
The first quarter saw a significant change in market leadership for the 
first time in several years. The technology trade stalled, and market 
leadership changed to small cap and mid cap stocks. Additionally, 
large cap value is showing signs of awakening from a multi-year 
slumber. Overall, mid cap stocks returned +14.9% for the quarter 
and small caps closed with a +19.1% return. 

Far and away the biggest driver of stocks (both for the first quarter 
and next 6-9 months) is the full opening of the U.S. economy. Pent 
up demand for travel, dining out, events and all that was “normal” 
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prior to last March (combined with the high, forced savings 
level of the past 12 months) will cause consumer spending 
to significantly increase beginning this quarter. Additionally, 
the Federal government’s stimulus packages and the Federal 
Reserve’s monetary accommodation will help drive economic 
growth for all of 2021.

There is a lot of discussion about the return of inflation to the U.S. 
economy and whether or not the annual rate will finally exceed the 
Fed’s target of 2% year over year. (continued on pg. 4)
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By Joseph P. Clark

THE AMERICAN RESCUE PLAN ACT OF 2021

The American Rescue Plan Act of 2021 is the first piece of major 
legislation under the Biden administration. This $1.9 trillion package 
is intended to provide economic stimulus and fiscal relief in 
response to the ongoing COVID-19 pandemic. This legislation has 
many components to include another round of stimulus checks to 
individuals, many temporary tax law changes, extended unemployment 
benefits, and various types of aid to state and local governments for 
transportation, infrastructure, schools, coronavirus testing, contact 
tracing, and vaccination. 

The American Rescue Plan funds a third round of stimulus checks 
to individuals in the amount of $1,400 per eligible individual. Eligibility 
expanded in this round to include all dependents in the household 
(including children age 17 through 23 if they are still in high school 
or college and still being claimed as dependents). Eligibility for these 
stimulus checks contracted in terms of income as it phased out 
starting at $75,000 for individuals and $150,000 for married couples. 
These phaseouts are based upon the most recent adjusted gross 
income (AGI) information that the IRS has on file which could be 2020 
tax returns (if already filed) or 2019 (for taxpayers who have not yet 
filed 2020 returns). This income phaseout means that an estimated 
17 million Americans who received a check under former President 
Donald Trump won’t get one under President Joe Biden, according to a 
study from the nonpartisan Institute on Taxation and Economic Policy.

One of the temporary tax law changes under this legislation is the 
expansion of the Child Tax Credit from $2,000 to $3,000 (and up to 
$3,600 for children under 6 years of age) and a higher age threshold 
that will allow 17-year-old children to qualify in 2021. There is a caveat 
in the bill as there is an income phaseout of $75,000 for individuals 
and $150,000 for married couples in order to receive the increased 
benefit, while the original $2,000 base amount of child tax credit still 
phases out at $200,000 and $400,000 respectively. 

The bill allocates $20 billion in funding for vaccine distribution, 
including $1 billion for the Centers for Disease Control and Prevention 
(CDC) to launch a vaccine awareness and engagement campaign, and 

$7.5 billion for the CDC to set up vaccination sites across the country 
and monitor distribution. The bill also includes $50 billion to increase 
COVID testing.

Both parties were able to compromise for the most part on dollars 
distributed directly to Americans to bolster the economy or directly to 
programs specifically related to COVID testing and vaccine distribution, 
but there was complete disagreement on some major components of 
the bill that provided a $350 billion cash infusion to state and local 
governments and $130 billion to elementary, middle and high schools 
to help them re-open safely. Democrats argued that these funds were 
necessary to save public sector jobs and enable teachers and students 
to return to classrooms without risking their health. They indicated that 
money for schools was designed to help them improve their ventilation 
systems, hire more janitors, and reduce class sizes to conform with 
social distancing protocols. Republicans countered that the funding 
already allocated through last year’s relief bills was sufficient, and 
that sending more money to state and local governments was not 
necessary until all funds from previous stimulus bills were expended 
in efforts to reopen schools and businesses. Because of the major 
disagreement on the required size and scope of the bill, it was passed 
entirely along party lines with all Senate Democrats supporting it and 
all Republicans opposing. This spending accounts for approximately 
9% of the country’s gross domestic product (GDP), and spending at 
this rate is unsustainable especially at a time when it might not be 
necessary. The Atlanta Fed’s GDP Now tracker is indicating growth at 
a 7.5% pace in the fourth quarter, hardly indicative of an economy in 
need of a massive cash infusion. The housing market is booming and 
consumers are spending at record levels with the exception of a few 
industries (namely bars, restaurants, and related travel industry). The 
unemployment rate is 6.2%, which is a half point lower than it was in 
March 2014, well into the recovery that began in mid-2009. Rather 
than passing any further spending bills, Congress should wait and see 
what the positive impacts will be from previous stimulus as well as 
reopening of the economy. 
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Depending on your situation, it may make sense to cash out 
the account and receive the assets in a lump sum. One of the 
downsides to this approach is the distribution would likely be 
taxed as ordinary income in the year it was received (unless it 
came from a Designated Roth account), and you would likely 
pay a 10% penalty if you are less than 59 ½ when you receive  
the distribution.

If you have company stock in your old plan, you may benefit 
from a strategy called net unrealized appreciation (NUA). When 
executing a NUA strategy, you take a lump sum distribution of 
your company stock (typically by transferring it to a brokerage 
account) and pay ordinary income tax on the cost basis of your 
company stock. The additional value of your company stock is the 
NUA and it is taxed at the long-term capital gains tax rate, even if 
you sell it immediately after transfer. You can choose to pay the 
tax on the NUA in the year of distribution or when you sell the 
stock in the future. Any additional appreciation of the stock after 
it is distributed from your plan is taxed as short-term or long-term 
capital gains depending on if you hold the shares for a minimum 
of one year after distribution.

Warning: this is not something to undertake yourself—get 
assistance. The entire 401k account must be distributed in one 
tax year so avoid starting the process late in the calendar year 
(November or later) but rather wait for the following January and 
then proceed. In virtually all cases, don’t perform the NUA if you 
have not reached age 59 ½ (to avoid the 10% early withdrawal 
penalty) and make sure that one of the triggering events has 
occurred (death, separation from service, or disability if you are 
self-employed). 

Changing jobs can be both exciting and stressful. Many times, 
the focus of the transition is on the new position, the new employer, 
and the new location (if a move is involved). It can be easy to 
forget to review the available options for a retirement plan account 
with your former employer. Evaluating the pros and cons of the 
various options takes time and the rules can be complicated. If 
you have a retirement plan account with a former employer and 
have not done anything with it since you left, please let us know. 
We can help you review all your available options and help you 
make a decision that makes the most sense. 
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How many retirement plan accounts do you have with former 
employers? If your answer is “more than one,” you may have too 
many. If your answer is “I don’t know,” it is time to take inventory 
and find out if you have any forgotten or neglected accounts that 
need attention.

When you leave a job where you had a retirement account, you 
should review your options and make a proactive decision about 
what to do with your plan assets. You should be able to find the 
available options in your plan’s Summary Plan Description (SPD). In 
general, your options may include the following:

•  Do nothing/leave the account with the former employer
•  Move the assets to your new employer’s plan if you changed jobs
•  Move the assets to a Traditional IRA or Roth IRA
•  Cash out the account and receive the assets in a lump sum
•  Move company stock from the former employer plan to a 

brokerage account (net unrealized appreciation)

If you do nothing and your account is worth $5,000 or more, your 
former employer is required to allow you to leave the assets in the 
plan if you prefer (and it may make sense to do so). If your account 
balance is less than $5,000, your former employer can make you 
take a distribution or roll over the assets to another account. If you 
do nothing, they could transfer your funds involuntarily to an IRA. 
If your account balance is less than $1,000, your former employer 
can liquidate the account and send you a check without any input 
from you.

It may make sense to move your old account to your new employer’s 
plan if the new plan accepts rollovers. These types of transfers are 
typically initiated with your former employer and the funds should 
normally be transferred directly from the old employer’s plan to the 
new employer’s plan. The procedures for completing these types of 
transfer vary from employer to employer.

It may also make sense to move your old account to a Traditional 
IRA or Roth IRA. Consolidating multiple accounts from former 
employer retirement plans would simplify your overall portfolio and 
make it easier to keep track of your investments. You would also 
likely have access to a greater selection of investment options than 
you would in any employer’s retirement plan.
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“   To get back my youth I would do anything in 
the world, except take exercise, get up early, 
or be respectable.” 

 —Oscar Wilde

CLOSING THOUGHT

1ST QUARTER 2021 MARKET COMMENTARY  
(CONTINUED FROM PAGE 1)

We see this rise in the overall price level as likely but not 
sustained (in other words we are not returning to 10% annual 
inflation rates or anything close to that level). Several points to 
remember—any report of year-over-year price levels is skewed 
from the early days of the lockdown from this past March/April 
timeframe. Additionally, global supply chains have been impacted 
by COVID-19 and some bottlenecks are causing prices to respond 
to shortages—think semiconductor chips and automobiles here. 
The facts that will act as a hindrance to long-term price inflation 
include a lot of excess capacity in the economy once supply chains 
recover or are reestablished. The Fed will continue its monetary 
policy accommodation. We think rate hikes will be needed sooner 
than the 3rd quarter of 2023 (as prognosticators predict now) 
but not until after the November 2022 mid-term elections. This 
will keep rates on mortgages, auto loans and business loans at a 
reasonable level through at least that time. 

Prediction: by our next quarterly newsletter, the United States 
will have reached herd immunity. Herd immunity defined as 
the sum of our residents who contracted COVID-19 plus those 
who have completed the vaccination regime (for any of the 
approved medicines available) as a percentage of the total 
individuals living in the country reaching 60% or higher. We 
cannot fall into the mindset that we can return to normal only 
when no one is testing positive any longer. New variants will 
emerge, our pharmaceutical firms will adjust the vaccine, and 
we’ll slay that dragon without new lockdowns. It is past time 
for our kids to return to full time, five days a week, in person 
classes, and for small business owners to be permitted to 
rebuild their companies, restaurants and shops… and the rest 
of us to get on living. 
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" WE CANNOT FALL INTO THE 
MINDSET THAT WE CAN 
RETURN TO NORMAL ONLY 
WHEN NO ONE IS TESTING 
POSITIVE ANY LONGER. "

(continued from pg. 1)
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