending in 
the wrong direction last November. 
Jobless claims remain far above pre-
pandemic levels, and hiring has 
shown signs of slowing.5 Also, the 
first of eight Federal Reserve meet-
ings scheduled for 2021 will take 
place this month. Finally, there is In-
auguration Day, and all the questions 
about what Joe Biden’s presidency 
will mean for the economy and finan-
cial markets going forward. Though 
he’s unlikely to propose any tax hikes 
while the pandemic is still an issue, 
raising corporate and payroll taxes 
are ultimately part of his economic 
plan. Even though he’s said he has no 
plans to order another national coro-
navirus lockdown, that could change 
if infection rates continue to outpace 
the vaccine rollout. 

The Fed Factor 

As for those Federal Reserve 
meetings, they’re always closely 
watched by Wall Street. The good 
news this year is that they’re not ex-
pected to have much impact on the 
markets. As you know, the Fed 
slashed interest rates to near zero last 
March in response to the pandemic, 
and announced open-ended quantita-
tive easing. The stock market loves 
low interest rates and artificial stimu-
lus, and these measures are likely to 
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remain in place for the foreseeable fu-
ture. In fact, the Fed has signaled it 
will hold its benchmark rate to a 
range of 0 to 0.25% until at least 2023, 
even if the economy gets back on 
track and inflation hits its target goal 
of 2% before that time.6 

With low interest rates and artifi-
cial stimulus likely here to stay, many 
analysts believe the stock market will 
continue to show the kind of resilien-
cy it has shown throughout the pan-
demic. More new record highs could 
be in store. However, it seems unlike-
ly stock values could continue notch-
ing much higher without real 
corporate earnings finally starting to 
catch up in a big way. Could that 
happen this year? Well, anything is 
possible. There are some genuine rea-
sons for optimism: vaccines are being 
delivered, the political picture is more 
clear, and the economic relief that 
millions of Americans and businesses 
need is on the way. 

There are also still plenty of 
major challenges, any one of which 
could quickly undercut investor opti-
mism and send the markets back into 
correction territory. Some analysts be-
lieve it could happen before April, 
which — as we’ve noted before — 
could create a good buying opportu-
nity for certain investors with the 
right risk tolerance. The bottom line 

is that it remains essential, especially 
in this early part of the year, to know 
that your financial strategy is still 
aligned with your personal risk toler-
ance, and set up to help you protect 
your downside and/or take advan-
tage of potential new opportunities in 
the coming year! 
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Peak Capital Management is registered as an 
Investment Advisor with the state of Florida.  
Information presented is for educational pur-
poses only and does not intend to make an 
offer or solicitation for the sale or purchase of 
any specific securities, investments, or in-
vestment strategies. Investments involve 
risk and unless otherwise stated, are not 
guaranteed. Be sure to first consult with a 
qualified financial advisor or tax professional 
about your specific financial situation before 
implementing any strategy discussed herein.

Overdiversification

D iversify.  Diversify.  Diversify.  
While this investment advice 

seems to be continually discussed, 
it is possible to overdiversify, 
which can lead to lackluster re-
turns.  Thus, it is important to 
know the difference between 
healthy diversification and excess 
diversification. 

The primary benefit of diversi-
fication for your portfolio is to 
spread market risk over different 
stocks in a way that will decrease 
the impact any one stock will have 
on your total return.  With an ap-
propriate level of diversification, 
your overall return will not be sig-
nificantly impacted if one or even 
a few investments do not perform 

as expected. 
Thus, it is not just the number 

of investments you hold that im-
pacts your return, but how they in-
teract with one another.  If you keep 
adding investments that react to the 
market in the same way, you are not 
really diversifying.  You are just 
adding similar investments to your 
portfolio. 

Adding too many investments 
to your portfolio also makes them 
more difficult to monitor.  With too 
many investments to keep track of, 
it is more likely that you will miss 
important information.   

Please call if you’d like to re-
view the level of diversification in 
your portfolio.     zxxx



Risk Tolerance

will help determine the types of 
investments you need to choose 
to meet that target.  Review his-
torical rates of return as well as 
variations in those returns over a 
long time period to see if your es-
timates are reasonable.  Expect-
ing a high rate of return may 
mean you’ll have to invest in 
asset classes you aren’t comfort-
able with or that you may be fre-
quently tempted to sell.  A better 
alternative may be to lower your 
expectations and invest in assets 
you are comfortable owning. 

• What length of time are you in-
vesting for?  Some investments 
such as stocks should only be 
purchased for long time hori-
zons.  Using them for short-term 
purposes may increase the risk in 
your portfolio, since you may be 
forced to sell during a market 
downturn. 

• How long are you willing to 
sustain a loss before selling?  
The market volatility of the past 
several years will give you some 
indication of how comfortable 
you are holding investments with 
losses. 

• What types of investment do 
you own now and how comfort-
able are you with those invest-
ments?  Make sure you 
understand the basics of any in-
vestments you own, including 
the historical rate of return, the 
largest one-year loss, and the 
risks the investment is subject to.  
If you don’t understand an in-
vestment or are not comfortable 
owning it, you may be tempted 
to sell at an inopportune time.  
Over time, your comfort level 
with risk should increase as you 
better understand how risk im-
pacts different investments. 

• Have you reassessed your finan-
cial goals recently?  Periodically, 
your financial plan may need to 
be revamped.  Otherwise, you 
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Why Have an Asset Allocation Strategy?

Y our asset allocation strategy 
represents your personal deci-

sions about how much of your port-
folio to allocate to various 
investment categories, such as 
stocks, bonds, cash, and others.  
When stock market returns were 
above average for an extended peri-
od, investors did not have much in-
terest in asset allocation. Then, the 
best strategy seemed to be only 
owning stocks.  But investors are 
again focusing on asset allocation.  
Some of the advantages of an asset 
allocation strategy include: 
• Providing a disciplined ap-

proach to diversification.  An 
asset allocation strategy is anoth-
er name for diversification, an 
important strategy for reducing 
portfolio risk.  Since different in-
vestments are affected differently 
by economic events and market 
factors, owning various types of 
investments helps reduce the 
chance that your portfolio will be 
adversely affected by a particu-
lar risk type. 

• Encouraging long-term invest-
ing.  An asset allocation strategy 
is designed to control your port-
folio’s long-term makeup.  It 
should not change based on eco-
nomic conditions or market fluc-
tuations. 

• Eliminating the need to time in-
vestment decisions.  Market tim-
ing is a difficult concept to 
implement.  Not only do invest-
ment professionals have a diffi-
cult time accurately predicting 
the market’s movements, but 
waiting for the perfect time to in-

vest keeps many investors on 
the sidelines.  With an asset allo-
cation strategy, you don’t have 
to worry about timing the mar-
ket; you just have to ensure 
your investments stay within 
the proper percentages. 

• Reducing the risk in your port-
folio.  Investments with higher 
returns typically have higher 
risk and more volatility in year-
to-year returns.  Asset allocation 
combines more aggressive in-
vestments with less aggressive 
ones.  This combination can 
help reduce your portfolio’s 
overall risk. 

• Adjusting your portfolio’s risk 
over time.  Your portfolio’s risk 
can be adjusted by changing al-
locations for the different invest-
ments you hold.  By anticipating 
changes in your personal situa-
tion, you can make those 
changes gradually. 

• Focusing on the big picture.  
Staying focused on your asset 
allocation strategy will help pre-
vent you from investing in as-
sets that won’t help accomplish 
your goals.  Rather than invest-
ing in a haphazard manner, it 
gives you a framework for mak-
ing investment decisions. 

Your asset allocation strategy 
will depend on a variety of factors 
unique to your situation, including 
your risk tolerance, return expecta-
tions, investment period, and in-
vestment preferences. Please call if 
you’d like to discuss asset alloca-
tion in more detail.     zxxx

may find you won’t have suffi-
cient resources in the future to 
meet your goals.  Based on your 
current investment values, deter-
mine what needs to be done to 
meet your financial goals.  You 
may need to save more, change or 
eliminate some goals, or delay 
your retirement date. 

• Do you understand ways to re-
duce the risk in your portfolio?  

While all investments are subject 
to risk, there are some risk 
reduction strategies you should 
consider for your portfolio.  These 
strategies include diversifying 
your portfolio, staying in the mar-
ket through different market cy-
cles, and investing consistently. 

Please call if you’d like help as-
sessing your risk tolerance.     zxxx
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                                                                            Month-end
Indicator                                   Oct-20  Nov-20  Dec-20   Dec-19  Dec-18
Prime rate                                    3.25        3.25        3.25        4.75       5.50
3-month T-bill yield                   0.10        0.09        0.10        1.52       2.47
10-year T-note yield                   0.88        0.84        0.93        1.92       2.89
20-year T-bond yield                 1.43        1.37        1.45        2.25       3.03
Dow Jones Corp.                        2.23        2.01        1.93        2.84       4.40
GDP (adj. annual rate)#           -5.00    -31.40    +33.40     +2.10     +2.20
                                                         Month-end % Change
Indicator                                Oct-20     Nov-20     Dec-20    2020   2019
Dow Jones Industrials       26501.60  29638.64  30606.48      7.2%   22.3%
Standard & Poor’s 500         3269.96    3621.63    3756.07    16.3%   28.9%
Nasdaq Composite             10911.59  12198.74  12888.28    43.6%   35.2%
Gold                                        1881.85    1762.55    1887.60   23.9%   18.8%
Unemployment rate@                7.90          6.90          6.70   91.4%    -5.4%
Consumer price index@        260.28      260.39      260.23     1.2%     2.1%

# — 1st, 2nd, 3rd quarter  @ — Sep, Oct, Nov   Sources:  Barron’s, Wall Street Journal
Past performance is not a guarantee of future results.

18-Month Summary of Dow Jones
Industrial Average, 3-Month T-Bill

& 20-Year Treasury Bond Yield
July 2019 to December 2020
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Know When to Exit
Everyone purchases investments with the expecta-

tion that the price will go up, earning profits on that in-
vestment.  Unfortunately, that doesn’t always happen, 
making it necessary to develop an exit strategy. 

It can be difficult to decide when to sell regardless 
of whether your investment is increasing or decreasing, 
but more damage can be done to your portfolio’s re-
turns when the investment is decreasing.  Investors hate 
selling investments at a loss, which makes it emotionally 
difficult to do. 

Write down your reasons for purchasing an invest-
ment and when you will sell.  That could include both 
upside and downside sell criteria.  As an investment is 
declining, it is common to come up with excuses to 

delay selling — it’s a temporary setback, wait until next 
week, wait until earnings are reported, etc.  Then, the 
further the investment declines, the more likely you will 
want to wait for the investment to turnaround before 
selling.  That is how large losses are incurred.  

Instead, set a firm sell guideline, which will ensure 
that you don’t incur substantial losses.  For instance, 
you might sell an investment when it declines by 5% of 
your purchase price.  While it will probably still be 
painful to sell the investment at a loss, this will ensure 
that you don’t incur major losses in your portfolio.  You 
have effectively put a cap on your losses. 

Please call if you’d like to discuss exit strategies for 
your investments.           FR2020-0915-0028
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