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VIEWPOINTS 
 

 4TH
 QUARTER 2020                               ADVISORY NEWSLETTER  

 

MARKET COMMENTARY                                     FREDRIC W. WILLIAMS 
 

Extremes – to the Extreme… 
 

“It Ain’t What You Don’t Know That Gets You In Trouble, It’s What You Know For 

Sure That Just Ain’t So.” 

- Mark Twain 
 

If ever a year epitomized a procession of ongoing extremes and unknowns, 2020 would 

surely top many an observer’s list. From markets to pandemics, economics and politics, it 

would have been near impossible last New Year’s Day to accurately script all that was to 

transpire over the course of the subsequent twelve months.  

 

The markets hit new highs in February – then COVID-19 began to spread across the world 

and the markets dropped more than 30% in less than 6 weeks. Globally, countries were shut 

down to battle the virus, with their economies grinding to a near standstill – yet the markets 

rebounded for the balance of the year, closing near fresh all-time highs in December. 

Societies differed in their approach to battling the pandemic, often times based on political 

polarizations, having varying degrees of success (amid numerous viral surges) due to 

inconsistent public health practices, and then as we closed out the year, a number of vaccines 

and therapeutics began to enter the corona-battle after being developed in record time. These 

extremes, many of them occurring simultaneously, were more than enough to make one’s 

head spin, at the very least.  

 

As has often been the case during other periods of economic and societal turmoil, linear 

assumptions have been made about a variety of current circumstances, and institutions, being 

projected into the future. Two such examples, which actually began their existential 

transition coming out of the Great Recession of ’08-’09, have been the relevance of both 

cities and offices in our ever-evolving economy.  Similar to the exodus from urban areas 

post-9/11, there has been a land rush to areas considered “more rural” in an attempt to stay 

more removed from the virus. And a portion of this migration has been enabled by the 

various technologies further allowing for the expansion of remote work that appeared to 

question the need to ever return to an office environment. 
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Given that cities and offices still offer the best platforms to take advantage of the benefits of 

“proximity” once the pandemic subsides, the assumptions surrounding their demise may 

prove to be premature – and these could present attractive investment opportunities as we 

return to some semblance of a “new normal”: 

   
 “Global cities will not only survive but revive – as they did after even deadlier 

epidemics, economic crises, wars and natural disasters in the past – as their commercial 

spaces are transformed into mixed-use areas where people live and work. This is because the 

clustering force – of talent and innovation – is a core characteristic…” 

- R. Florida, WSJ 12/10/20 

 

“Even though they may be expensive, offices do matter. The physical interactions 

they provide do contribute to getting work done, especially projects and tasks that require 

collaboration. Architecture matters by structuring our interactions, in good ways if done 

well. The rituals of office life – coffee breaks and the informal connections we make there – 

matter, as does our general office social life, which helps keep us engaged. Organizational 

culture matters, and that is conveyed by these interactions. It is hard to keep that going via 

occasional video chats. CEOs know this; their single biggest concern about remote work 

arrangements now is how to keep their culture functioning.” 

- P. Cappelli, WSJ 12/13/20 
 

A similar dynamic continued through Q4 in the capital markets, as the year closed out with 

the dramatic and persistent disparity between the growth and value camps, likely still driven 

by the newly minted COVID-shut-in day-traders facing ongoing bouts of FOMO [fear of 

missing out]. After running for the fire exits in Q1 as the markets dropped, retail investors – 

as we pointed out last quarter – spent the last half of the year driving up share prices, with the 

bulk of their attention landing in the momentum and growth camps, at the expense of the 

broader market – and for that matter, relative valuations as well. 

 

As pointed out by Yardeni Research’s year end report, the bulk of the S&P 500 performance 

was attributed to just the FAANGM components (Facebook, Amazon, Apple, Netflix, 

Google & Microsoft), with nearly half of the index’s performance attributable to just these 6 

companies. Granted, these tech giants were somewhat immune to the ravages that covid 

visited on the rest of the business economy (and perhaps they actually benefited from it, to an 

extent), but in closing out the year at more than 25% od the index’s market capitalization, 

that represented a level of concentration not seen since the popping of the internet bubble 

nearly 20 years ago.  

 

With FAANGM trading at a lofty 40-plus times forward earnings, nearly twice the S&P 

500’s already extended 22.5 times earnings, one gets a sense that the trading punch bowl was 

getting more than its share of visits during the year’s last quarter.  
 

Leuthold Group’s James Paulsen opined in his “Sentiment Skepticism” column earlier in 

December: 
 

“Lately, investor-sentiment measures have become an increasing concern. Several 

metrics, including the AAII Bulls-less-Bears, the put/call ratio, CNN’s Fear & Greed Index, 

the smart money/dumb money indicator and the investment newsletter writer’s sentiment 

index all suggest optimism has become excessive.”  
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Which, of course, brings to mind Wall Street sage Bob Farrell’s rule number 3 of his “10 

Rules for Investing”: 

 
  “There are no new eras – excesses are never permanent.” 

 

This is not to suggest, however, that the capital markets are bereft of opportunities moving 

forward in 2021 as we work to free our globe from the grips of the corona virus. Quite the 

contrary, the aforementioned disparity between the growth and value sectors – a spread that 

even exceeds the previous record at the peak of the dot-com bubble – could offer a prudent 

path for patient investors to navigate the world’s recovery.  

 

The Wharton School’s Jeremy Siegel was interviewed by RIAIntel last quarter and provided 

some contextual insight: 

 
“Value shares are poised to rally in 2021 driven not only by the severe hit they took 

from the pandemic but because they offer the only compelling source of yield available 

anywhere.” 

 

“We are at another time of extreme dispersion in returns between value and growth 

stocks, which we’ve seen several times before. The first time was in 1975 with the “Nifty 50 

Stocks” when we saw a tremendous explosion in growth stocks. Then during the dot com 

bubble in 2000. Now we’re seeing it again. Seems like the gap expands every 20 years.” 

 

“We could be approaching a growth trap where investors are too willing to overpay 

for leading tech companies. This could significantly impact the S&P 500. That said, tech 

shares could still appreciate in 2021, but at a slower rate than value stocks.”   
 

Perhaps harkening back to Clarence Darrow’s observation, “History repeats itself, that’s one 

of the things wrong [or perhaps right in this case] with history”, Siegel continues: 

 
“Looking at the period between 1983 and the beginning of 2005 value outperformed 

growth. But since then, we’ve seen a tremendous burst in performance of growth versus 

value, especially in the aftermath of the financial crisis and the current Covid-induced 

technology boom. Value usually outperforms during recessions. But during the financial 

crisis and current recession, value stocks suffered because of the collapse of financial and 

real estate stocks, both of which are in the value category.” 

 

“Further, we’ve had this tremendous runup in growth stocks, which I believe has 

well outpaced their forward earnings growth rate. History suggests these shares will see a 

selloff. At the same time, we’ve had a remarkable pullback in value stocks due to the Covid 

crisis. These stocks have been left behind during the recovery and will be the ones that will 

do better going forward. I believe that economic circumstances argue for the return of value 

going forward.”     

 

Periods of extremes can also be times of opportunity, so rebalancing portfolios to take 

advantage of extended gains or declines could prove to be prudent as we work to move 

toward the light at the end of this unusual tunnel in time. 
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CAPITAL MARKETS OVERVIEW_____________________                      ___________________ 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Domestic and Global Market Recap…                      FRANCIS J. DAVIES, III 

 

“The stock market is not the economy.” 

As noted previously, 2020 was a year of sharp contrast between winners and losers. The 

pandemic divided the market into the losers – traditional companies with large employment 

and human interaction, and the winners - technology based concerns like FAANGM 

(Facebook, Amazon, Apple, Netflix, Google and Microsoft for the uninitiated), ZOOM and 

Tesla. The market also rewarded companies that cut staffing, leaving nearly 5 million more 

unemployed than pre-pandemic. The market ignored the human cost and moved steadily 

higher. As the saying goes, if you want a friend on Wall Street, buy a dog.    

This cold calculus was never more evident than in the fourth quarter of 2020. Floods of 

monetary and fiscal stimulus from the Federal Reserve kept the economy alive and helped 

the winners to huge gains while companies in the wrong sectors struggled. Against a 

backdrop of 3,000 deaths per day from COVID-19, U.S. equities were unstoppable. The S&P 

500 index ended the year at a record high of 3,756, a gain of 12.1% for the quarter and 18.4% 

for 2020. The market’s rebound stood in contrast to the sluggish economy proving yet again 

that market strength does not equate to a vigorous economy. It was said that 2020 was a great 

year for stocks and a bear market for humans. 

U.S. equities had a solid quarter despite an almost 10% retreat in late October. The market 

found new strength in November with news of two viable vaccines. There were also reports 

of a presidential election in November as well as a $900 billion stimulus package in 

Index Returns    

Equities 
Percentage Change 

for the 4th Quarter 

Percentage Change 

for the Year 

Annualized 10-Year 

Returns 

S&P 500 12.15% 18.40% 13.88% 

Bloomberg Commodity 
Index 10.19% -3.12% -6.50% 

MSCI EAFE* 16.05% 7.82% 5.54% 

MSCI Emerging Markets* 19.70% 18.31% 3.63% 

FTSE NAREIT Equity 

REIT Index 11.60% -8.00% 8.31% 

Fixed Income    
Bloomberg Barclays U.S. 

Aggregate Bond 0.67% 7.51% 3.84% 

Bloomberg Barclays U.S. 

Treasury Inflation-Linked 
Bond 1.62% 10.99% 3.81% 

 

Source: BlackRock, Bloomberg, FTSE™, NAREIT®. 

*Returns are calculated with net dividends in USD 
 

Index returns are for illustrative purposes only and do not represent actual performance of any investment. Index performance returns 

do not reflect any management fees, transaction costs or expenses. Indexes are unmanaged and one cannot invest directly in an index. 

Past performance does not guarantee future results. 
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December. The Federal Reserve made clear it was not taking its foot off the gas anytime 

soon, which pushed up cyclical sectors while the defensive sectors made more modest gains. 

The vaccine announcements also helped European equities move sharply higher in the fourth 

quarter. The beaten down energy and financial sectors led the way. As in the U.S., the quarter 

saw rising COVID-19 in the Eurozone. Unlike most of the U.S., many European countries 

moved to tighten restrictions. The EU passed a $900 billion recovery fund of their own as 

part of a landmark $2.2 trillion budget package. After years of drama, the EU and UK agreed 

to a Brexit trade deal.  

After underperforming versus other regions during the early pandemic period, UK equities 

did well over the quarter. Again, vaccines and a Brexit deal encouraged strength, particularly 

in domestic-intensive sectors. In Japan, equities also rallied. Japan is focused on the timing of 

its general election and a corporate earnings recovery. China markets were positive but were 

held back by continuing tensions with the U.S. as well as the chilling effect of “anti-trust” 

moves against Alibaba founder Jack Ma. He has not been seen in public in months after 

criticizing government regulators.    

Emerging markets had their best quarter in over a decade, with the U.S.  dollar weakness 

augmenting their gains. The MSCI emerging markets index rose 19.7% in the fourth quarter 

and 18.3% for the year. Korea, Brazil and Mexico were the leaders. Strength in commodity 

prices was supportive of EM net exporters. Egypt, which is struggling to contain COVID-19, 

had a negative quarter. 

In government bond markets, the U.S. 10-year Treasury yield moved up 25 basis points to 

0.91%. Corporate bonds outperformed government bonds, as investment grade and high yield 

had strong positive total returns. Convertible bonds were helped by record highs in stocks. 

Eurozone yields fell as the European Central Bank increased quantitative easing. Negative 

yields continued in Germany as the yield on the 10-year fell 5bps to -0.57%. Outside the EU, 

the UK 10-year yield was little changed at 0.20%. 

Commodities had a strong bounce back on hopes of a global economic recovery. The 

Bloomberg commodity index had a strong quarter, gaining 10.2% led by the agriculture 

sector. Energy rose as crude oil prices rallied. Industrial metals gained, silver was strong, and 

gold trailed off. Overall, commodity prices were down 3.1% during 2020. 

Sector Highlights…                           RICHARD “CHIP” HARLOW 
 

US stocks continued to rebound during the 4th quarter, outperforming the 3rd quarter with a 

12.1% return. Every sector was positive with Energy turning in the best performance at 

27.8%. Closing out the year, all but two sectors were able to eke out a positive return. While 

the dispersion of returns was minimal for the quarter, there was a very large dispersion in 

sector returns for the year, with Energy returning -33.7% and Technology returning +43.9% 

on a YTD basis. 2020 was all about growth stocks and valuation dispersion amongst the 

S&P500 is at a 25-year high. The last time the forward P/E on the S&P500, currently at 

22.33x, was this high was back in the late nineties (during the internet stock bubble).  
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Energy 

Energy stocks performed rather well during the 4th quarter, gaining 27.8% while finishing the 

year down 33.7%.  Due to the pandemic and the global slowdown, oil supplies overshot 

demand and thus oil prices fell. During the 4th quarter, investors were able to finally see the 

light at the end of the tunnel. Positive news on the vaccine front coupled with a rebound in 

oil prices helped illuminate the end of this tunnel as investors bought up shares of energy 

companies. Interestingly, all this price performance was coupled with negative earnings 

revisions as well as the lowest earnings growth and revenue growth among the sectors. The 

stock market is usually a forward-looking indicator, so investors seem to like the future as it 

relates to Energy stocks. 

 

Financials 

Financials were the second-best performer during the quarter with a +23.2% return and not 

quite getting back to positive for the year with a -1.7% annualized return. Financials 

performed well for the quarter due mostly to a longer-term improved outlook, and were 

sparked by cheap valuations. On a valuation basis Financial stocks have a forward P/E of 

14.7x, the lowest of the eleven sectors. Financial stocks also enjoyed easy accommodations 

from the Fed and prospects for it to continue and have seen the largest earnings estimate 

increases amongst the sectors.  

 

Industrials 

The Industrial sector followed up a strong third quarter with a +15.7% return during the 

fourth quarter. This enabled the sector to end the year up +11.1%.  Industrials are made up of 

Capital Goods type companies like 3M and Honeywell, Transportation companies from air 

freight to trains and airlines, and lastly Aerospace & Defense companies. Most of these 

companies are finally seeing pickups in their businesses. Air travel finally started to pick up 

during the 4th quarter, with TSA traveler traffic going from a year over year change of -96% 

in April to -56% at the end of the year.  Again, the light at the end of the tunnel can be seen, 

it’s just not quite known yet how long that tunnel is. 

 

FIDUCIARY CORNER                                 STEPHEN L. EDDY  

 

2021 Regulatory Limits for Retirement Plans 

 

In October 2020 the IRS announced cost-of-living adjustments affecting dollar limitations for 

retirement plans in 2021.  Some limits for 2021 will change because the increase in the cost-

of-living index hit the statutory thresholds that would trigger Cost-Of-Living-Adjustments 

(COLA).  These adjustments, if any, are typically in $500 increments for contribution limits 

and $5,000 increments for compensation limits.  Below is a chart of some of the more 

important plan limitations. 

 
Important Limits   2021   2020   2019 2018 Notes 
402(g) Deferral Limit  
(401k, 403b, & most 457 plan elective 

deferrals) 

$19,500 $19,500 $19,000 $18,500 The maximum amount a participant can 

annually contribute through salary deferral. 

 

 

Salary Deferral Plan Catch-up 

Contribution 
(401k, 403b, & most 457 plan elective 

$6,500 $6,500 $6,000 $6,000 The maximum amount a participant 50 and 

older can additionally contribute through salary 
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deferrals) deferral each year. 

 

IRA Deduction Limit 
(add $1,000 catch-up contribution if 

you’re over 50) 

$6,000 $6,000 $6,000 $5,500 The maximum amount a participant can 

annually contribute to an Individual Retirement 

Account. 

 

Annual Compensation Limit $290,000 $285,000 $280,000 $275,000 The maximum amount of compensation 

allowed for contribution calculation purposes. 

 

 

Highly Compensated 

Employee 

$130,000 $130,000 $125,000 $120,000 The compensation threshold at which an 

employee becomes defined as highly 

compensated.  Important salary deferral and 

contribution allocation testing. 

Limit on Annual Additions:   

Defined Contribution Plan 
(add $6,500 w/ catch-up) 

$58,000 $57,000 $56,000 $55,000 The maximum annual amount allowed to be 

contributed for an employee from all 

contribution sources (employee, employer). 

 

Social Security Wage Base $142,800 $137,700 $132,900 $128,700 The maximum earnings level allowed to be 

taxed under the OASDI program.  Important for 

calculations integrated with social security. 

 

Key Employee Officer Comp $185,000 $185,000 $180,000 $175,000 The compensation threshold at which an 

employee can be considered a potential “key” 

employee.  Important for “top-heavy” 

calculations. 

 

PLANNING CONCEPTS         ___________________________________           _____________ 

Changing Employers and Retirement Plans…  BEN DAIGLE & JAKE KENYON 
 

I’ve changed jobs, what should I do with my old 401(k) plan?  

 

To rollover, or not to rollover? This is a question that is asked by millions of Americans on 

an annual basis, but why? It’s because there is no single right answer. Deciding to rollover an 

old employer retirement account (401(k), 403(b), SIMPLE, SEP etc.) should be based on the 

circumstances of your own individual financial situation and retirement plan. 

Eligibility 

The first piece of information that needs to be considered when discussing a rollover is if 

you’re eligible. In 2020 millions of Americans either lost their jobs, changed jobs, or were 

brought back on after being furloughed. If you have officially separated from your employer, 

whether it was your decision or not, you now have the option to rollover your employer 

retirement account regardless of your age. If still employed and older than 59 ½, you may be 

able to rollover your employer account with an in-service distribution to get your portfolio 

prepared for retirement. 

What are my options? 

Generally, when you leave an employer you will have four options: 

• Leave the money invested in your former employer’s plan (if permitted) 
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• Roll the assets over to a new employer’s 401(k) (if one exists and rollovers are 

permitted) 

• Roll the assets into an Individual Retirement Account (IRA)  

• Cash out your 401(k) 

 

Stay with the old plan – yay or nay?  

In certain instances, it may be best for you to leave your money in your former employer’s 

401(k), if permitted by the plan. Depending on the plan structure there may be certain 

winning investment options that are available to you which aren’t accessible in a new 401(k) 

plan or IRA. If you are now self-employed or move on to a new employer which doesn’t 

have a retirement plan available, it may also make sense for you to leave your old 401(k) 

alone. If you don’t have a place to roll the assets into then don’t feel rushed and make the 

mistake of cashing out the account. Lastly, your old 401(k) plan may permit loans to be taken 

out. This is something which isn’t allowed with Traditional IRAs. Thus, if you expect you 

may need some short-term money soon, then 401(k) loan options should be considered. 

Although we generally don’t recommend this method of financing, a 401(k) loan could serve 

as a valuable resource to you.  

Rollover the assets to a new employer’s 401(k) 

This could be the right choice for many based on much of the same reasoning for keeping 

your old 401(k). The new employer’s 401(k) could have certain low-cost investment options 

that you can’t find elsewhere. The new plan may have loan provisions available. 

Additionally, this simply could afford you the convenience of consolidating your investments 

and having fewer accounts to track and manage. 

Rollover the assets into an IRA 

One of the most important reasons for making this decision is the ability to gain more control 

over your investment options and the fees associated with those investments. Almost all 

401(k) plans will have a set investment line-up to choose from.  

If you don’t like the investment options or the fee structure, then you are going to want to 

look to move that money elsewhere. Individual Retirement Accounts (IRAs) would be the 

place to look because they allow you to purchase virtually any type of asset (i.e. stocks, 

bonds, mutual funds, ETFs, CD, REIT, annuity, etc.). Within an IRA, you decide how you 

want your money allocated and can compare the fees/cost of those assets. Whether you 

choose to self-direct these investments or hire a financial advisor/money manager to do it for 

you, you’re in the driver’s seat to decide.  

Take the money and run   

In almost all scenarios cashing out your 401(k) before retirement is not recommended. This 

bridge should only be crossed in true emergencies. If you take a distribution prior to age 59 

½ then the IRS is going to impose a 10% tax penalty in addition to you owing normal income 
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taxes on the money. This approach usually means that you’re paying higher taxes then you 

should and could put you behind on saving for your retirement. 

The only constant in the rollover process is that you should consult with an advisor prior to 

executing any rollovers or distributions. These plan decisions can be extremely costly if not 

done correctly and in a timely manner. Additionally, they usually cannot be undone once 

executed. 

Thus, if you find yourself in this situation and asking these questions, please reach out to us 

here at Old Port Advisors and we’ll gladly guide you through the retirement plan review and 

rollover process. 

OPA NEWS & COMMUNITY EVENTS         
 

OPA & MORE PANDEMIC PERSPECTIVES: 
 

As mentioned previously this year, this space is usually filled with the event calendars for a 

variety of the non-profit and cultural organizations that we as a firm, our employees, clients 

or colleagues are involved with. It’s through these events, annual or otherwise, that they 

further their fundraising efforts and support the ongoing delivery of their missions. 
 

As we move from 2020 into what we hope will be an improving 2021, all of these charitable 

organizations, as well as our local businesses, continue to struggle to survive and get to the 

other side of Covid-19.  

 

Should you have the capacity to donate to the missions of these non-profits, or have the 

ability to engage with our local businesses, restaurants and hotels, it would be a welcomed 

life line to the real people that work with and withing these entities. 

 

We continue to all be in this together – so feel free to lend a hand and help where you can. 

. 
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