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RECAP SUMMARY

The 4th Quarter of 2020 continued a second consecutive period of solid recovery, as the S&P 500 and Nasdaq both 
rose to reach new all-time highs after the steep drop in March. Over this time period, the S&P 500 saw an increase of 
11.69%, building on the gains from the 3rd Quarter. We saw a market rotation in the 4th Quarter, as small cap stocks led 
the way with a 30.83% return followed by mid cap stocks at 23.93%. For the year, the S&P 500 provided the best returns 
of the indexes. In particular, large cap growth and big technology companies continued their market dominance in 2020. 
Currently, the largest 5 stocks (Apple, Microsoft, Facebook, Google, and Amazon) represent +/- 22% of the entire S&P 
500 with Apple eclipsing a record $2 Trillion market capitalization in 2020. 

Source: Big Charts/Marketwatch

The commentary is informational in nature and not intended to imply a specific strategy or course of action. Investment advice and recommendations are 
only provided according to each individual’s personal circumstances. Chancellor Wealth Management is an investment advisor firm registered pursuant to the 
laws of the state of Georgia. The firm is also registered to conduct business in the states of South Carolina and Texas.   Copyright © 2021 Chancellor Wealth 
Management, All rights reserved.  
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The recent rotation into small and mid-cap stocks was somewhat anticipated, as this phenomenon has been observed in 
past recoveries as we mentioned in our prior quarterly commentary. We also continue to see downward pressure on interest 
rates, which has helped the bond market perform well over the past quarter. In particular, the high-yield bond market 
provided solid performance as some concerns of credit quality and default subsided as the economy showed improvement. 

REBOUND OF THE ECONOMY

Also mentioned in our prior commentary, the unprecedented bear market that occurred in the spring was only one month 
in duration. Because it was caused directly by the COVID-19 pandemic and did not have common characteristics of other 
prolonged bear markets, the duration of the drop was extremely brief. 

As the broad economy has seen rapid recovery, unemployment has returned to a more normalized level of 6.9%, which 
is not far from the 50-year average of 6.3%. It should be noted that in April of 2020, the unemployment rate peaked out 
at 14.7%, albeit higher than unemployment rates at the start of the year. This dramatic rebound can be attributed in 
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part to the dynamic nature of the economy and its ability to adapt to changing environments. It was also aided by the 
coordinated assistance of the Federal Reserve and governmental stimulus, which will be discussed in further detail later. 
It is also interesting to see how the education of the workforce impacts the outcome of unemployment. For example, as of 
November 2020, workers with a college degree or better reported an unemployment rate of 4.2% while those with only a 
high school diploma reported 7.7%. This indicates that the impact of the pandemic appears to have affected this portion of 
the workforce in greater ways, especially in the areas of hospitality and service occupations. 

The rise of equity prices has been driven by the anticipated recovery in corporate profits that are expected to be reported 
in the next 12-24 months. The consensus of analyst estimates indicate that the S&P 500 will see new record profits in 
both 2021 and 2022, following the down year in 2020. Stock valuations are forward looking and provide some insight to 
what investors believe about the next few quarters of economic activity. 

In an environment of extremely low 
interest rates, the anticipated corporate 
profits in the next two years has provided 
support for the higher than normal Price 
to Earnings ratio (PE ratio), which is 
currently 22.3x. This is significantly 
higher than the 25-year average of 
16.2x but can be mitigated in part to the 
downward and likely temporary pressure 
on profits.
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In terms of GDP, according to the U.S. Bureau of Economic Analysis, the 3rd quarter of 2020 reported a dramatic rise of 
33.4% following the dismal 2nd quarter drop of 31.4%. It is expected that the 4th quarter will continue an upward trend 
but not nearly at that pace. 

IMPACT OF COVID-19: WINNERS AND LOSERS 

Due to the response to COVID-19, in terms of social distancing requirements and policy restrictions on certain commerce, 
the impact to the economy has been extensive. The collective response has disturbed many of our ways of life from 
sporting events, travel, religious gatherings, business, and even interaction with family members. We have also seen there 
to be a great dispersion of winners and losers as a result. 
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The biggest winners by far from the pandemic has been Online Retail and Information Technology. This should come to 
little surprise, as shopping behaviors have certainly shifted towards purchasing products and services remotely through 
online vendors. This explains in part why the top 6 largest companies of the S&P 500 are technology companies. Other 
recipients in 2020 have been those who benefited from the “stay at home” trend, such as home improvement, groceries, 
and housing related industries. There is some question to whether this trend will continue and at the same pace. It is 
possible that once things return more to normalcy that we could see more return to more traditional methods of travel, 
commerce and interaction if social distancing trends subside. 

The above chart is a fascinating look at how the economic behaviors have changed as a result of the pandemic in 2020. 
Although debit/credit transactions are mostly back to normal levels, hotel occupancy, road use, dining out, and TSA traffic 
are all still well off of normal levels, and still down between 33%-64%. We would expect that these industries will improve 
in time once vaccines are delivered to the general population and herd immunity is achieved. The CDC has indicated that 
the current hope is that herd immunity can be achieved by late Spring or early Summer of 2021 if the delivery of vaccines 
are successful. The Mayo Clinic has also provided guidance that herd immunity could be potentially achieved when 70% 
of the population either recovers from COVID-19 or develops antibodies from an effective vaccine. 
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One industry that has been hardest hit by the pandemic has been the Energy Sector, and in particular oil. As a direct 
effect of the initial shelter in place, the price of oil initially plunged to $11.57 per barrel in April and has since recovered 
somewhat to $48 per barrel as of December. What is also very interesting is that the U.S. produced 18.6 million barrels a 
day in 2020, effectively achieving energy independence after consuming only 18.2 million barrels a day. Oil inventories 
have stabilized as the active oil rigs have decreased significantly since the pandemic began. 

We expect that aside from significant government intervention through increased taxes or regulations, low prices for oil 
should continue to have downward pressure on the number of oil rigs. The good news for consumers is that if prices for oil 
begin to rise, the US can put the rigs back to work, increasing production. 

GOVERNMENT INTERVENTION AND DEFICITS

A common response from central 
governments around the world 
to the fiscal crisis has been the 
policy of monetary expansion 
through massive deficit spending, 
or the borrowing of money 
through the issuance of bonds. 
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The U.S. is estimated by the Congressional Budget Office (CBO) to run a deficit of $1.8 Trillion in 2021, following a 
$3.1 Trillion deficit in 2020. As a result, the U.S. is on pace to have its Federal net debt rise above 100% of GDP for the 
first time since World War II. The CBO also forecasts that the U.S. should be able to reduce this deficit in its baseline 
projections in the following years, but this will require the difficult and possibly unlikely fiscal restraint from Congress. 

So far this year, much of the excess U.S. debt has been absorbed mainly by the Federal Reserve, as its balance sheet has 
increased to over $6.4 Trillion from starting out the year near $4 Trillion. We have also seen this phenomenon in other 
developed countries including Germany, France, UK to support GDP levels and combat COVID related shutdowns. We 
expect to see the Fed balance sheet to continue to grow unless this excess spending is decreased. 

So far, we have not seen an increase in inflation, as the U.S. Bureau of Labor has reported the CPI for the past 12 months 
as only +1.2%, well under the 2% target as set by the Federal Reserve. The longer-term challenge for the U.S. will be to 
find ways to reduce deficit spending, so that inflation does not set in or the erosion of the value of the dollar negatively 
impacts the economy and standard of living

SUMMARY

Our philosophy is to maintain and optimize the long-term asset allocation strategy for each of our clients. We should 
expect to see volatility in markets as a natural flow of the investment cycle. It is our guidance to avoid significant market 
timing as it relates to political or unforeseen economic events. In general, we view a diversified investment portfolio as an 
effective way to provide a long-term hedge against inflation and benefit from continued advancements in the broad capital 
market. 
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Selected Funds 2019 2020 2020 Fourth Fourth YTD YTD
Share Price Share Price Share Price Quarter Quarter Dollar Total %

31-Dec 30-Sep 31-Dec $ variance % change variance Change*
Primarily International (Index MSCI/EAFE) Symbol
Artisan Partners International Small - Mid APDJX 15.37 17.35 20.32 2.97 17.12 4.95 33.11
American Funds Europac Growth Fund F-2 AEPFX 55.46 57.86 69.15 11.29 19.51 13.69 25.11
Thornburg International Value TGVIX 24.12 25.70 28.64 2.94 11.44 4.52 22.76
Invesco Oppenheimer Global Fund Y OGLYX 96.17 104.72 116.17 11.45 10.93 20.00 27.90
Invesco Oppenheimer Developing  Markets YODVYX 43.84 45.04 53.46 8.42 18.69 9.62 17.51

Large Cap Growth (Index Russell 1000 Growth)
Fidelity Advisor Growth Opportunities FZAHX 100.18 138.87 156.79 17.92 12.90 56.61 69.25
Harbor Fund Capital Appreciation HACAX 75.75 103.89 104.22 0.33 0.32 28.47 54.43
T. Rowe Price Blue Chip Growth TBCIX 124.47 155.18 165.90 10.72 6.91 41.43 34.90
Vanguard Large Cap Growth ETF VUG 181.31 230.54 253.34 22.80 9.89 72.03 40.16
Fidelity Growth FDGRX 21.36 31.16 32.87 1.71 5.49 11.51 67.51

Large Cap Value (Index Russell 1000 Value)
T. Rowe Price Value Fund I TRPIX 37.91 35.36 40.86 5.50 15.55 2.95 10.65
Dodge & Cox Stock Fund DODGX 193.76 166.53 192.56 26.03 15.63 -1.20 7.16
Harbor Large Cap Value HAVLX 17.41 17.16 19.23 2.07 12.06 1.82 14.43
Vanguard S& P 500 Idx ETF VOO 292.90 309.60 343.69 34.09 11.01 50.79 18.35
Vanguard Large Cap Value ETF VTV 117.86 104.58 118.96 14.38 13.75 1.10 2.23
American Funds Washington Mutual F2 WMFFX 48.10 45.81 50.10 4.29 9.36 2.00 7.94

Mid Cap Blend (Index S&P 400)
Harbor Mid Cap Growth HAMGX 9.44 12.93 13.32 0.39 3.02 3.88 61.54
Vanguard MidCap Index Fund ADM VIMAX 220.66 218.24 256.40 38.16 17.49 35.74 18.24
William Blair Small - Mid Companyy WSMDX 26.99 29.47 35.13 5.66 19.21 8.14 32.35

Small Cap  (Index S&P 600)
Harbor Small Cap Growth HASGX 13.93 15.56 17.98 2.42 15.55 4.05 38.39
Harbor Small Cap Value HASCX 34.93 30.40 39.35 8.95 29.44 4.42 13.14
Vanguard Small Cap Index ETF VB 165.93 156.00 194.68 38.68 24.79 28.75 17.33

High Yield Corporate Bonds
T. Rowe Price High Yield Fund PRHIX 6.68 6.37 6.64 0.27 4.24 -0.04 5.07
Fidelity Floating Rate High Income FFRIX 9.48 8.98 9.26 0.28 3.12 -0.22 1.62
PGIM High Yield Z PHYZX 5.59 5.32 5.52 0.20 3.76 -0.07 5.59

Intermediate Term Bonds
Vanguard Bond Index Interm Bond ADM VBILX 11.81 12.65 12.59 -0.06 -0.47 0.78 9.80
Vanguard Short Term Inv. Grd Bond ADM VFSUX 10.73 10.98 11.03 0.05 0.46 0.30 5.25
Vanguard Interm Term Inv. Grade ADM VFIDX 10.05 10.61 10.47 -0.14 -1.32 0.42 10.42
PGIM Total Return Fund Z PDBZX 14.40 14.85 15.09 0.24 1.62 0.69 8.00
Transamerica Intermediate Term Muni BondTIMUX 11.85 11.92 12.08 0.16 1.34 0.23 4.50

Global Bond Funds
PGIM Global Total Return PZTRX 6.91 6.82 7.30 0.48 7.04 0.39 9.99

Selected Indices
S&P 500 (Large Capitalization) 3230.78 3363.00 3756.07 393.07 11.69 525.29 16.26
S&P 400 (Mid-Level Capitalization) 2063.02 1861.29 2306.62 445.33 23.93 243.60 11.81
S&P 600 (Small Capitalization) 1021.18 855.27 1118.93 263.66 30.83 97.75 9.57
Dow Jones Industrials (Large Capitalization) 28538.44 27781.70 30606.48 2824.78 10.17 2068.04 7.25
Nasdaq 8972.60 11167.50 12888.30 1720.80 15.41 3915.70 43.64
5-year Treasury Note Yield(percent) 1.69 0.27 0.36 0.09 33.33 -1.33 -78.74
10-year Treasury Note Yield (percent) 1.92 0.68 0.92 0.24 34.85 -1.00 -52.21
MSCI/EAFE (International Equities) 68.47 63.65 72.96 9.31 14.63 4.49 6.56

nteed.  Prices and values sourced from finance.yahoo.com, a source deemed reliable but not guaranteed. * Year total % changed adjusted for dividends and 
interest.  Data on total year end performance provided by mutual fund companies.  Investment Advisory Services are offered through Chancellor Wealth 
Management, Inc.


