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The year 2020 was weighed down by a global pandemic
and associated recession, driving stocks into a bear mar-
ket, thereby ending to the longest bull market in histo-
ry, amid record volatility. Subsequently, equities rallied
for three consecutive quarters, thanks to rapid and mas-
sive monetary and fiscal stimulus, the passage of US
elections, and positive Covid-19 vaccine news, leading
to positive overall returns for the year. The bellwether
S&P 500 index rose +12.2% in Q4 (+18.4% in 2020).
Positive news flow favored cyclical segments of the
market, resulting in the best quarterly rise for value and
small capitalization stocks since 2009. This was high-
lighted by the Russell 2000 index (+31.4% in Q4;
+20.0% in 2020) which rapidly erased its underperfor-
mance for the year. Growth equities, as measured by
the tech-heavy Nasdaq index, were the year’s overall
best performers, gaining +15.6% in Q4 and +44.9% in
2020.

Overseas equities produced mixed results in 2020.
While the Euro Stoxx 600 index rallied +10.9% in Q4, it
ended the year down -1.4%. To the upside, Asian and
emerging markets rose in the high-teens percent for the
full-year, benefiting from renewed hopes of a cyclical
recovery, a falling dollar, and increasing global trade
activity. Overall, the MSCI EAFE developed markets
index returned +16.9% in Q4 (+8.4% in 2020).

Despite market expectations of an economic recovery,
global government bond yields moved only modestly
higher, guided by ongoing central bank interventions.
US 10-year Treasuries ended the year with a yield of
0.9%, slightly higher for the quarter, but down signifi-
cantly from 1.9% at the start of the year. The Bloom-
berg Barclays US Aggregate index rose +7.5% in 2020,
while the ML High Yield index leaped +14.4%.

Qnmodity prices also rose, driven by strong demand
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for industrial metals in Asia. Economically sensitive cop-
per continued its ascent, rising +16.0% in Q4 (+25.8%
ytd). Precious metals paused for breath during the quar-
ter, but still performed admirably in 2020, on the back
of abundant liquidity (gold: +0.7% in Q4; +25.2% ytd).
During the fourth quarter, WTI crude oil prices re-
bounded +20.6% thanks to the prospect that economies
will reopen sooner rather than later. However, the com-
modity ended the year -20.4% below where it started.
Mal-investment and an extended period of low prices,
have led the energy industry to reduce capital expendi-
tures. As a result of a projected 5 million barrel per day
decline in production, the US is expected to return to
global oil markets to plug the deficit at a cost of approxi-
mately $100 billion per year.

GEOPOLITICS

The coronavirus pandemic has taken a turn for the
worse in many regions of the world. New infections
have risen significantly in Europe and the US, exceeding
previous highs. As a result, governments have imple-
mented more austere lockdown measures in order to
slow the spread of the virus. This has once again pres-
sured a broad swath of industries, especially in the ser-
vice sector. Thankfully, the gloom has been met by pos-
itive vaccine data from Pfizer/BioNTech, Moderna and
AstraZeneca/Oxford. While an end to the Covid-19
crisis now appears to be in sight, the path to recovery is
likely to be bumpy over the coming quarters. Questions

regarding how quickly the various vaccines can be man-

ufactured, distributed and administered on a mass scale

still remain. It is important to note that the Pfizer/
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BioNTech and Moderna vaccines both require costly
cold storage. Success also depends on the willingness of
the population to get vaccinated and the effectiveness

of the vaccines against potential mutations in the virus.

As the year drew to a close, the UK and EU finally
reached a Brexit agreement, including a free-trade re-
gime. While regulatory red-tape and border controls
will affect the more than $590 billion in annual trade, a

worst case of WTO rules and tariffs was avoided.
UNITED STATES

The year-end period brought long-awaited economic
relief for pandemic-stricken companies and house-
holds. Congress finally agreed to provide $900 billion in
additional federal stimulus, bringing the annual total to
$3.5 trillion. The plan will extend many of the CARES
act support measures, including renewing direct pay-
ments to households and more generous unemploy-
ment benefits, reducing headwinds to US GDP growth

over the coming quarters.

Manufacturing continues to show resilience to the pan-
demic, with data reaching a two-and-a-half year high,
thanks to recovering demand for goods and record low
inventory levels. Planning ahead for an improving
economy in 2021, companies will have to restock. Un-
fortunately, this comes at a time of a weakening Dollar
(DXY -4.2% in Q4; -6.7% ytd) making overseas pur-

chases more costly and spurring inflation.
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