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This year was a tragic one. Yet global stocks were up 16.3% for the year. U.S. stocks did a bit better, with large caps 
up 18.2% and small caps up 20.0%. Developed international stocks gained almost 10% and emerging-market stocks 
gained over 15%.

The comforting full-year returns mask the incredible volatility and stress investors faced earlier in the year. Stock 
markets around the world were down 30%–40% for the year by March 23, the year’s low point. From there, stocks 
skyrocketed into year-end. Amazingly, the major large-cap indexes are all up over 65% from their lows; smaller-cap U.S. 
stocks have nearly doubled since then. During the worst days of March, with pandemic fears rampant and the global 
economy falling off a cliff, very few predicted this year’s outsized performance for stocks. 

Moving on to fixed-income, core investment-grade bonds gained a strong 7.6% for the year, providing positive returns 
both during and after the market crisis period. In typical fashion, early on in the year Treasuries and high-quality 
corporate bonds benefited from falling rates amidst a deflationary shock. Interest rates have risen modestly since the 
positive vaccine news in November, but they are still generally much lower than they were at the start of 2020.

In the lower-quality sectors of the bond market, high-yield bonds and floating-rate loans posted 6.2% and 3.1% 
gains, respectively, for the year. Both asset classes materially outperformed core bonds during the last three quarters 
of the year. But they still have some ground to make up from the tremendous selloff they suffered in March before 
the Federal Reserve stepped in to support the financial markets with bond-buying and other liquidity-supporting 
programs. 

Economic Review
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2020 ended positively for stock markets around 
the world. Growth stocks, particularly the tech 
sector, were the strongholds of 2020. 
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The strong full year returns mask how volatile 
the market movement was in 2020...
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… with the dizzying March market drop and in-
credible recovery. 
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Much of the S&P 500 return is being driven by 
the top 10 stocks...
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… but performance leadership shifted in the 4th 
quarter to small cap, value and international 
stocks.
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Looking ahead to 2021, the third COVID wave 
has not impacted consumer spending as dra-
matically as in the first quarter. 
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Optimism about the COVID vaccine is driving 
the market… 
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… and hospitalizations continue to flatten...
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… and the vaccine process is improving. 
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Massive fiscal support has helped individuals, 
small businesses and industries affected by 
COVID. 



2021  January Quarterly Review

12

Unemployment continues to fall… 
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… and core inflation remains low. 
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The economies of countries around the world 
have started to recover… 
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...and forward looking indicators are beginning 
to turn positive…
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… and most world economies are projected to 
grow in 2021.
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Continued US economic growth is dependent 
on COVID containment and continued fiscal 
and monetary support. 
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The US Stock market has traded ahead of earn-
ings on optimism of COVID containment…

Source: Refinitiv, Standard & Poor's.  © 2021 Clearnomics, Inc.  
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...so stocks appear at least fully valued...
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...and possibly slightly overvalued. 

Source: Morningstar. Data shown is the price fair value metric as of December 18, 2020. 

Past performance is not a reliable indicator of future results and data is presented for illustrative purposes. 
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However, when compared to bonds, equities 
look attractive…

Source: Bloomberg. FactSet. 
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...particularly with dividend yields higher than 
average bond yields.

Source: Refinitiv Datastream, RiverFront; data weekly, as of 12.3.2020. Chart shown for illustrative purposes only. 'Risk-Free' rate is the theoretical rate 
of return of an investment with zero risk, which we define by using the 10-yr US Treasury Yield. Past Performance is no guarantee of future results. 
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Historically, when starting at current valuations, 
market returns are more muted in the near 
term. 
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Interestingly, compared to US markets, 
international equities appear better valued… 



January  2021Quarterly Review

25

… and have currency tailwinds with dollar declining 
versus other world currencies. 
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Bond yields continue to shift lower… 
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… and the Federal Reserve has proposed to keep 
rates lower for longer. 

Source: Federal Resrve Bank as of Novemebr 2020.
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Real Treasury yields after inflation are negative… 
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… as is return on cash equivalents like CDs.

Source: FDIC.  © 2021 Clearnomics, Inc.  



2021  January Quarterly Review

30

Investment grade US Bonds barely outpace 
inflation rates… 
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… so widening search for yields to global bonds 
may make sense. 
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Considering alternative yield sources like divi-
dends and non-core bonds may be necessary…
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...especially if attempting to outpace education 
or medical care inflation.
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Low interest rates may push long term investors 
further into risky assets than desired, so total 
asset allocation is important...
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… as is diversification among various asset 
classes!
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The vaccines, easy financial conditions, and stimulative 
fiscal policy are all reasons for our optimism for society, 
the economy, and markets looking ahead. The likelihood 
of widespread vaccine distribution supports the case 
for a cyclical economic recovery beginning in the second 
and third quarter of 2021. Central bank monetary policy 
is almost certain to remain very accommodative for at 
least the next year or two. And fiscal policy is unlikely 
to be restrictive and could be stimulative, depending 
on political outcomes. This macro backdrop should be 
supportive of equities and other financial risk assets, at 
least for the next year.

U.S. stocks have high absolute valuations. But U.S. stocks 
don’t look expensive relative to extremely low bond yields. 
On the other hand, non-U.S. stock markets, emerging-
market stocks in particular, are more attractively valued 
and have much higher five-year expected returns than 
U.S. stocks. Currency is another potential tailwind for 
non-U.S. stocks over U.S. stocks. If the dollar continues 
to decline, U.S. investors in non-U.S. stocks will earn a 
currency return on top of any equity return.

As always, there are numerous risks to be aware of 
in the coming year. Unexpected shocks can happen 
at any time, whether a jump in inflation, domestic 
political dysfunction, geopolitical conflict, or trade 

Portfolio Implications
disputes. Financial market history teaches us to expect the 
unexpected and expect to be surprised. 
We work to position portfolios for the base-case cyclical 
recovery from the global pandemic, but our positioning 
always incorporates a wide range of potentialities. We 
think in terms of multiple plausible scenarios, not in point 
estimates and dramatic binary bets. Should a less sanguine 
outcome occur, we have investments in the portfolio that 
can offer downside protection. And we are prepared to 
prudently, but opportunistically, respond as events unfold as 
we did in 2020.

The market has always exhibited dramatic mood swings, 
whipsawing investor sentiment, and 2020 was no different. 
We recommend investors ignore the crowd’s actions 
completely and “stay the course.” While it’s a cliché in the 
investment business, that advice proved prescient this past 
year. 

We’ve seen countless studies of unguided investors 
selling their stock exposure near the market bottom, then 
reinvesting as markets stabilized or fully recovered—the 
investor sentiment “whipsaw” effect that we often warn 
about. Instead, one should be greedy when others are 
fearful. A disciplined approach allows investors to do just 
that.
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advice. To the extent that clients as well as all other readers have any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged 
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Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product (including 

the investments and/or investment strategies recommended or undertaken by Meridian Financial Partners, Inc. (“Meridian”), or any non-investment related content, made reference to directly 
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Diversification does not guarantee against market losses, it is a method used to help manage investment risk.

Meridian Financial Partners, LLC, is registered as an investment adviser with the United States Securities and Exchange Commission. Registration as an investment adviser does not imply any 

certain degree of skill or training. Meridian Financial Partners, LLC’s disclosure document, ADV Firm Brochure is available at www.meridianfinancialpartners.com. Alternatively, a copy of the 

Meridian’s current written disclosure Brochure discussing our advisory services and fees is also available upon request. 
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