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One For The History Books

Market/Economic Update
When a quarterback comes to the line of scrimmage with a play called, 

it is based on knowledge of the game situation, careful scouting of the 

defense and much practice in its execution.  Still, there may be times 

when the defense shifts formation or presents itself in an unfamiliar 

way forcing the quarterback to make adjustments prior to the snap.  

The onset of Covid-19 presented just such a situation for investment 

managers during a year that saw breathtaking volatility and significant 

disparity in the performance of sectors and industry groups.  It was a year 

where there were times when the playbook didn’t matter because earnings depended on 

whether businesses would be open.  There were Covid winners and Covid losers.  The 

winners were found in only a few industry groups such as technology, communications, 

online retail and home improvement, but these dominated the major indices because of 

their size and overshadowed significant damage that occurred in energy, financials and 

some more economically sensitive cyclical names.  It was a year where policymakers at the 

Fed and in Congress rode to the rescue which made it decent enough for investors once 

the dust had settled.  The market pullback during the first half felt as if we had compressed 

an entire bear market into two short months.   At the end of the day, it was one for the 

history books and in all likelihood our lives will be permanently altered in terms of how we 

use technology and how we do business going forward. 

With vaccine distribution now in its early stages, investors have begun to look at the future 

to seek out areas of opportunity in a post Covid environment.  Institutional money flows 

followed the earnings in 2020 and may have pushed valuations for some of the winners 

well beyond where they otherwise would have been.  This suggests that we may see a 

return to a more normal growth trajectory for the technology leaders heading into the new 

year.   In turn, Covid had a negative impact on earnings growth in many instances which 

we believe creates opportunities for the coming year as the economy continues to gradually 

recover and Covid numbers begin to improve.  Areas where we see opportunity are 

consumer cyclicals, small caps, emerging markets, financials, and cyclical industrials that 

will benefit from stimulus initiatives.

Our constructive market outlook has its roots in the Fed’s expansionary policy which has 

promoted the market’s recovery and should continue to provide fuel for some time into the 

future.  This has been a cornerstone of early cycle bull markets since World War II.  We 

expect to see shifts in leadership among sector and industry groups in 2021, but continue 

to believe that stocks on the whole are attractive.  This is not so much driven by historic 

valuation but rather by the fact that inflation and interest rates should remain low.  The 

result of this is that expected returns for bonds are low so the earnings yield on the S&P 

500 looks very attractive as compared to a rate of  0.9% on a 10 year Treasury.  With that 

said, the unsettled political environment bears watching as the upcoming Senate elections 

in Georgia will determine the scope of initiatives for the newly elected Biden administration.  

While the initial focus will be on stimulus, we will be keenly watching for changes in tax 

structure for both individuals and corporations which could have bearing on both our 

planning discussions with clients and our market outlook in the coming months.

— Charlie Mathews, CFA
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The onset of Covid-19 
changed the investing climate 
in 2020 in ways that were 
impossible to foresee.

Changes to tax code could 
impact investment strategy 
and financial planning.

Bonds are the overvalued 
asset class.

Earnings growth was the key 
factor in determining winners 
and losers amid the uncertainty.

Vaccine distribution should 
boost the economy and 
settle markets.

Policymakers got it right and 
brought markets back from the 
precipice.



INVESTMENT INSIGHTS

Equity Markets

It started as a year much like any other year with markets rising +5% 

until Covid-19 shutdowns of the economy triggered a very quick 

decline of almost -34%.  This was followed by a narrow market advance 

from the lows in March to a short lived new high in early September, a 

market rebound of +61%.  Volatility continued through the remainder 

of the year as we witnessed a decline of almost -10% to close Q3 only to 

continue higher for the rest of the year as the removal of uncertainty 

around the election took the S&P 500 to a new high to finish the year. 

Total return performance for the market indexes in Q4 offers confirmation of the market 

rotation that began in late Q3.  As the table below shows through the end of Q3, the S&P 

500 was the only index with a positive year to date return. As the year of virus came to a 

close, things began to change in the fourth quarter.  Large cap and small cap stocks traded 

positions as best and worst performers, while small caps ultimately were the best 

performing asset class for the year.   

We look forward to 2021, “The Year of the Vaccine”.  The vaccines and their distribution 

become the focus for 2021 and our expectation is that with the increased distribution of the 

vaccine we will see a slow and steady return to normalcy, both in the economy and in the 

markets.  The first 100 days of a Biden Administration will have the short term focus with a 

slight Democratic majority in both the House and Senate.  There will likely be more stimulus 

coming likely in the form of an infrastructure program as  Republicans had an interest in 

that prior to losing the Senate, and climate change legislation will be a priority for the new 

administration.

Long-term growth in equity markets is driven by solid, consistent corporate profits which 

should continue to be reasonable given the strong rebound in Q3 GDP.  We anticipate 

continued economic expansion from Q4 to flow over into early 2021 which will help sustain 

the rebound in corporate profits.  Congress has come through with additional stimulus, 

which should continue to provide support for the equity market in general as the consumer 

and small businesses gets some assistance.  Beyond our borders, we see improvement in 

the global landscape as well driven by stimulus policies in Western Europe and consumer 

demand in the emerging markets.  As the year of the vaccine unfolds and the first 1,000 

days of the new administration begin, we expect a continuation of market rotation and 

sector rotation as we determine what normal looks like for 2021.  This should favor active 

managers and present some attractive investment opportunities.

— Robert Magan, CFA

January 2021

Investors are shifting 
allocations as expectations 
focus on recovery.

Vaccine distribution brings a 
return to normal.

Sector rotation creates 
opportunities and favors active 
managers.

Volatility was a recurring 
theme throughout 2020.

Profit rebound continues to 
drive returns.

Stimulus is a key driver.

Market Index
Year to Date 

9/30/2020

Fourth Quarter 

2020

Calendar Year 

2020

S&P 500 5.57% 12.14% 18.39%

Russell 2000 -8.70% 31.36% 19.93%

S&P Midcap 400 -8.62% 24.36% 13.65%

MSCI EAFE -6.64% 16.09% 8.39%

MSCI Emerging Markets -0.93% 19.61% 18.50%
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Credit Markets  

Balance sheet deterioration, widening credit spreads and illiquidity were 

major themes impacting fixed income markets this year.  While range-

bound, U.S. Treasury yields were volatile as the market sought direction in 

an uncertain environment.  Bond returns were solidly positive which was a 

little surprising given a year that was riddled with the issues noted above 

from the fallout from Covid-19, but monetary stimulus from the Fed 

restored confidence and offered much needed support to the credit 

markets. TIPS (Treasury Inflation Protected Securities) led the way with a return of +11%. 

Pandemic-induced supply disruptions coupled with a sharp increase in money supply by the Fed 

were the two key factors that drove inflation expectations higher through the year.  The Global 

Aggregate and Global Treasury Indices followed with returns just north of +9%.  Domestic bonds 

posted respectable returns in the 7% to 9% range with the corporate sector outperforming.  High 

yield returns were stellar in the second half of the year, topping all classes for the last three 

quarters, but the -12.7% hit they took in March pushed them to the middle of the pack.  

Mortgage and asset-backed securities along with local currency emerging market debt and 

floating rate bonds posted lower, but still positive returns in a 2.7% to 4% range.

Municipal bonds fared better than one might have expected with a +5% return for the year. 

Municipalities had a difficult year as revenues fell short in a challenging economy while 

expenses for essential services increased.  Defaults increased as would be expected, but 

remained relatively low and the sector exhibited more resiliency than expected and flows into 

municipal funds remained positive on the whole through the year.

This year of the virus  started with a flatter but higher yielding US Treasury curve. With the Fed’s 

push towards lower short term rates, longer rates experienced a nice steepening as inflation 

expectations increased and the growth outlook improved. Heading into 2021, we expect this 

steepening to continue as the economy improves which should continue to favor the corporate 

sector as credit spreads remain tight.   

Credit fundamentals were 
impacted by Covid-19.

Munis showed resiliency in a 
tough environment. 

Corporates should continue to 
perform well in 2021.

Inflation expectations 
rose as the Fed restored 
confidence.

Yield curve steepening will 
show us that a sustainable 
recovery is underway.

— Dona Murray
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