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Year-end 2020 markets review 
The U.S. stock market shrugged off a couple of short-lived dips and continued to rally over the last 
three months of 2020.  The S&P 500 (the 500 largest publicly traded U.S. companies) rose 12.2% 
during the fourth quarter and ended the year up 18.4%, more than erasing the first quarter 20% 
decline.  The NASDAQ Composite, more heavily weighted in growth-oriented technology and health 
care stocks, performed even better and was up 43.6% for the full year.  U.S. small cap stocks finally 
awoke and were among the better performing sectors during quarter.  Around the world most 
developed and emerging equity markets also performed well over the fourth quarter, getting an added 
boost from a weakening in the U.S. dollar the second half of the year. 
 

 
Source: GoogleFinance 
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The 10-year Treasury bond yield increased from 0.69% in September to 0.93% at year-end, while 
credit spreads (the difference between yields on Treasury bonds and other bonds) continued to 
tighten.  The average yield on BBB-rated U.S. corporate bonds fell from 3.19% to 2.06% over the 
course of the year (source: Federal Reserve Bank of St. Louis).  This signals a troubling time for bond 
investors searching for interest income sufficient to cover both the risks inherent in holding bonds and 
the rate of inflation. 
 
The Bloomberg Commodity Index rallied 10.2% during the fourth quarter but was down (-3.1%) for the 
year.  The price of crude oil was the main factor driving the commodity rally.  WTI crude oil rose from 
$38 to $48 dollars a barrel over the fourth quarter, which provided some respite for oil and gas stocks. 

 
All industry sectors (next table) within the S&P 500 rose in varying degrees during the fourth quarter.  
Energy was the best performing sector rising 28% but still ended the year down (-34%).  Financials 
(led by regional banks), communication services (most prominently Disney), and industrials (airlines 
rallied strongly) were among the better performing sectors during the fourth quarter.  The technology 
sector also performed well over the quarter and ended the year up 44%, by far the best performing 
sector for the year. 
 

 
Source: Morningstar for returns, Standard & Poor’s for sector weightings 
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First quarter 2021 outlook and considerations 
The stock market has experienced an unusually robust run over the last two years, but do the 
fundamentals support these stock prices.  We have highlighted in the past that valuations appear lofty 
based on conventional measures.  The Shiller Cyclically Adjusted PE ratio is over 30, a level rarely 
breached over the last hundred years.  The market appears to be baking in a major resurgence in 
corporate earnings for this year and next.  A rebound in earnings is certainly within the realm of 
possibility however we may be nearing the point where the market is priced for perfection.   
 

 
Source: www.multpl.com 

 
 
An alternate narrative might be that the market today may structurally differ from that of years past. 
New technologies and disruption may be contributing factors driving some of the higher valuations, 
and not all stocks rose in tandem with last year’s rally.  Stock prices for 191 companies in the S&P 500 
were down for the year and 307 stocks underperformed the index.  Much of the year’s growth in the 
index was concentrated in a handful of mega-cap stocks the likes of Apple and Amazon, and perhaps 
the rest of the market, that is the still big but smaller fish, is not overvalued at.  This large group of 
laggards may provide further opportunities for growth in the new year as they try to catch up to the 
mega-caps.  It is worth a thought. 
  

http://www.multpl.com/
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Near-term perspective 
 
Our basic themes remain intact as we start the new year.  Overweight the technology sector where 
appropriate (greatest opportunities for material revenue and earnings growth) as well as balancing 
growth opportunities with value stocks offering attractive dividend yields or upside potential while 
seeking to avoid value traps (stocks that appear to be relatively cheap but stay cheap for long periods 
of time).  We are currently assessing opportunities among financial stocks, long an underweighted 
sector in most portfolios.  Rising interest rates and a steeper yield curve could benefit the sector.  
Bonds for the most part do not offer attractive yields based on current prices and we will continue to 
look to other asset classes for generating income where needed. 
 
Please feel free to call or email us anytime if you have questions or thoughts you would like to discuss.  
Thank you for your confidence. 
 
Jay Cruice, CFP®, CLU, ChFC, Co-Chief Investment Officer 
 
Joseph Tatusko, CFP®, CFA, Co-Chief Investment Officer 
 
 
 
 
Notes:  Past performance is no guarantee of future results.  All investing is subject to risk, including 
possible loss of principal. 
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Overview

• Economic environment & outlook
• Recent market performance

The information herein has been obtained from sources believed to be reliable, but we cannot guarantee its accuracy or 
completeness. Past performance is no guarantee of future results. Neither the information nor any opinion expressed constitutes 
a solicitation for the purchase or sale of any security. 
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Chicago Fed National Activity Index
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Chicago Fed National Activity Index declined to +0.27 in 
November from +1.01 in October.

3-month moving average decreased to +0.56 in November 
from +0.85 in October

Production-related indicators contributed +0.14 in November down 
from +0.36 in October.  Industrial production increased 0.8% in 
November after rising 1.1% in October.

Employment related indicators contributed +0.15 in November 
down from +0.45 in October.  Nonfarm payrolls rose by 245,000 in 
November after rising by 610,000 in October. .

The contribution from consumption and housing moved down to  
-0.09 in November from +0.02 in October. 

Diffusion index: 49 of 85 indicators made positive contributions in 
November (36 were negative); 20 indicators improved while 64 
deteriorated.  Of the indicators that improved, 5 made negative 
contributions.

Source: Federal Reserve Bank of Chicago
CFO Capital Management



GDPNow Q2 2020 forecast
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Source: Federal Reserve Bank of Atlanta
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Actual:

3rd quarter 
2020   33.4%

2nd quarter 
2020   31.4%

1st quarter 
2020   (5.0%)

4th quarter 
2019   2.1%



GDP forecast components
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Source: Federal Reserve Bank of Atlanta
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NY Fed GDP Nowcast
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U.S. rail traffic

7Association of American 
Railroads, www.aar.org

CFO Capital Management Through 12/26/2020



Motor vehicle shipments crater

8Association of American 
Railroads, www.aar.org
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Cass Freight Index
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Cass Information Systems CFO Capital Management



Cass Truckload Linehaul Index
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Institute for Supply Management Manufacturing PMI

11Source: ISM CFO Capital Management Through December 2020



Institute for Supply Management Manufacturing indicators

12Source: ISM CFO Capital Management Through November 2020



Baltic Dry Index 

13Source: TradingEconomics.com CFO Capital Management



Short term rates down ~150 bps since year end 2019

14Source: U.S. Treasury CFO Capital Management



Sovereign 10 year rates have risen last few weeks

15
Source: TradingEconomics.com
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BBB corporate spread over Treasuries
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High yield corporate spread over Treasuries

17CFO Capital Managementhttps://fred.stlouisfed.org/series/BAMLH0A0HYM2



US dollar weaker versus Euro

18https://fred.stlouisfed.org/series/DEXUSEU CFO Capital Management



USD has also weakened to GB pound

19https://fred.stlouisfed.org/series/DEXUSUK CFO Capital Management
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Even Chinese Yuan has strengthened

https://fred.stlouisfed.org/series/DEXCHUS CFO Capital Management
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Year-end currency exchange rates

CFO Capital ManagementSource: federalreserve.com



Commodity prices generally higher
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Source: TradingEconomics.com
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Oil futures approaching $50 barrel

23Source: EIA https://www.eia.gov/petroleum/weekly/crude.phpCFO Capital Management



U.S. crude oil production down sharply
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Baker Hughes rig count - collapse in shale & Gulf, recovering
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Oil inventory normalizing
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Crude imports way down

27Source: EIA CFO Capital Management



S&P 500 one year performance (12/31/2019 through 12/31/2020)
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Source: Google Finance

18.4%
2020 total return

31.5%  2019
 total return

Source: Morningstar

https://money.cnn.com/data/markets/sandp/CFO Capital Management



S&P 500 YTD 3/31/2021 performance

29Source: Google Finance
https://money.cnn.com/data/markets/sandp/CFO Capital Management

18.4%
2020 total return

31.5%  2019
 total return

Source: Morningstar



NASDAQ one year performance (12/31/2019 through 12/31/2020)

30Source: Google Finance https://money.cnn.com/data/markets/nasdaq/CFO Capital Management

43.6%
2020 total return

35.2%  2019
 total return

Source: Morningstar



NASDAQ year to date performance through 3/31/2021

31Source: Google Finance https://money.cnn.com/data/markets/nasdaq/CFO Capital Management

43.6%
2020 total return

35.2%  2019
 total return

Source: Morningstar



Volatility remains elevated

32Source: CBOE CFO Capital Management For the year 2020



Market indices 2020 vs 2019
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S&P 500 2020 sector performance

34
Source: Morningstar for returns, 
Standard & Poor’s for sector weightings CFO Capital Management



Non-U.S. equities underperformed 1Y, 5Y, 10Y by wide margins - rationale 
for international investing is questionable
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Source: Morningstar
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Growth vs. Value YTD and last 10 years
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Source: FTSE Russell
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Best and worst stock markets YTD 2020
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S&P 500 price to earnings ratio

38Source: multpl.com & Robert Shiller CFO Capital Management



Shiller Cyclically Adjusted PE Ratio (CAPE)

39Source: www.multpl.com CFO Capital Management

Price earnings ratio is based on 
average inflation-adjusted earnings 
from the previous 10 years



S&P 500 earnings

40Source: www.multpl.com CFO Capital Management

2020 earnings 
estimate has fallen 

from $175.52 to 
$120.25

implying a
31.2 P/E ratio 
(source: S&P)

2021 earnings 
estimate is $164.40 

implying 22.9 
forward P/E ratio

(source: S&P)



ETF inflows & outflows last 30 days

41Source: ETF.com

https://www.etf.com/etfanalytics/etf-fund-flows-tool
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S&P 500 best performing stocks Q4 2020
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S&P 500 worst performing stocks Q4 2020
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