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Stock Markets Performance

2020 ended with strong quarterly performance for the
equity markets.

Entering the Fourth Quarter, stock indices had mostly
recovered from their sharp, COVID-related declines
earlier in the year and seemed to be awaiting clarity
from the looming elections.

After giving back some gains in October, equities began
to rebound and following the election results continued
to move higher through year-end.

Global stocks posted an even more impressive
quarter. The three major non-U.S. indices, saw their
largest quarterly returns in almost 10 years.

A weaker U.S. Dollar, local economic stimulus and
more attractive valuations were all contributors to
the rise in prices. While the outperformance of
foreign stocks was nice to see, they still have a way
to go towards closing the valuation gap with the
U.S. markets.
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US Sector Performance

All S&P 500 sectors finished the quarter higher. After a
strong 2020, the Technology sector posted more muted
returns while some of the sectors that had been
lagging, specifically Energy and Financials, led the pack.

Despite their strong recent performance, both sectors
still finished the year in the red. The Real Estate sector
also finished the year lower, while all other sectors
finished the year higher than where they began 2020.

Perhaps the biggest surprise this past year was the
performance of the Consumer Discretionary sector.
Typically, recessionary periods will affect cyclical sectors
the most, however in 2020, Consumer Discretionary
was the second-best performing sector – up nearly 30%
on the year. Government stimulus and sustained low
interest rates kept consumers active even as increased
unemployment and a pandemic spread throughout the
country.
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Asset Class Performance – Trailing Periods

The colorful grid to the left, illustrates the performance of different asset
classes over various trailing time periods. The long-term bull market in
equities becomes readily apparent when looking at this visual. Across the
top, the recent best performers are U.S. Growth stocks, U.S. Small Cap
stocks and Emerging Markets. Including the broad S&P 500 index, these
“risk assets” have outperformed over the 3yr, 5yr & 10yr periods.

While over any longer timeframe, one
would expect to see riskier assets outpace
the returns of more conservative assets,
the spread between assets during these
periods is quite significant.

Also of note is the persistent
underperformance of commodities since
2010. One large contributor to this is Oil’s
steady decline from the high’s of 2008
when oil reached over $140/barrel.

While commodities have been a laggard
the past ten years, this trend may be close
to reversing should the global economy
strengthen and the U.S. Dollar remain
weak.



Asset Class Performance – Quarter by Quarter

This graphic shows quarterly
performance for the major
asset classes since mid-2017.

It is worth nothing that the
differences in quarterly
performance are significantly
more variable then the 3yr,
5yr, & 10yr averages on the
prior slide might suggest.

This makes a strong case for
remaining diversified and
focused on the longer-term.
Properly identifying these
short-term shifts and market
trends is difficult at best and
often unprofitable after
taking taxes and other
factors into account.



Interest Rates

For the most part, the downward trend in interest rates continued in the fourth quarter. However, more
recently longer-term Treasuries began to see yields rise slightly. These moves have left the yield curve
steeper than it was at end of the third quarter and one year ago. The steepening could indicate higher
anticipated economic growth, higher inflation expectations and/or a less cautious global outlook by
investors. The true cause is likely a mix of those and other factors working in tandem to move rates
higher at the long end of the curve.

The Fed has committed to keeping rates low but as market rates adjust and new political leadership 
takes control in Washington, it will be important to monitor interest rates in the coming months.



USA Trade & Dollar Strength

During the fourth quarter the U.S. Dollar continued to weaken compared to other global currencies.  The M2 money supply (cash and liquid deposits) grew 25% 
in 2020 – by far the largest increase as far back as our data showed (approximately 40 years). However, the U.S. Dollar is still above it’s 10-year average in terms 
of purchasing power versus other major currencies and was just at an all-time high as of early last year.

Global trade continues to show the impact of the COVID-19 pandemic as more data is collected and published. The latest data points to renewed activity
between the U.S. and our closest trade partners, Canada and Mexico. One of the few trade relationships that did not see an uptick in the latest results was that
between the US and OPEC, further highlighting the decline in energy demand.



Leading Indicator Summary & Trends

Our table of leading indicators shows the values of several economic data series that are often viewed as predictors of economic cycles. This data can be
useful in assessing the strength of the current economy and quarter-to-quarter trends may provide insight as to what is to come. The latest data shows mixed
results by industry and geography, no doubt reflecting the ongoing impact of the COVID virus and related policy actions. After a reasonably strong initial
bounce following the mandated shutdown earlier this year, the positive trends seem to be moderating.

The yield curve is back to a more normal, upward sloping shape, stock market returns have been strong, consumers are fairly-confident, and housing data
remains strong. Yet manufacturing and business activity are showing signs of weakening. As the recovery continues, investors hope to see improved data
around business activity, increasing consumer sentiment, and growth in business inventories to sustain the market moves higher.



Housing Indicators

A closer look at the housing market reveals the demand for mortgages, both new
and refinances, is still very strong.

Record low interest rates have undoubtedly played a huge role in that trend. New
buyers are rushing to find a home (many fleeing to suburbs or moving to areas of
country less impacted by COVID) while these rates offer such affordability.

While existing homeowners, even those with mortgages from just a few years ago,
now benefit from refinancing at rates that are a point or more below what were
already historically low levels.

Sentiment data is also strong, as indicated by the National Association of Home
Builders poll data which shows that sales conditions are expected to stay strong for
at least 6 months.



Employment Situation

Given the impact of COVID, it
warrants taking a closer look at
the employment data.

The U-6 indicator (second from
top) includes those that are
“under-employed” or working
less than full-time despite looking
for full-time work.

While the new claims for
unemployment are nowhere near
the highs from earlier in the year,
they are still magnitudes above
recent historically low levels.

The rollout of the COVID-19
vaccines should result in many
cities/states re-opening and
additional individuals returning to
work. However, the long-term
impact on the economy from the
virus and the resulting policies
remains to be seen.



Consumerism

Consumer data indicates that the U.S. consumer is returning towards more “normal” behavior. The initial shock of the pandemic and nation-wide shutdown
led to a massive decrease in spending and a resulting increase in saving. However, that trend reversed just as quickly as the country began to reopen.

One question that remains to be seen is exactly how much pent-up demand exists for travel, entertainment and other activities that have remained
relatively shut down through the past year. The speed at which the country gets back to “normal” will likely be the determining factor in the future path of
the economy and investment markets both in the U.S. and globally.



Government Spending & Debt

Data has begun to illustrate the unprecedented stimulus spending which the US government enacted during 2020.  Especially notable is the year-over-year 
change in the public debt (bottom right). With more stimulus measures likely to come, expectations are that government debt will continue to grow faster than 
in the past. This becomes troubling when you view the total U.S. public debt at around $26.5 Trillion is approximately equal to 100% of the U.S. GDP. More 
troubling is that the U.S. is rapidly approaching the highest Debt/GDP ratio ever, now eclipsing the levels only seen at height of World War II. (If this hasn’t 
scared you enough, according to the CBO, by the end of 2030 debt is projected to be more than two and a half times its average over the past 50 years.)



Another Bubble?

Following several years of positive
investment market gains it would be easy to
begin making comparisons to the late
1990’s, 2008 and other so-called investment
“bubbles.”

The problem with identifying bubbles is that
you can’t know when they are going to end.
Alan Greenspan’s famous “Irrational
Exuberance” speech was in 1996 and he
himself was asking the question of when do
you know you are in a bubble! The markets
went higher for three more years before the
tech and telecom bubble burst in 2000.

I would argue that the only “bubble” I know
of is the business of calling for bubbles!
Market skeptics have been trying to call the
next major collapse since the market last hit
bottom in 2009. Yet, the S&P 500 is over 5
times higher than where it was 12 years
ago.

My advice… Stick to your strategy and stay
invested for the long-term…
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•All investment strategies have the potential for profit or loss. Changes in investment
strategies, contributions or withdrawals may materially alter the performance and
results of your portfolio.

•Different types of investments involve varying degrees of risk, and there can be no
assurance that any specific investment will either be suitable or profitable for a client’s
investment portfolio.

•Economic factors, market conditions, & investment strategies will affect the
performance of any portfolio there are no assurances that it will match or outperform
any particular benchmark.

•The information contained herein has been obtained from sources believed to be
reliable but the accuracy of the information cannot be guaranteed.

•This is not to be considered a solicitation for the purchase or sale of any individual
security or investment strategy.
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