
Equity Market Update
Major world equity indexes ended 2020 on a strong note, with all major indexes posting strong advances in the
fourth quarter. Initial COVID-19 vaccine rollouts are preceding, and investors are growing more confident that life
will return to normal, hopefully by mid-year. With the economy opening up, corporate earnings growth is expected
to accelerate in 2021 and into 2022. Finally, election uncertainty is behind us and investors are growing more
comfortable that whatever changes may come, equities are still a very attractive asset class given low interest rates
and accelerating earnings growth. While the media sows fear with administration changes, historically most
changes are incremental and not as drastic as some may think.

Technology stocks were strong in 2020, due to the fact that many companies were either unaffected or actually
helped by the pandemic. U.S. small-cap companies were more impacted by the pandemic and their stocks did not
perform as well. However, they posted very strong fourth quarter results as investors begin to price in the U.S.
economy fully opening up in 2021, which will boost their prospects. A healthy market is one with broad
participation by asset class and sector, which we are currently seeing. This is encouraging as it signals that we are
getting closer to normal economic activity. While some pundits feel that markets are expensive, we believe that
while there are pockets of expensive stocks, many companies have very reasonable valuations. These companies
will be the fuel for the market to advance further. Of course, market pullbacks are normal and expected, but we
believe that any pullback would be a healthy consolidation for further advances.

Developed international markets
posted strong fourth quarter
returns, bringing year-to-date
totals up to between 8% and 12%.
COVID-19 had a bigger impact on
international indexes due to the
fact that they have a heavier
weighting in cyclical stocks, which
were more impacted. As economic
activity improves, we expect
international equities to continue
to recover.

Emerging market (EM) equities
performed very well in the fourth
quarter and ended the year with
solid returns. EM technology
stocks posted strong returns which
aided performance. We expect the
weak U.S. dollar to help in 2021 as
most of their debt is dollar
denominated, easing the
repayment burden. Finally,
stronger commodity prices will also
buoy their economies and stocks.
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Total Return Performance for the 

Major U.S. and International Stock Market Indexes

Equity Index
YTD

December 31, 2020

United States

Dow Jones Industrial Avg.:  30 Stock 
Composite

9.72 %

S&P 500 Composite:  U.S. Large Cap 18.39 %

NASDAQ Composite:  Technology Heavy 45.06 %

S&P 600 Small Cap:  U.S. Small Cap 11.24 %

International

MSCI EAFE Large Cap:  

Europe, Asia & Far East Large Cap
8.39 %

MSCI EAFE Small Cap:

Europe, Asia & Far East Small Cap
12.77 %

MSCI EM Emerging Market:

Emerging Market Countries
18.50 %

Source:  Bloomberg, L.P.
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U.S. Economy
U.S. Gross Domestic Product (GDP) rebounded 33% in the third quarter of 2020, after falling 31% in the preceding
quarter due to the economic impact from COVID-19. These figures are sequential growth rates and will normalize
beginning in the fourth quarter. The economic recovery is beginning, and corporate profit growth is expected to
accelerate as 2021 unfolds as shown in the table below.

Source: JPMorgan Guide to the Markets 12/31/2020

Congress recently passed a $900 billion economic relief package. It is a comprehensive program that includes a
second round of stimulus checks, expanded unemployment aid, small-business relief, among a host of other items.
This is expected to jump-start the economy which has recently lost momentum due to the expiration of the
previous package coupled with the resurgence of COVID-19. It is expected that another package will be introduced
by the incoming administration which, if passed, will provide additional support to the economy.

Recent employment figures have shown a continued deceleration in hiring. Job growth has decelerated each
month since July, and the December reading actually showed a 140,000 loss in jobs after a 336,000 job gain in
November. The unemployment rate held steady at 6.7% as a reduction in job seekers offset the job losses.

U.S. ISM Manufacturing and Non-manufacturing Index readings in December were 60.7 and 57.2 respectively.
Figures above 50 highlight growth, so we do see economic activity picking up. Encouragingly, new orders growth is
also reporting strength. Job growth typically follows as businesses need additional workers to meet demand.

International Economy
We are seeing widespread shutdowns across Europe due in part to the new strain of COVID-19 which has recently
been discovered. This is setting back the economic recovery, but the vaccine rollout is underway, which should
help to open the European economies back up. The recovery in Asia is much further along as they were able to
control the virus earlier than most Western economies. We expect the recovery in China to continue to pick up
steam as 2021 unfolds.
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U.S. Equity Market Outlook
Everyone wants to know what to expect in the markets for 2021 after such a wild ride in 2020. We learned in
2020 to expect the unexpected, and 2021 will certainly bring surprises, although hopefully not of the COVID-19
variety. Last year we saw some companies continue to thrive despite the virus, and their valuations expanded
accordingly as illustrated in the graph below. Many of these companies are classified as “Growth Stocks.”
Conversely, companies which were impacted by the virus were largely “Value Stocks,” which saw their valuations
contract. In 2021, we are already seeing some of this reverse, as investors begin to price in the expected 2021
recovery. This is a healthy development signifying that investors are rotating into stocks in industries and sectors
that were out of favor for much of 2020.

We also expect to see the continued recovery in economically sensitive small and mid-cap equities in 2021 as the
economy recovers. These companies were severely impacted by the economic shutdown which caused many of
the stocks in these indexes to be under pressure for much of 2020. The last few months have shown a recovery in
these stocks and we expect the trend to continue.

While markets performed well in 2020, we see no reason why the strength cannot continue in 2021, if the vaccine
is effective and the economy returns to growth mode. We are hopeful that the vaccine rollout can accelerate in
the coming months to allow business activity to return to normal as quickly as possible.
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International Equity Market Outlook

We expect that emerging market equities will perform well in 2021. Economic activity in many countries has
already shown significant acceleration due to the fact that many countries have largely contained the virus. As the
economies in Europe and the U.S. recover, this will provide an additional export boost. Also, the weak U.S. dollar
will be a tailwind for companies with dollar denominated debt which will be easier to repay. Indeed, there is a lot
to look forward to in emerging market equities.

European equities are generally more cyclical than the U.S. due to a higher weighting of industrial, energy, and
financial stocks than U.S. indexes. This should result in a robust recovery in Europe once the virus is contained. In
addition, the weakening U.S. dollar, if it continues, will be beneficial for U.S. investors as European stock prices are
converted to a weaker U.S. dollar.

Source: JPMorgan Guide to the Markets 12/31/2020 



Fixed Income
The U.S. Federal Open Market Committee (FOMC) has stated that they will keep the Fed Funds rate at the 0% to
0.25% range for at least the next two years, even when the economy and inflation pick up. This has kept short-
term rates anchored at very low levels.

Investors are increasingly concerned that inflation will pick up due to all the bond buying by the FOMC along with
economic stimulus packages being passed by Congress. Higher inflation expectations are reflected in long-term
interest rates. The 10-Year U.S. Treasury yield has risen from 0.68% as of September 30, 2020, to 1.12% as of
January 8, 2021. This is a dramatic move, and many interest rate forecasters expect long-term rates to continue to
move higher.

Bond prices move inversely with interest rates, meaning that bond prices go down when interest rates rise. This is
particularly impactful for long-term bonds, which are more affected from rising interest rates than short-term
bonds. We have anticipated this and have positioned our portfolios appropriately to focus on shorter-term bonds.
While interest rates are lower for short-term bonds, the principal value is less subject to price risk, which we feel is
a prudent trade-off. Therefore, we continue to believe that shorter-term bonds are a better risk-adjusted option.

Summary
We are glad to say goodbye to 2020 and welcome in 2021. We have a lot to be grateful for as equity markets
recovered more than even the most optimistic forecasters expected. This highlights the difficulty in predicting
short-term market moves. It is much easier and safer to focus on the long-term, which has shown that equity
markets have produced solid gains over time for patient investors. Despite having said this, we are going to take a
stab at what 2021 may bring.

Equities should continue to advance in 2021 as investors expect corporate profits to produce steady growth over
the coming two years. A lot will depend on how fast the vaccine is rolled out and the impact on COVID-19 case
loads. If all goes well, we expect economic activity to accelerate each sequential quarter in 2021, which is exciting.
This will lead to higher corporate profits, which ultimately leads to higher equity share prices. Additionally, if more
economic stimulus measures are enacted, this will provide increased fuel to the economy and markets.

We expect very low returns for fixed-income investments in 2021 due to low yields and rising interest rates, a
difficult combination. On a brighter note, as rates rise, bond redemption proceeds will be invested at higher
interest rates, which bodes favorably for future returns. We see 2021 as a transition year for bond investors.

Whatever the new year brings, you can trust that we will adjust and adapt as events unfold, just as we did in 2020.
Investing is a contact sport, and the ball can take many funny bounces. We appreciate the trust you place in us to
navigate sometimes turbulent markets to generate the best possible outcomes for you, our clients. Happy New
Year! Here’s to a prosperous, healthy, and happy 2021.
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