
 

 

4th Quarter 2020     

2020 4th Quarter in Review & Outlook 

"The stock market is the story of cycles and of the human behavior that is responsible for overreactions in both 

directions." – Seth Klarman 

2020 breaks numerous records 

The Coronavirus/Covid-19 pandemic began in 2019, affected every country on earth in 2020, and is still raging in many 

countries and U.S. states today. When you look at the broader global asset class returns below, it is hard to believe that 

2020 was a record-breaking year in all of the worst ways. 

The U.S. and other global economies 

crashed. Strict lockdowns to help contain the 

outbreak of COVID-19 resulted in the 

greatest shock to the U.S. economy in 

modern history, ushering in the largest-ever 

decline in U.S. real annualized gross 

domestic product of 31.4% in the second 

quarter of the year (surpassing the prior 

record of a 28.6% collapse in the second quarter of 1921), according to research firm Valuentum Securities. The 

economic collapse was worse than the Great Recession, the Great Depression, and any other recession before it.  

Millions were put out of work. During the month of April alone, the economy lost a record 20.8 million jobs, with some 

estimating that the “real” unemployment rate during the depths of the COVID-19 crisis reached nearly 23%. The official 

14.7% unemployment rate in April would obliterate prior post-World War II era records.  

The stock market set record volatility. According to Valuentum, the period February 24, 2020 through April 6, 2020 was 

also the most volatile period in the stock market . . . ever. There were eight consecutive days with a move of 4% or more 

on the Dow Jones Industrial Average (DJIA) in either direction. The top seven largest daily point gains in the DJIA were 

recorded during this time window, as well as the top six largest daily point losses. The percentage gain of 11.4% on 

March 24 was the fourth largest in the history of the index (trailing only October 30, 1929; October 6, 1931; March 15, 

1933), while the loss of 12.9% on March 16 was the second largest in the history of the index (Black Monday in 1987 was 

the worst). The period March 12-March 16 marked a 3-day period where the index swung 9% in straight sessions, the 

first time since October 1929, while the period March 24-26 marked the biggest three-day rally since 1931. It was a 

nerve-wracking time for sure. 

In mid-March 2020, the CBOE Volatility Index, the “VIX,” closed at 82.69, the highest levels on record, exceeding the 

prior peak registered in November 2008 during the depths of the Global Financial Crisis (GFC). Intra-day stock market 

volatility was also considerable. March 9, 2020, marked the first time the stock market “circuit breakers” were triggered 
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on the S&P 500 since October 1997 

during the height of the Russian/Asian 

financial crisis, halting trading for 15 

minutes. The trading curbs would be 

triggered three more times in the coming 

trading sessions: March 12; March 16, 

and March 18. 

Winners and losers 

The traditional business cycle playbook 

does not apply to the pandemic. Capital 

markets ultimately care about 

cumulative economic losses, and these 

losses from pandemic shutdowns are 

proving to be a fraction of those seen in 

the wake of the GFC in the last decade. Coupled with record fiscal and monetary stimulus and two highly successful 

vaccine trials in record amount of time, we witnessed impressive broader asset class returns globally for both stocks and 

bonds, although there were big winners and losers with a huge disparity in returns among “growth” and “value” styles 

and Factor screens (Quality vs Momentum vs Low Volatility, etc).  

It was a difficult year for dividend-oriented, value, and Low Volatility Factor investors. Ironically, these categories are 

favored typically by more conservative investors. Growth-oriented sectors, companies, and high-beta Momentum Factor 

funds experienced the best returns in 2020. Referencing our ETF Returns table (page 5), the Vanguard High Dividend 

Yield ETF, a highly rated ETF by Morningstar analysts, had a total return of only 1.14% in 2020 while the USA Momentum 

Factor ETF was up 29.9%. Not long ago, the S&P Low Volatility ETF had a better total return than the S&P 500. Its 2020 

total return was -1.4% versus 18.4% for the S&P 500 index, although the Low Volatility ETF has an extremely low long-

term beta (risk) relative to the broader market index, making its long-term risk-adjusted return still respectable. The S&P 

Small Cap Low Volatility ETF had a very disappointing return of -17.3% relative to the Russell 2000 ETF return of 20%. 

Due to the uncertainty of cash flows in 2020, many companies cut or outright suspended dividends last year. This is 

reflected in the sector ETF return chart below that shows Consumer Staples, Utilities, Financials, and Energy in the 

bottom performing sectors in 2020. As investors rebalance their portfolios 

this year, we are seeing a reversal in this trend as Energy and Financial 

sectors lead in 2021 through January 18 while the Technology sector, last 

year’s winner, is down 2% thus far. Dividend oriented ETFs, small caps, 

Emerging Markets, and Low Volatility are early leaders in 2021. 

Both stocks and bonds have experienced historic returns over the last two 

years. According to Blackrock, there have been only 4 other time periods 

with back-to-back calendar years of returns for stocks above 16% and bond 

returns above 7% since 1926. Average returns following those 4 periods 

was 4.1% for bonds and 6.4% for stocks. This suggests that both broader 

asset classes could face some challenges going forward, and selectivity will 
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be important. 

Looking ahead 

The Covid-19 shock is creating 

winners and losers across sectors. 

We believe that some companies 

disproportionately hurt could 

continue to experience some pain. 

Airlines are an example. Business 

travelers account for a 

disproportionate share of profits 

for airlines. We think business 

travel will recover more slowly 

than leisure travel as companies 

have discovered they can save 

costs by holding virtual events. Others have been hurt but should recover, such as housing, materials, and autos. Other 

companies have benefitted from the pandemic and should remain strong businesses, many of which are in the 

technology sector where profit margins are high and technological trends like cloud computing, online advertising, 5G 

connectivity, and digital payments are in early stages of adoption and offer a long runway for growth. The concentration 

of recent market gains in tech is a risk. 

Liability-driven asset allocation 

A number of research firms updated their projections of long-term Capital Markets Assumptions (CMA) shortly after the 

pandemic when interest rates crashed and governments initiated massive fiscal and monetary stimulus measures. 

Institutional investors use CMAs in making strategic asset allocation decisions, and we use them for making conservative 

asset class returns projections for financial planning purposes. Below are the Blackrock Investment Institute’s CMAs 

published in May of 2020. 

As interest rates normalize over the next several years, we can expect fixed income total returns to be pretty dismal. In 

Blackrock’s CMAs, they believe returns for U.S. aggregate bonds to be 0.4% over the next 5 years and 1.2% over the next 

10 years. Clearly, the expectation is that current coupon yields for bonds will be insufficient to keep up with the price 

declines of existing bonds as interest rates gradually rise. This will make traditional approaches to asset allocation, i.e., 

60/40 stock/bond allocations, a challenge for investors in achieving the returns required to achieve financial objectives. 

Investors will have to seek higher allocations to equities and alternatives to meet their financial objectives.  

We believe that a “liability driven” approach to asset allocation for current and pre-retirees will be extremely important 

going forward. Driven by the planning process, a liability driven approach to asset allocation projects future portfolio 

spending liabilities and matches those liabilities with low-risk bond positions and builds a layer of conservative, dividend-

oriented equities around those liabilities with another layer of growth-oriented equities around that. According to 

Invesco, the average length of a bear market in stocks, defined as a drop of 20% or more, since 1957 is 363 days. The 

average length of a bull market is 1,742 days. We believe that retirees should target 3-5 years of spending liabilities, 

possibly a little more for ultra conservative clients, while allocating the remainder to more volatile equity asset classes 
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and potentially some alternative asset classes. We think that this will be the best approach in maximizing returns in what 

will be a challenging time for fixed income going forward. Our primary research initiatives will be to seek alternatives 

that can generate higher expected returns than bonds with low correlations to equities.  

 

We can do without the types of records broken in 2020. We hope that in 2021 brings opportunities to make up for lost 

vacations and lost time with loved ones. 

We look forward to more calls and ZOOM conferences with you in the coming weeks. Please let us know if you have any 

questions. 

—Dana L. Crosby, CFA, CFP® 
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IMPORTANT DISCLOSURES: 
Educational use Only. The market update published by SC Capital Advisors (“SC Capital”) is intended 
to be educational in nature and is not intended to be a recommendation for any specific investment 
product, strategy, plan feature or other purposes. Accordingly, it should not be construed by any 
consumer and/or prospective client as solicitation to effect, or attempt to effect transactions in securities, 
or the rendering of personalized investment advice for compensation. 
 
Advertising and Marketing. Communications such as this are not impartial and are provided in 
connection with advertising and marketing. This material is not suggesting a specific course of action or 
any action at all. Prior to making any investment or financial decisions, an investor should seek 
individualized advice from a personal financial, insurance, legal or tax professional that takes into account 
all of the particular facts and circumstances of an investor's own situation. No person associated with SC 
Capital is a licensed attorney or tax professional and the information contained herein should not be 
considered tax or legal advice. 
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Links to Third Party Content. This Market Update contains links to articles or other information 
maintained by unrelated third parties. You acknowledge and agree to the following: All such information is 
provided solely for convenience purposes only because we believe that it may provide useful content and 
all users thereof should be guided accordingly. We disclaim any responsibility for the link’s performance 
or interaction with your computer, its security and privacy policies and practices, and any consequences 
that may result from visiting it. We do not control the content published by the third-party; we do not 
guarantee any claims made on it, nor do we endorse its sponsor or any of the content, policies, activities, 
products or services offered by any advertiser on the site. SC Capital assumes no liability for any 
inaccuracies, errors or omissions in or from any data or other information provided by the third party and 
inclusion or reference by SC Capital to any third party link should not be construed by any consumer 
and/or prospective client as a solicitation to effect, or attempt to effect transactions in securities, or the 
rendering of personalized investment advice for compensation, over the Internet. 
 
Important Information regarding Registration. SC Capital Advisors offers Investment advisory and 
financial planning services through Belpointe Asset Management, LLC, 125 Greenwich Avenue, 
Greenwich, CT 06830 (“Belpointe), an investment adviser registered with the Securities and Exchange 
Commission (“SEC”). Registration with the SEC should not be construed to imply that the SEC has 
approved or endorsed qualifications or the services Belpointe Asset Management offers, or that or its 
personnel possess a particular level of skill, expertise or training. SC Capital Advisors is not affiliated with 
Belpointe Asset Management, LLC. Additional information about Belpointe Asset Management is 
available on the SEC’s website at www.adviserinfo.sec.gov. 
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