
When we rang in the New Year, it was clear that 2021 was going to be a year of
transit ion. The pace of the vaccine rol lout has appropriately dominated headl ines, the
U.S. inaugurated a new President, and with that, a change in Capitol Hi l l ’s pol it ical
majority. The Biden-led administration has made vaccines a prior ity in an effort to
accelerate economic reopening and thwart a bui lding threat of new variants. Entering the
second quarter, the U.S. was administering over 3 mi l l ion doses per day and had 64.4
mil l ion people ful ly vaccinated. 

The increase in the rate of vaccinations has fueled optimism for a reemergent U.S.
economy. Value-oriented stocks, which typical ly have lower valuation metrics and higher
dividends, are often more cycl ical in nature and are poised to benefit most from strong
economic growth. Since the init ial eff icacy results of the Covid-19 vaccine were
announced in November, economic sectors more sensit ive to macroeconomic changes
have been ral ly ing. The Energy Sector stocks of the S&P 500 combined to return over
70% since November after being the worst performing sector of 2020. The recovery in
industr ies of pandemic losers has benefited stocks of Air l ines, Retai l  and Office REITs ,
as wel l  as Hotels, Resorts, and Cruise Lines (see chart on page 2). On the f l ip side,
Onl ine Retai l ,  Home Improvement, and stocks of the Information Technology sector, took
a quick breather in the f irst quarter after a very robust 2020.

Whi le Americans’ optimism may be fueled by the efficacy of the vaccine, the investment
markets have received their own shot in the arm by pol icymakers in Washington D.C.
Shortly after being sworn in, the Biden administration passed a $1.84 bi l l ion f iscal rel ief
bi l l  through the American Rescue Plan (ARP).  This rel ief package, the 6th f iscal package
of the pandemic, is intended to support households that have been hardest hit by job
losses during the pandemic. Data suggests that it is the lowest earners that have been
disproportionately impacted by job losses in the last year. The ARP includes both direct
payments to these households along with extended unemployment benefits, providing
cash to U.S. consumers to spend. 

I t  is unclear if that money wi l l  be spent. During the pandemic, many consumers increased their
savings. Analysts have estimated that U.S. households have accumulated over $1.6 tr i l l ion in
addit ional savings. These savings are at least partial ly due to the lack of opportunity for the
American consumer to spend money due to economic closures. Pent-up demand for travel,
dining out, and other in-person entertainment is l ikely to rebound sharply as restr ict ions are
l ifted.  Some of the balances in savings accounts wi l l  need to be deployed toward less
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As the U.S. economy emerges from the pandemic, economic
growth and employment recovery should lead to higher stock
prices. The sectors that are more cycl ical in nature, are l ikely to
benefit the most, just as they were the most impacted by a
shuttered economy.  Currently, valuations are anticipating a
strong recovery from companies post pandemic. Stock price
direction wi l l  be dictated for the remainder of 2021 by earnings
growth and the abi l ity for companies to exceed current
expectations.

discretionary items as the rent and mortgage moratoriums end in the fal l .  However, signs of economic growth
are already material iz ing as measured by OpenTable restaurant and air l ine travel reservation bookings, both
spik ing strongly toward the end of the f irst quarter.

Fiscal stimulus can kickstart the economic rebound, but it is employment that needs to recover for it to be
sustained. There has been much discussion around when and how our remote workforce wi l l  return to work,
whether it be back to the office or a hybrid approach, but a more crit ical component is that workers return to the
workforce in any form.  March employment numbers indicate that hir ing is underway. U.S. Nonfarm payrol ls rose
by 916,000 jobs in the month. The stock market wi l l  respond favorably to job growth that continues at that
pace.

"Fiscal stimulus can kickstart the
economic rebound, but it is 
 employment that needs to recover
for it to be sustained."
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The Biden Administration intends to keep momentum in job growth and has unvei led a $2 tr i l l ion plan to address a
deteriorating U.S. infrastructure that has fal len to rank 13th worldwide according to the 2019 World Economic
Forum. This spending plan would be deployed over eight years and would partial ly be funded by a rol lback in the
Trump era corporate tax cut and an increase in income tax rates for high income earners.  The American Jobs
Plan has a long way to go prior to approval, but is an instructive look at the focus of the current administration.

Historical ly when massive amounts of f iscal stimulus have been deployed, inf lation has fol lowed. A rapid recovery
to the economy would put addit ional strain on already fragi le supply chains. Events l ike the cargo ship, Ever Given,
blocking the Suez Canal, can have a dramatic impact on downstream pricing. Inf lationary pressure, or just the fear
of inf lation, would negatively impact stock valuations. A good barometer for investors’ sentiment around inflation
are current interest rates. The 10-year Treasury has steadi ly moved up, now yielding close to 1.7%, but much of
that move is a retrenchment back toward pre-pandemic levels. The Jerome Powel l- led FOMC has stated they would
keep the Fed Funds rate at zero unti l  inf lation has exceeded 2% for a prolonged period. Like market part icipants,
the Fed is closely watching the recovery of employment and wi l l  let inf lation run unti l  the jobs lost in 2020 have
been restored.
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U.S. interest rates are being
impacted by the strength in the
economic recovery. Optimism
from fiscal stimulus and the
stock market ral ly has compel led
investors to shift from safe-
haven government bonds to
more r isky equit ies.
Consequently, the yield on the
benchmark 10-Year Treasury
Note soared to a 14-month high
of 1.77% on March 30, 2021.
Notably, this yield was around
0.9% at the end of 2020.

A BUMP IN INTEREST RATES 

The U.S. Treasury is a key discounting rate used in valuing investments. A higher 10-year rate means a higher
discount rate that reduces the net present value of future company earnings. Moreover, investors are
concerned about higher inf lation in the near term due to strong pent-up demand that may force the Federal
Reserve to raise the benchmark interest rate. Whi le Federal Reserve Chairman Jerome Powel l has stated that
such inflation wi l l  be transitory in nature, investors remain skeptical that spiral ing inflation may force the Fed to
raise the benchmark interest rate sooner than anticipated. Even with the recent r ise in the Benchmark 10-Year
U.S. Treasury Note, it is sti l l  signif icantly lower than its recent high of 3.20% in 2018.

 

Important to note, bond prices move
inversely to bond yields (as yields
rise, bond prices fal l) .  The impact of a
1% move in interest rates can be
dramatic on the price of a bond. Bond
prices have largely benefited over the
last thirty years as interest rates
have decl ined from the high levels of
the 1980s, but the reverse can be
true if interest rates creep up. For
instance, a 1% r ise in interest rates
would result in a negative return of
-7.3% on a 10-Year U.S. Treasury
Note. The chart on the left, put
together by J.P. Morgan, i l lustrates
the impact of a 1% r ise in interest
rates across the yield curve.

With the Federal Reserve intent on
maintaining their accommodative
pol icy, and wi l l ingness to let inf lation
run above a 2% target, we remain
invested in short maturity bonds and
forecast the 10-Year U.S. Treasury
Note to be trading near 2% by the end
of the year.
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Top 10 U.S. Stock Holdings

  
Amazon

  
Microsoft

  
Apple

  
Alphabet

 
Qualcomm  

  
Costco Wholesale

  
Illumina  

  
Walt Disney

  
First Republic Bank

  
Medtronic

The markets continued the momentum
that bui lt in the second half of 2020
and posted sol id results in the f irst
quarter. The S&P 500 was up 6.2% in
Q1. International stocks and smal l
stocks also posted nice returns,
returning 3.6% and 12.7% respectively. It
was the t i lt between value and growth
that was particular ly notable in the f irst
quarter. Value-oriented stocks of the
S&P 500 were up 10.8% whi le their
growth counterparts were up only 2.2%.
This marks a dramatic change in
leadership between the two
classif ication of stocks, one we bel ieve
wil l  continue in the post-pandemic
economy.

We executed both addit ions and
subtractions in our core portfol ios. In
the f irst quarter, we exited posit ions in
U.S. Bank and Hormel Foods. In both
cases, we identif ied more attractive
opportunit ies within the same sector.

In place of U.S. Bank, we added Wel ls
Fargo. We are wel l  aware of the
chal lenges Wel ls Fargo faces as it
rebui lds its image after some very publ ic
missteps. We feel the new management
team at Wel ls Fargo is up to that
chal lenge and can return the company’s
stock to a valuation in l ine with their
peers. We init iated a posit ion in Kel logg in
place of the Hormel posit ion. Like Wel ls
Fargo, Kel logg Company has a new
management team that we bel ieve wi l l
lead to improved financial results. Kel logg
currently pays a dividend of over 3.5%.

We also added Intuit and Envestnet to
our portfol ios in the f irst quarter. We
expand on our thesis for Envestnet
below. Intuit is a market leader in smal l
business accounting software with its
flagship Quickbooks product. In addit ion,
it has a dominant share in tax return
software for individuals and tax
professionals. We feel Intuit is uniquely
posit ioned to benefit from the return of
smal l businesses as the economy
reopens.

FIRST QUARTER RETURNS

"...the tilt between value
and growth was

particularly notable in the
first quarter."
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Envestnet (tkr: ENV) is the largest provider of Wealth Management technology to f inancial advisors. It operates
as an Enterprise SaaS (Software as a Service), earning subscription-based revenues to f inancial service cl ients.

Envestnet was founded by Jud Bergman after he left Nuveen (a global investment management f irm) where he
was head of mutual funds. He set out to create software for smal l advisors that would enable them to
compete with the tools of bigger institutions. From there Envestnet grew as a f intech f irm by acquir ing other
companies to expand its offering. It bui lt a software suite that included performance tracking, portfol io
rebalancing, reporting, administrative and other tools for f inancial service f irms.

Roberts Wealth Advisors is very pleased to announce
the addit ion of Benjamen Adams to our team! Ben
graduated from Lenoir - Rhyne University in Hickory,
North Carol ina with a major in business administration
and a focus on accounting and finance. Pr ior to
joining RWA, Ben worked as a research analyst for a
family office in Winter Park, Flor ida for f ive years. Ben
played col legiate basebal l  and enjoys l iv ing an active,
healthy l ifestyle in Salt Lake City, Utah.

FEATURED STOCK: ENVESTNET

INTRODUCING
BENJAMEN ADAMS - RESEARCH ANALYST

Wealth Solutions: Consists of software
and services to empower f inancial
advisors at banks, broker-dealers, and
RIAs to del iver hol ist ic Wealth
Management to their cl ients.
Data & Analytics: Gathers, refines and
aggregates a massive set of end-user
data, and combines these with
financial appl ications, reports, market
research, and performance tracking.

Envestnet’s revenues are generated from
two primary segments:

1.

2.

The company reported sol id fourth-quarter results and an encouraging 2021 revenue outlook, but also
announced plans to ramp up investment spending through this year and into 2022. As this planned increase in
spending wi l l  have a negative impact on margins, their 2021 earnings outlook came in below expectations, which
resulted in a drop in the share price.

The increase in investment spending wi l l  be al located to product engineering and marketing headcount in an
effort to posit ion Envestnet as a more engaged, intel l igent, and digital environment that enables their cl ients to
better manage finances for famil ies and individuals. The continued growth in the number of advisors in the RIA
space ( l ike Roberts Wealth Advisors) and greater adoption of f inancial planning technology bodes very wel l  for
Envestnet. The 20% decl ine in share price, after a sol id earnings report, provided a compel l ing entry point given
the long-term opportunity of the company.

The company’s focus on growing its market share and scal ing its business to offer addit ional products and
services wi l l  further enhance its market posit ion and del iver profitabi l ity. Envestnet is the largest TAMP (Turnkey
Asset Management Platform) and holds 70% of industry assets. This posit ion of strength wi l l  al low Envestnet to
bui ld out addit ional capabi l it ies and gain functional ity into its platform.
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THE GAMIFYING OF INVESTING
Gamestop (tkr: GME) had quite a quarter. The stock
rocketed over 1,000% in a two-week t ime period in late
January. Often, when a stock has a dramatic move in
its share price, the catalyst is a rumor or
announcement of the company being acquired or the
prospect of a dramatic increase in revenue or
earnings. This was not the case for Gamestop. In fact,
the opposite is true. During their most recent quarter,
Gamestop announced revenues that were $1.0 bi l l ion
lower than the same period two years ago and profit
that decl ined by over -40%. This is certainly not the
financial backdrop of a stock poised to see its value
increase from $2.0 bi l l ion to over $24 bi l l ion.

Gamestop had become the focus of a message board
cal led Wal lStreetBets, whose readers were touting the
stock of the video game retai l ing company. The
enthusiasm spurred interest in purchasing the
company’s stock, which fueled a domino effect that

led to the stock’s dramatic increase in value. As is
the case with many investments whose genesis is
speculation rather than prevai l ing company
fundamentals, the price of Gamestop stock and
corresponding company value decl ined by -45%
(-$11 bi l l ion) from its peak by quarter-end. 
 Speculative trades, fueled by message boards and
other social media outlets, have continued to be
popular. The phenomenon shifted from GameStop
to cannabis industry stocks and on to “penny
stocks”.  Penny stocks, as their name suggests,
are publ icly traded companies whose stock prices
general ly are under $5.00. A smal l move in the
stock price can amount to a large percentage
return, either up or down. Message boards, l ike
Reddit, al low for interest in these stocks to
increase, driving demand for the stock and higher
stock prices. This speculative demand can result in
outsized gains in the short term.

The emergence of commission free trading, coupled with mobi le trading platforms l ike Robinhood, has made
trading stocks both inexpensive and easi ly accessible. Whi le the speed at which a stock idea can spread
through a message board has increased, the concept of demand driven trading is not new.

There has long been an economic and financial concept cal led the “Greater Fool Theory”. This theory states
that the value of an asset is determined by your abi l ity to sel l  it at a later t ime at a higher price. If that is the
case, the asset’s intr insic value is less important than the potential increase in demand and the wi l l ingness of
a future buyer. The person wi l l ing to buy the overpriced asset is dubbed a “Greater Fool” than the sel ler.

There is a long l ist of assets that have been part of a demand-driven spike in value leading to a dramatic
decoupl ing from intr insic value. These assets have ranged from tul ip bulbs, to real estate, to Beanie babies.
These periods of frenzied speculation can last for some time, and lead to higher and higher prices, but
eventual ly the demand hype subsides and prices gravitate toward intr insic value.
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1978 →  Proposition 13 passes

1986 →  Prop 58 passes

2020 →  Prop 19 passes

A quick primer on Cal ifornia proposit ion 13 wi l l  be instructive to best understand the impact that Proposit ion
19 has on the treatment of property taxes in Cal ifornia.

Prop 13 l imits the increase on the assessed value of a property to a maximum of 2%/year. This provides
protection and predictabi l ity for property owners in the state where property values and the
corresponding property taxes, were dramatical ly increasing. A ful l  reassessment of a property to market
value would be tr iggered by either of two events: New Construction or Change in Ownership.

Prop 58 al lowed for the transfer of a principal residence between parents and chi ldren without a
reassessment regardless of the value of the home. There were no restr ict ions on how the property was
used after the transfer. Neither the parent nor the chi ld was required to l ive in the home, they could use it
as a rental property or sel l  it .  It also al lowed for the transfer of an addit ional property valued up to $1M
per parent of assessed value without reassessment.

Almost 25 years later, by a narrow margin, Cal ifornia residents voted to restr ict some of the benefits
created with the passage of Prop 58. There are two parts to this new legislation. The first deals with the
transfer of property between family members and took effect on February 16, 2021. The second deals
with the expansion of Base Year Value transfers for homeowners who are 55+ / disabled and took effect
on Apri l  1st, 2021. The tables below i l lustrate the differences between the old Prop 58 rules and new Prop
19 laws.

UNDERSTANDING CALIFORNIA'S PROP 19
The Home Protection for Seniors, Severely Disabled, Family and 

Victims of Wildifre or Natural Disasters Act

Transfer value l imited to current taxable
value of principal residence plus
$1,000,000

Transferee must use property as
principal residence after transfer

Only principal residence is el igible.
El iminates exclusion for other real
property

Add the current assessed value + $1M

Determine whether the market value is greater
than this sum and calculate the difference

Add the difference to the assessed value

SCENARIO 1
 

At time of transfer, Assessed Value of parents’
principal residence is $500k, Market Value is
$3.0M. After the transfer, the child moves into the
property as their principal residence.

Ex: $0.5M + $1M = $1.5M

Ex. $3M - $1.5M = $1.5M

Ex: $0.5M + $1.5M = $2M
New Combined Assessed Value is $2M.

The Assessed Value for the child increases to the
full Market Value, or $3M. 

SCENARIO 2
 

At time of transfer, Assessed Value of parents’
principal residence is $1.5M, Market Value is $3M.
After the transfer, the child does not move into
property.

TOPIC
SPOTLIGHT

PROP 58 (OLD LAW)

Transfer principal residence between
parents and chi ldren without
reassessment regardless of value

No restr ict ions on use of property after
transfer

Transfer up to $1,000,000 in assessed
value of properties other than principal
residence without reassessment

PROP 19 (EXISTING LAW)

PART I – TRANSFER OF PROPERTY BETWEEN FAMILY MEMBERS
(EFFECTIVE 2/16/2021)
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UNDERSTANDING CALIFORNIA'S PROP 19
continued

55+ / severely disabled / vict ims of
wi ldfire and natural disaster

Replacement residence can be
anywhere in Cal ifornia

Any value (amount above 100% is added
to transferred value)

Can be used up to 3 t imes

SCENARIO 1
 

Homeowner, who is over age 55, sells primary
home for $1M. At the time of sale, Assessed Value
of the original home is $500K. Homeowner then
purchases replacement home for $900K.

Replacement home $900K < Original home $1M

Since the replacement home is of lesser value than
the original primary home, the New Assessed Value
remains at $500K for the new home, resulting in no
increase in property taxes.

Find difference in Market Values of replacement
and original homes

Add difference to the transferred assessed value

New Assessed Value for replacement primary
home is $700K

SCENARIO 2
 

Same facts as Scenario 1, except Homeowner
purchases a replacement home for $1.2M.

Ex: $1.2M - $1M = $200K

Ex: $200K + $500K = $700K

Assessed Value increases to $700K, resulting in an
increase to property taxes.

PROP 58 (OLD LAW)

El igibi l ity: 55+ / disabled

Transfer base year value of principal
residence within same county (with
l imited exceptions)

Value of replacement property is equal
or less than original property

Once per l ifetime benefit

PROP 19 (EXISTING LAW)

PART I I  – BASE YEAR VALUE TRANSFER - PERSONS AT LEAST AGE 55/DISABLED
(EFFECTIVE 4/1/2021)
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