
 

 

  

Q4 2020 

2020.  What a year to have 

lived through.  How will we 

ever describe the year 2020 to 

the generations who didn’t live 

through it.  We were pushed to 

the extremes at so many levels. 

Physically, mentally, 

emotionally, financially, to just 

name a few.  No differently, the 

markets were pushed to their 

extremes as well.  We began 

the year with the economy 

humming along and the stock 

market hitting all-time highs in 

February.  Only five weeks 

later we were in a bear market 

that saw a decline of 33.79% for 
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the S&P 500 when it became clear 

that we were in a Pandemic that 

would shut down the global 

economy and touch every corner 

of the globe.  After a nail-biting 

few weeks of trying to look 

through the abyss, we were 

saved by the Federal Reserve, 

who was prepared to do 

‘whatever it takes’ to stabilize the 

bond markets.  They swiftly 

lowered interest rates to the 

lowest level in US history.   And 

that was just what was visible 

from the surface.  If you were 

deeper in the weeds (and we 

were), there was market behavior 

to the likes which we have not 

seen before.  The financial 

crisis of 2008 prepared the 

Federal Reserve, which 

provided them with a 

playbook of tools that allowed 

them to act swiftly in a big 

way.  The bond market 

behavior in the first quarter 

swung to such an extreme, 

only to reverse itself to the 

other extreme in the second 

quarter.  As investors 

processed new information 

and tried to see through the 
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noise and the short-term impact of a global economic shut down, the 

markets convulsed and then concluded that the future, down the road, 

was brighter on the other side.  

The fourth quarter brought its own share of excitement.  With the 

Presidential election and the approval of two vaccines behind us, the 

equity markets, with great optimism for the future, took off.  Investors 

were undeterred by the contesting of the election and the slow rollout 

of the vaccines.  We finally began to see a broader market rally than 

just the runaway technology stocks.  This indicated that investors 

began to expect an economic recovery that would be broader based. 

 

The Equity Markets 

Global equity markets, as measured by the MSCI All Country World 

Index, ended the 4th quarter up 14.68% and up 16.82% for the 

year.  Overall, the US equity markets were up 14.68% for the quarter 

and up 20.89% for all of 2020.  International developed markets were 

up 15.85% for Q4 and up 7.59% for the full year, and emerging markets 

were up 19.7% for the quarter and 18.31% for the year.   

Last quarter we talked about how ‘top heavy’ the market performance 

was, especially in the US equity markets.  The 4th quarter started to see 

a reversal of that performance.  We saw value stocks outperforming 

growth stocks and small caps outperforming large caps.  For example, 

small cap value stocks were up 33.36% in the 4th quarter while large cap 

growth stocks were ‘only’ up 11.39%.  There is still a way to go for this 

performance reversion to move back to a historical norm, but the 4th 

quarter’s performance is indicative of how great the disparity between 

different segments of the markets has been this year. 
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The Fixed Income Markets 

The Bloomberg Barclays US Aggregate Bond index was up .67% for the 4th quarter and is up 

7.51% for the full year.  The municipal bond market was up 1.82% for the quarter and is up 

5.21% for the year.  Longer-term (10yr) interest rates have bumped up 29 basis points from 

.64% at the beginning of the 4th quarter to .93% at year-end.  As we have mentioned before, 

given the low level of interest rates overall, we would expect low single digit returns from our 

bond exposure for the foreseeable future.  That being said, we still view bonds as an anchor of 

stability to portfolios and expect they will perform well during times of turbulence in the 

equity markets. 

Credit spreads, which are the difference between yields on lower quality and higher quality 

fixed income securities, continued to perform well, which allowed corporate bonds to 

outperform treasuries again.  The high yield bond markets again had a very strong quarter, 

up 6.45%, and ended the year returning 7.11%. 

So, what did all of this mean for investors?  Depending on the asset allocation, a diversified 

portfolio returned between 7-12% for the quarter and 8-13% for all of 2020. 

 

Looking Ahead 

It feels like our path through the current health crisis has become a little clearer.  Will we all get 

vaccinated for Covid-19 by late spring, summer, early fall…? it is hard to know for sure.  But it 

is now a matter of when and not if.  We are all focused on getting to that point when we can go 

back to our normal lives and move around more freely.  But let’s not forget that there will be a 

lot of work to be done by our government to clean up the carnage this virus has inflicted on  
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segments of the economy.  There are different estimates out there, but we can all venture a 

guess on what percentage of restaurants and bars have closed and will never open again; is 

it 20%, 30%, perhaps more than that…?  What will the shift to ‘work from home’ do to 

office buildings and downtown centers?  What will be for business traveling and all the 

industries that cater to it?  The list goes on and on of businesses that have gone away and 

will never come back.  On the flip side, there are companies that have thrived in this 

environment and will continue to do so.  

It seems like the markets are mostly ignoring these very important components of our 

economy.  Once we start viewing the Pandemic in our rearview mirror these elements will 

begin to take on greater importance.  The government cannot continue to provide $2 

trillion stimulus packages indefinitely.  At some point investors will need to feel confident 

that the economy can sustain itself on its own.  This will be the story that will unfold in the 

2nd half of 2021. 

As always, we would love to hear from you, so feel free to contact us at any time. 

 

 

 

 

 

 

 

 

 

 

 

 

 


