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Georgia has commanded much political attention in recent days
and reports now indicate that the Democrats have narrowly won
both Senate run-off elections with control of the upper chamber
at stake. While we do not understate the importance of these
races, their impact on the Biden agenda may be overstated by
the markets and media. The Senate will remain highly
dependent on moderate Senators to pass legislation under
either party’s control, and concern about a progressive agenda
that influenced a recent uptick in Treasury yields is likely
unwarranted. The biggest benefit to the Biden agenda of a
Democratic Senate will be through operational control of the
chamber; the ability to decide what legislation to take up, to
form subcommittees, and to weaken the GOP’s ability to use
procedural means to block legislation.

Meanwhile, as Biden’s cabinet picks are being evaluated by the
markets, we find the nomination of Pete Buttigieg as Secretary
of Transportation especially interesting. Buttigieg’s
endorsement of Biden came at a critical juncture, and we feel his
nomination increases the likelihood that federal investment in
transportation infrastructure will be a priority.

On a final political note, President Trump has refused to formally
concede, and has been fighting a protracted campaign to
overturn the results of the presidential election, culminating in

crackdown on fraudulent claims and the (brief) expiration of
temporary pandemic unemployment benefits in the final week
of the month. With COVID-19 cases surging and PUA benefits
resuming at the start of January we expect new claims to
continue to rise. In any event, claims remain higher than they
were in mid-October, when a pronounced downtrend was still in
effect, and well above normal non-recessionary levels.

Meanwhile, personal income and consumption both dropped
more than expected in November, another sign of economic
weakness. Income came in at -1.1%, below expectations of
-0.3%, while consumption missed expectations of -0.2%, at
-0.4%, driven in part by the start of a gradual phase-out of
pandemic benefits and uncertainty over the fate of the second
stimulus bill. The PCE deflator, the Fed’s preferred measure of
inflation, came in flat at both headline and core, bringing YoY
headline to +1.1% and core to +1.4%. Despite concern over
unprecedented monetary stimulus, evidence of inflation
remains scarce even as demand for pandemic-impacted goods
has accelerated. Durable goods orders have recently been a
bright spot, although services spending slipped for the first time
since April as case counts rose and weather cooled.

Jerome Powell used his final press conference of the year to
reiterate that short term rates would remain at zero for quite

some time while continuing asset purchases, despite today’s
negative real rates well into the recovery. We expect the Fed to
remain accommodative for a long time to come, and to clearly
telegraph any change in monetary policy well in advance of
acting. This policy stance should be highly supportive of
markets as we begin 2021.

violent protests on Capitol Hill prior to Congressional
certification of the Electoral College votes. The President’s
increasingly defiant actions may introduce short-term volatility
over the next two weeks.

e The employment situation remains murky and recent releases
have not been especially promising. A recent rise in new
unemployment claims reversed at the end of December, a
development that was likely impacted by a state-level

Weekly Initial Jobless Claims Search for Direction Inflation Recovers but Remains Weak (%)

(thousands)
3.0
1550 e PCE (COre) emmmm=PCE (headline)
1450 2.5
1350
2.0
1250
1150 1.5
1050
950 1.0
850
0.5
750
650 0.0
7/10/20  8/10/20  9/10/20 10/10/20 11/10/20 12/10/20 12/1/17 7/1/18 2/1/19 9/1/19 4/1/20 11/1/20

Source: Department of Labor Source: Bureau of Economic Analysis, Appleton Partners, Inc.

. PARTNERS, INC.



APPLETON REVIEW AND OUTLOOK PRIVATE CLIENT SERVICES

JANUARY 2021

EQUITY NEWS AND NOTES

A LOOK AT THE MARKETS

» Stocks rallied into year-end as the S&P 500 gained 3.8% in prospects and a fragile economy. Second, a Democratic sweep
December, bringing 2020’s total return to 18.4%. The index could bring increased stimulus spending (climate, infrastructure,
enjoyed its best Q4 (+12.2%) since 1999, and its top final two education, state aid) that would offset the potential policy
months ever, posting a gain of 15% over November and changes markets fear.

December. Positive momentum reflected investors looking past . | vestors spent much of 2020 trying to reconcile how the stock
worsening COVID-19 trends towards vaccine progress and market could advance so strongly in the face of an economy
additional fiscal stimulus. The Nasdaq Composite produced its facing severe challenges and areas of acute weakness. A

best year since 1999, gaining 44% as the technology-heavy index rationale worth noting is the glaring distinction between the
benefited from the stay-at-home trade. market and economy in terms of leverage to the consumer. The

* Market breadth was also strong during Q4, unlike most of the US economy is led by consumers, who are responsible for nearly
year when the major averages were buoyed by a handful of 70% of GDP. However, when breaking out S&P 500 components,
stocks. The equal-weighted S&P 500 Index outperformed its the consumer sectors account for far less direct influence. Even
market-cap weighted counterpart over most of Q4 but traded though consumer spending makes its way into other sectors of
relatively flat in December as the market-cap index (notably the stock market, this comparison demonstrates that Wall
Apple) reasserted itself. Breadth was most evident in small caps Street is not Main Street.
which posted a remarkable +31% quarter to overtake the S&P . (One may ask how much of the positive equity market news has
500 in YTD performance. This turnaround is most impressive already been priced in. With a forward S&P 500 P/E now at
given that small caps were at the epicenter of the COVID-19 22.4x, the stock market advance of 2020 came purely on the
pandemic, down 40% at its late March trough, and had lagged back of multiple expansion as prices rose despite a drop in
the large cap S&P 500 by 16% as recently as early September. corporate earnings. Realistically, we need to see earnings
We welcome small cap resurgence (and emerging markets), as materialize to justify these lofty valuations. This bears close
strength in these asset classes is often associated with early bull attention, especially as Q4 earnings season approaches.

market behavior and suggests that investors are anticipating

o, * As we look out into 2021, we also must keep an eye on interest
favorable near-term conditions.

rates. The Fed has vowed to keep short-term interest rates

© It appears that both Demo<.:ratic car?did:.:\tes have won their anchored, but market forces determine the rest of the interest
respectl.v(.e Se.nate run-offs n ('Seorgu.:\. Financial markets had rate curve and inflation expectations could push the longer end
been pricing in a Republican victory in at least one seat although higher. Low rates have fueled a sustained rally in risk assets
more recent pre-e.lectlon day momentum was moving in the (TINA trade), especially in growth-oriented stocks. Though we do
Democrats’ direction. Investor consensus had appeared to favor not see it as an imminent threat, inflation expectations could
a split Congress and a balance of power. A Democratic sweep eventually begin to run hot enough to catch the Fed’s attention
could bring volatility as investors grapple with the potential for and trigger a less accommodative monetary stance.

higher taxes and tighter regulations. Short-term weakness
could represent a buying opportunity for two reasons. First, it is
likely that any meaningful tax and regulatory changes get
phased in or delayed given what would still be difficult political

Risk Markets End 2020 On A High Note Consumer Discretionary & Consumer Staples:
YTD, total return, US Dollar Contribution to the S&P 500 Index
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FROM THE TRADING DESK

MUNICIPAL. MARKETS
* Robust demand for municipals remains intact with mutual * A more favorable forward economic outlook pushed UST yields
funds gathering another $20 billion of net flows in Q4, bringing higher with the 10Yr ending December at 0.93%, triggering a
2020’s total to $39.7 billion despite almost $47 billion of decline in the 10Yr AAA muni/UST ratio to 77.2% after beginning
outflows during a 5-week period in April and May. We expect Q4 at 112.8%. This represents a return to long term average
positive fund flows to continue in January. ranges prior to pandemic induced spikes earlier in 2020. Our

current trading expectation is 0.80 — 1.25% on the 10Yr UST, and
with ratios below their long-term average of 86%, we are
duration neutral versus the benchmark on our Intermediate
Municipal portfolio at about 4.60 years. As 2021 begins, the
high-grade municipal curve remains steepest in the 6 to 10-year
range, thus making it an attractive portion of the curve.

* As 2020 drew to a close the municipal curve flattened somewhat
with 10-year AAA yields falling 16 bps over the quarter. Buyers
have been willing to go a bit further out on the curve and
inventory remains limited. This caused a reduction in the 2-10Yr
AAA municipal spread from 74 bps on 9/30 to only 57 bps at
year-end. Several municipal strategists are predicting increased
supply in 2021 based on an expectation that governments will 10 Year AAA Muni/Treasury Ratio

borrow sizeable sums to help with pandemic related challenges.
350%

* Taxable municipals ended a strong year on a high note with 2020
300%

doubling the prior year’s issuance at $145.2 billion. Taxable
supply should remain healthy absent a significant uptick in yields
or a reversal of the restriction on tax-exempt refinancing.
Crossover and other flexible municipal portfolios can selectively
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find after-tax incremental value in taxable municipals, although o SR
a good deal of that supply is slightly longer than the 00/0
Intermediate buying range. 1/5/18 8/5/18 3/5/19 10/5/19 5/5/20 12/5/20

Source: Bloomberg and MMD

CORPORATE BOND MARKETS

* Sustaining recent momentum, new debt hitting the IG Corporate ¢ With very low short-term rates expected through 2022 we

market during the typically slow month of December came in at anticipate spreads remaining range bound for a sustained time.
$38 billion, beating estimates of $25-30 billion. This brought the Global rates also remain repressed, and in some cases

YTD total to just shy of $1.75 trillion, the largest annual total in negative, leaving foreign investment in place as a favorable
history. Extremely low interest rates and tight credit spreads technical factor in US IG markets.

continue to make it advantageous for corporate issuers to
come to market. Borrowers capitalized on this favorable

environment throughout the second half of the year by raising Bloomberg Barclays US Corporate Bond Index:
cash and enhancing liquidity amid highly uncertain economic 2020 OAS (%)

times. Market consensus calls for 2021 issuance to normalize 4.00

towards about $1.1 trillion. 150

* Animproving macroeconomic backdrop in 2021 should
strengthen corporate fundamentals and we anticipate demand  3.00
for IG credit to remain strong. After a volatile year in which

balance sheet fortification was the norm, the prospects for M&A 250
activity to pick up substantially in 2021 are good, although we 200
do not see this significantly impacting the higher quality credits
we favor. 1.50
* Modest credit spread tightening in December represented a
continuation of a trend that began in March with the Federal 100
Reserve’s move to backstop then turbulent credit markets. 050
Amazingly, December’s 5 basis point move from an OAS of 101
to 96 left IG Corporate spreads just 2 bps above the 93 level 0.00
seen at the end of 2019, pandemic and recession 12/31/19 3/31/20 6/30/20 9/30/20 12/31/20
notwithstanding.

Source: Bloomberg
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FINANCIAL PLANNING PERSPECTIVES

THE LATEST FEDERAL STIMULUS LEGISLATION: WHAT IT MEANS TO YOU

After much political consternation, The Consolidated Appropriations Act, 2021 was signed
into law on December 27, 2020, another in a series of federal responses to the COVID-19
pandemic. Despite last-minute concerns that the bill would be subject to a Presidential
pocket-veto, the legislation was enacted and offers a number of provisions impacting
individuals and corporations.

-
2

CORONAVIRUS
RELIEF PACKAGE

.

Individual Provisions

At an individual level, the $900 billion relief package primarily focuses on a $600 refundable
income tax credit per eligible taxpayer, as well as $600 per qualifying child (eligibly similar
to the CARES Act enacted in March). The tax credit begins phasing out at $75,000 of
modified adjusted gross income (MAGI) for single filers and $150,000 for married filers
(capping out at $112,500 and $174,000 of MAGI respectively). This legislation also includes:

e An additional $300 per week of unemployment benefits through March 14, 2021;

* A $300 income tax deduction for non-itemizing taxpayers (5600 if married filing
jointly) for charitable deductions made in 2021 (not permanent);

*  Extending through 2021 the modified limits for charitable contributions for itemized deductions (100%
deductibility of cash donations to public charities);

*  Permanently establishing a threshold for deducting medical payments at 7.5% of adjusted gross income (AGl),
down from a previously scheduled 2021 increase to 10%; and

* Allowing those eligible to claim an educator expense deduction that includes PPE and other supplies used for
the prevention of COVID-19 spread to make deductions retroactively back to March 12, 2020.

Business Provisions:
The latest stimulus legislation emphasizes economic support for small businesses:

*  $300 billion of additional funding for forgivable loans is being made available under the Pension Protection
Program (PPP).

e  “Second draws” of PPP loans are limited to borrowers with fewer than 300 employees, a provision that ensures
a small business funding emphasis.

*  Businesses drawing again from PPP loans must demonstrate an intent to use the full amount of the PPP loan.
Employers will need to document at least a 25% reduction in gross business receipts in any quarter of 2020 vs.
the same period of 2019. PPP loans that are forgiven will not be considered.

Pandemic response has produced considerable additional tax law changes impacting the tax years 2020 and beyond. If
you have any questions as to how tax legislation might affect you, please reach out to your Portfolio Manager.

For questions concerning our financial planning or wealth management services, please contact:
Jim O’Neil, Managing Director
617-338-0700 x775 | joneil@appletonpartners.com
www.appletonpartners.com
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APPLETON PARTNERS, INC.

® Founded in 1986 and located in Boston, MA
® 100% employee owned and operated
® Collaborative, team-oriented culture marked by personnel continuity

® Professional staff of 54 dedicated to supporting all aspects of our clients’
financial lives

® Personalized, high-touch service backed by recognized asset
OUR HERITAGE management expertise

® Entrusted with more than $12.3 billion of client assets (as of 1/1/21)

® Private client services should be customized and objective-based
OUR DEFINING ® Transparency and accessibility are core Appleton commitments

BELIEFS ® Goal-oriented and risk sensitive growth, income and tax efficiency are
integral to our portfolio management approach

® OQur active investment strategies emphasize liquidity and flexibility

® Separate accounts are best suited to meeting specific
investment objectives

® Qualitative insight and deep proprietary research can uncover attractive
investment opportunities

'A APPLETON
. PARTNERS, INC.
ONE POST OFFICE SQ. BOSTON, MA 02109 TEL. 617.338.0700 WWW.APPLETONPARTNERS.COM

This commentary reflects the opinions of Appleton Partners based on information that we believe to be reliable. It is intended for informational purposes only,
and not to suggest any specific performance or results, nor should it be considered investment, financial, tax or other professional advice. It is not an offer or
solicitation. Views regarding the economy, securities markets or other specialized areas, like all predictors of future events, cannot be guaranteed to be
accurate and may result in economic loss to the investor. While the Adviser believes the outside data sources cited to be credible, it has not independently
verified the correctness of any of their inputs or calculations and, therefore, does not warranty the accuracy of any third-party sources or information. Specific
securities identified and described may or may not be held in portfolios managed by the Adviser and do not represent all of the securities purchased, sold, or
recommended for advisory clients. The reader should not assume that investments in the securities identified and discussed are, were or will be
profitable. Any securities identified were selected for illustrative purposes only, as a vehicle for demonstrating investment analysis and decision making.
Investment process, strategies, philosophies, allocations, performance composition, target characteristics and other parameters are current as of the date
indicated and are subject to change without prior notice. Registration with the SEC should not be construed as an endorsement or an indicator of investment
skill acumen or experience. Investments in securities are not insured, protected or guaranteed and may result in loss of income and/or principal.



