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Last year was a reminder on the fallibility of market outlooks or short-term forecasts in general. Even if you would have known what 
would ultimately transpire: a global pandemic, forced lockdowns causing a historic collapse in economic activity, capped off by a 
highly contentious election resulting in a Democratic sweep, you would be hard pressed to predict the outcome would be a red-hot 
housing market, a thriving market for initial public offerings (IPOs), and stocks rallying nearly 20%.   

Even at the depths of the crisis in March, with the market down 34% from its all-time high set just weeks prior, it is hard to imagine 
we would already be questioning whether we have an overheated stock market trading at all-time highs just nine months later. Yet 
here we are. Investors were given the perfect scenario to summon risk avoidance behavior last year. In fact, it is hard to envision a 
scenario that would test that emotional fabric so severely; however, it did not take long for a reminder on what the costs can be for 
succumbing to those fears. Optimism eventually prevails when it comes to investing, especially when things appear so dire.  

The extraordinary measures from the Treasury and Fed have a lot to do with how quickly things turned around. We can now see 
light at the end of the tunnel as the health crisis starts to abate, while the economy remains a coiled spring, flush with stimulus to jolt 
the recovery. The stock market has sniffed that out, as it is apt to do, which is why things appear rosier than they otherwise should.  

 
Stimulus Boosts Growth 
President-elect Joe Biden recently outlined a $1.9 trillion stimulus package, on top 
of the CARES Act & COVID Relief program passed in late 2020. The total level of 
stimulus for all three programs may end up at nearly $5.2 trillion, or 25% of 2019 
U.S. gross domestic product (GDP), setting a new precedent for extremes in fiscal 
support. And that does not even include the $3 trillion in monetary stimulus and 
counting from the Federal Reserve who remains ultra-accommodative as well.   

Certainly, this pandemic calls for extraordinary measures, and it is our hope that 
these programs will be successful. Nonetheless, in the long-term this will be a very 
large burden on top of an already heavily indebted fiscal situation.  

In the short-term we expect to see a surge in growth in 2021 and a follow through boost in 2022, more than offsetting the estimated 
G.D.P. contraction of 2-4% in 2020. This year could be the largest economic growth we have seen in several decades. This is in large 
part since we are coming of a lower base, but also the method of stimulus in the form of direct payments to businesses and 
individuals. Compare that to the stimulus programs from 2008-2009 in which banks received the largest influx of capital, and much 
of that indirect stimulus never made its way through the economy.  

The result of all these desperate measures is a parabolic rise in the U.S. money supply (M2), a consumer anxious to spend, and an 
economy set to vault higher over the coming 18-24 months once the economic restrictions are fully lifted.  

 
Small Caps & Cyclicals Rally After Vaccine News 
The first three quarters of the year were dominated by stay-at-home stocks and large cap tech companies who, in many cases, 
benefited from the economic restrictions. While the rest of the market slowly recovered from the depths of the March selloff, it was 
not until “Pfizer Monday” that the more cyclical stocks were able to close the gap.    

The Russell 2000 index, an index of small companies, started the year at 1,668, hit a low of 966 (a decline of 42%), and closed the year 
at 1,975. A total return of over 18%, and more than 100% from the March lows. The biggest surprise was that these smaller 
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Category Index Q4 2020 1-Yr 3-YR 5-Yr 10-Yr
US Equity Russell 3000 Index 14.7% 20.9% 14.5% 15.4% 13.8%

Large Cap S&P 500 Index 12.1% 18.4% 14.2% 15.2% 13.9%

Mid Cap S&P Midcap 400 24.4% 13.7% 8.4% 12.3% 11.5%

Small Cap Russell 2000 Index 31.4% 20.0% 10.2% 13.3% 11.2%

Growth Russell 3000 Growth 12.4% 38.3% 22.5% 20.7% 16.9%

Value Russell 3000 Value 17.2% 2.9% 5.9% 9.7% 10.4%

Int'l Equity MSCI ACWI ex-U.S. Index 17.0% 10.7% 4.9% 8.9% 4.9%

Developed MSCI EAFE Index 16.0% 7.8% 4.3% 7.4% 5.5%

Emerging MSCI Emerging Markets Index 19.7% 18.3% 6.2% 12.8% 3.6%

Fixed Income Bbrg Barclays Global Aggregate 3.3% 9.2% 4.8% 4.8% 2.8%

U.S. Bonds Bbrg Barclays US Aggregate 0.7% 7.5% 5.3% 4.4% 3.8%

U.S. High Yield ICE BofA US High Yield TR USD 6.5% 6.2% 5.9% 8.4% 6.6%

Cash Bbrg Barclays 1-3 Month US Treasu   0.0% 0.4% 1.5% 1.1% 0.6%

Alternatives Morningstar Diversified Alterna  5.5% -2.6% 0.3% 1.2% 1.6%

Commodities Bloomberg Commodity Index 10.2% -3.1% -2.5% 1.0% -6.5%

Real Estate MSCI U.S. REIT Index 11.2% -8.7% 2.2% 3.5% 7.0%
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companies, seemingly more adversely impacted by the economic shutdown, ended up outperforming the broader market after 
getting hit harder during the March selloff and lagging large caps for most of the year. From November 9th (Pfizer Monday) through 
the end of the year, the Russell 2000 index was up 20% vs. the 7% gain in the S&P 500.   

Also on the right side of recent momentum were value stocks. The Russell 3000 Value Index outperformed the Russell 3000 Growth 
Index by nearly 5% in the fourth quarter, with all those gains coming after the vaccine news. It is a small consolation for value 
investors who have endured years of relative underperformance. Over the past five years, the Russell 3000 Growth Index is up a 
cumulative 155% while the Russell 3000 Value Index is up 59%. Over 2 1/2 times the returns, inclusive of Q4 where value 
outperformed. Perhaps the expected surge in economic growth is the long-awaited catalyst for a true mean reversion. We will see.  

 
A Record Year for Companies Coming Public 
Despite a slow start to the year, 2020 ended up being a record year for companies 
coming public. A remarkable feat given this took place during a pandemic and several 
months had minimal new issues come to market. 

While IPOs, the conventional method for coming public, had a strong year on their 
own, it was the proliferation of Special Purpose Acquisition Companies (SPACs) that 
made it an extraordinary year. SPACs are shell corporations structured to take 
companies public without the traditional IPO process. The concept is not new, but it 
became very popular last year for many reasons, not least of which was the premiums 
investors were willing to pay for them as the year progressed.   

We would regard the overall level of investor sentiment, as judged by stock valuations, as optimistic. But it is hard to argue that the 
valuations in many SPACs and some IPOs are not borderline euphoric. When capital raising appears this easy, and public investors 
pay, in some cases, 3-4 times the valuations recently garnered in private markets, we think it should at least raise a cautionary flag.   

Much of this is the result of excess liquidity in the financial system, but also the seismic shifts taking place in the economy in areas 
like electronic vehicles and platform-based business models. You could say a similar shift took place during the onset of the internet 
and, although investors were not wrong with the ultimate change that followed, the valuations were in many cases too high of a 
hurdle to overcome. We think it is unfair to draw corollaries from the dotcom bubble to today broadly speaking, mostly due to the 
relative level of interest rates, but it is fair in certain pockets, including emerging tech and some of these newly public companies.    

 

With vaccine distribution underway and stimulus galore, there is little doubt that we are on the doorstep of a strong recovery this 
year for the economy. Still, that does not guarantee investors will see that growth translate into above-average investment returns. 
2018 was the strongest year for economic growth (GDP +3.2%) over the past 15 years and the S&P 500 declined 5% that year, its only 
annual loss since 2008. The market is forward-looking, and it is hard to imagine a substantial portion of that optimism is not baked 
into recent gains with stock valuations at or near historic highs.  

Looking forward to 2021, we see emerging risks of higher inflation and interest rates that could eventually pressure these valuations, 
but perhaps not for some time. And just as we did not forecast COVID-19 being a risk 12 months ago, we are naturally unaware of 
risks that will present themselves over the next 12 months. We do think now may be a good time to consider areas like emerging 
markets and value stocks that have lagged over recent years and have an opportunity to close the gap in terms of relative valuations.  

Regardless of what happens to the market this year, we are anxious for some normalcy to return to our daily lives in the coming 
months. 2020 reminded us of the many things to be grateful for, even if we might still ask for a mulligan to start off this decade.  

 
Jack Holmes, CFA® 

Chief Investment Officer 
WealthPLAN Partners 

 
 
 

The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any individual. To determine which 
Investment(s) may be appropriate for you, consult your financial advisor prior to investing. Information is based on sources believed to be reliable, however, their accuracy or 
completeness cannot be guaranteed. Statements of forecast and trends are for informational purposes and are not guaranteed to occur in the future. All performance referenced is 
historical and is no guarantee of future results. Stock investing involves risk including loss of principal. An investor cannot invest directly in an index.  
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