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Market Review and Outlook
Good riddance to 2020!
Although an excellent year for investment returns, it was “annus
horribilis” from many other aspects.

1/1 – 3/31
Return

4/1 – 12/31
Return

2020
Total Return

S&P 500

-19.6%

47.3%

18.4%

Russell 2000 (Small Cap)

-30.6%

72.9%

20.0%

MSCI EAFE (Int’l)

-22.8%

39.7%

7.8%

MSIC Emerging Markets

-23.6%

54.9%

18.3%

Barclays Municipal 1-10

-0.6%

4.8%

4.2%

Barclays Muni High
Yield

-6.9%

12.7%

4.9%

Index

2020 was an extraordinary year any way you look at it.
We started the year with the impeachment of our
President, followed by the worst health crisis in over 100
years. This induced the greatest decline in GDP and a
bear market selloff, followed by the greatest quarterly
increase in GDP and one of the most powerful market
recoveries in history. In the middle of all this, the U.S.
had massive social unrest and a contentious Presidential
election, ending in one of the (if not the most) ugliest
and disheartening situations at our capitol early this
month. Needless to say, 2020 will not be missed.
From an investment perspective, though, 2020 ended
with a real positive bang. A strong rally in the fourth
quarter brought equity year-to-date returns to
unthinkable levels given 10 months of a pandemic (that
is still raging). The first quarter reflected fears and so
many unknowns, only to be met with massive stimulus
and incredible human ingenuity. The chart to the left
notes the stunning turnaround in markets.
We do not want to downplay COVID’s toll on humanity
around the world, but the reaction by the medical
profession, Central Banks and governments across the
globe sets us up for a very powerful economic recovery.
The last nine months of 2020 were the markets looking
through to the future, reflecting confidence in a return

to relative normalcy sometime in late 2021. The
question now is, have we just pulled 2021’s returns into
2020, or can we expect another year of good markets?
We believe 2021 will be another good year, but we
expect leadership to come from the more cyclical and
value-oriented sectors of the market. 2020 was mostly
led by the big cap growth names of Apple, Amazon,
Facebook, Google, Microsoft, and Tesla. These stocks
make up almost 40% of the Russell 1000 Growth Index,
which was up a whopping 38% for the year (note: Tesla,
which appreciated over 700%, was in the Nasdaq Index,
but not the Dow or S&P 500). Meanwhile, anything tied
to economic growth (cyclicals) or value (especially small
cap) struggled mightily until the fourth quarter, when
these stocks began to perk up. We believe the priming of
the economy with trillions of liquidity will allow for a
continued recovery in these areas of the market.
Given economic comparisons to 2020 will be easy,
economic data for 2021 should be strong. In addition,
Evercore ISI’s research team, using Youyang Gu’s
immunity estimates, believes the country will reach herd
immunity (>60% of population immune) during the July/
August timeframe. This will be key to the country
moving beyond the COVID era (see chart below).
Continued next page ...

Total Immunity Estimates

Source: https://covid19-projections.com/path-to-herd-immunity/ as of January 20, 2021. “Note: Our infections estimates include all new infected individuals of the SARS-CoV-2 virus, not just those
that took a COVID-19 test and tested positive. As of January 2021, we estimate the true number of infected individuals in the US to be roughly 2-4x higher than the reported cases (25-50% detection
rate).” See site for additional disclaimers.
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Market Review and Outlook
With massive fiscal stimulus, easy monetary policy,
and pent-up consumer demand, we expect strong
growth in earnings and GDP in the upcoming year. This
should translate to a strong start to 2021 in the
markets, as the tsunami of liquidity has nowhere to go
but equities. We are wary that some of this optimism
and good news has already made its way into
valuations but believe there is still more room for
gains.
Although there is better news to look forward to this
year, there are plenty of risks. A new administration
takes over and with that comes policy uncertainty. As
stated in last quarter’s Investment Review, we think
the Biden administration will prioritize stimulus (more
COVID relief and infrastructure) over some of their tax
policy (increased corporate and personal rates). J.P.
Morgan’s Michael Cemblast estimates Biden’s tax and
spending proposals entail another $3 trillion in taxes
and another $8 trillion in spending over the next
decade. The federal debt as a % of GDP has tripled
over the last decade (see chart right), and, at some
point will have to be dealt with, but that level of deficit
spending for now will thrill most investors more than
worry them.

the pandemic and have yet to see any relief (i.e.,
travel, leisure and hospitality). But if some form of preCOVID normalcy is achieved by late summer, we
should see many of these downtrodden areas perk up.
Overall, we believe this will be the case and should
provide benefits to broadly diversified portfolios.
Our favored allocations remain U.S. and emerging
market equities. On the fixed income side, we feel
improving economic conditions should benefit
emerging market debt as well ($ denominated). An
allocation to private equity for those clients with
appropriate risk and liquidity profiles should also
remain, as this asset class still maintains attractive long
-term returns. Overall, with continued low interest
rates and massive liquidity, we believe a risk on
orientation is appropriate.

Gross Federal Debt Held by the Public
% of U.S. GDP

Other areas of uncertainty for the new administration
will be trade policy, especially with China. We expect
Biden to be much more subtle with our relationship
with China, but not really change much from Trump’s
policies. This general lack of noise should be a net
positive. As always, the focus on healthcare and the
possibility of more government influence or outright
control of the system will put pressure on this sector
of the market.
There are definitely other areas of the economy and
markets that have been catastrophically impacted by
Source: J.P. Morgan “Eye on the Market 2021 Outlook”, sourced from the Congressional Budget Office. September 2020.
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U.S. Equities
Highlights
US. Markets Finish 2020 at Record Highs: Markets
continued their rally in the fourth quarter with every
index reaching new highs. The S&P 500 returned 12.2%,
passing 3750, while the Dow and Nasdaq reached
30,000 and 12,500 for the first time, returning 10.7%
and 15.4%, respectively.
•

Markets soared following the November’s election,
as the Democrats, led by candidate Joe Biden, swept
Congress and the Presidency. With Biden’s victory
comes the anticipation of more stable economic and
foreign policy, which has had a positive effect on
markets worldwide. While a democratic controlled
Presidency and Congress would normally be
anticipated as a poor result for the stock market,
Democratic control is tenuous in both houses of
Congress and it is anticipated that Republicans will be
able to stop any large tax increases the party may try
to pass.

Cyclical rotation was the prevalent theme this
quarter with Energy and Financials outperforming as
the mitigation of COVID worries and election
unpredictability encouraged a return to distressed
stocks. Despite the strength of their returns this
quarter, year to date they remain down -33.7% and

Source: Bloomberg

Source: Bloomberg

4

-1.8%, while Technology is up 43.9%; mega-cap tech
stocks continue to make up a significant portion of
the S&P and remain a cornerstone of the market’s
recovery.
•

Following the theme of cyclical rotation, small-cap
and value stocks largely outperformed their large-cap
and growth counterparts. Small-cap growth and
small-cap value returned 16.2% and 33.3% compared
to large-cap growth’s 11.4% and large-cap value’s
29.6%. Despite this significant outperformance, large
-cap growth stocks still outperformed YTD, up 38.5%,
while small-cap value barely squeaked out a positive
return, at 4.6%, thanks to the tailwinds distressed
stocks had this quarter.

Style Returns QTD vs YTD

Return (%)

•

While winter has been a trying time for states as they
attempt to combat the season’s rising case rates,
markets have been able to sustain their rally as
COVID-19 vaccines finally began to be released into
the public. Although only the most at-risk population
has seen vaccines so far, distribution is anticipated to
ramp up quickly through the first quarter, reaching
lower risk individuals as early as the spring. This
optimistic outlook on virus containment has been a
crucial factor in the quarter’s strength for value
stocks, such as hotels, cruise lines and airlines, which
have been hit hardest by lockdown restrictions.

Return (%)

U.S. Sector Returns QTD vs YTD

•
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International Equities
Highlights

•

UK markets rallied as a trade agreement with the EU
was finally delivered in the form of the EU-UK Trade
and Cooperation Agreement, solidifying relations
with the UK’s largest trading partner. While this is
positive news, there is a long way for the nation to go
as markets have been battered by COVID worries and
Brexit uncertainty throughout the year; YTD their
performance is the worst of the developed markets,
down 8.9%. The vaccination of the population and
continued establishment of trade deals with other
countries such as Canada and Mexico will be
watershed events as the country pursues a better
2021.

Return (%)

Country Returns QTD vs YTD

Source: Bloomberg
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•

•

Italy and Spain were the top performing countries
this quarter, returning 22.7% and 26.4%,
respectively. Italy has benefitted from making one of
the largest fiscal efforts among developed nations,
although this money still has had difficulty reaching
the most vulnerable portions of the population. The
outlook on Spain’s economy has improved as positive
vaccine news sparked hope for their troubled
tourism industry. Although this was a strong quarter
for both countries, year to date they remain two of
the most challenged among developed markets, with
Italy returning 6.0% and Spain -5.0%.
Sweden was one of the weakest performing
countries this quarter, returning 12.6%, as the
country struggles with rising case rates while the
government continues to favor economic stimulus as
opposed to lockdowns to quell the effects of the
virus. Despite this, year to date they are one of the

top performers among developed markets, returning
22.7%, thanks to their central bank’s continued aid,
maintaining a 0% interest rate through 2023 and
having launched a massive fourth quarter bond
buyback program.
•

Sector-wise, Technology, Financials and Energy lead
the charge this quarter, the former two returning
24.7% while the latter returned 22.7%. Technology’s
success can largely be attributed to its importance in
a COVID-19 world, but Financials and Energy have
benefitted more from the positive cyclical outlook for
2021. Looking forward, as vaccine distribution ramps
up and the outlook on trade improves, the battered
cyclical sectors continue to look more and more
attractive.

International Sectors QTD vs YTD

Return (%)

Developed Markets Rally on Brexit and Vaccine News:
International markets generated strong performance in
the fourth quarter, with the MSCI ACWI ex. U.S.
returning 17.0% as hopes of reopening trade and
efficient vaccine distribution boosted markets.

Source: Bloomberg
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Emerging Market Equities
Emerging Markets Finish the
Year Off with a Bang
Emerging markets were the top performing region in the fourth quarter,
returning 19.7% as promises of more
stable foreign policy following the
U.S. election as well as the emergence of two COVID-19 vaccines
sparked a rally.

•

•

Brazil saw the greatest quarterly return, at 37.1%, as a
new stimulus package dubbed the ‘Citizen Income’
cash transfer program distributed monthly cash
payments to Brazil’s lower income citizens over the
quarter. Despite the strength of Brazil’s recent market
returns, its longer-term outlook remains shaky. Down
20.1% year to date with the third most cases in the
world, an overburdened national budget and a
mercurial president, a steady return to pre-COVID GDP
growth seems less likely by the day.
Indian stocks generated an impressive 25.5% return
this quarter as it continues to combat the second-most
COVID cases in the world. While they have
experienced significant headwinds throughout the
year as the virus continues to test the sustainability of
the nation’s poor healthcare infrastructure, a
combination of lockdowns and heavy economic
stimulus helped markets manage to end off the year
with a positive YTD return, up 13.7%.

•

China posted the weakest performance in the fourth
quarter, at 12.3%, however, having experienced one of
the least serious market downturns, its year-to-date
performance remains one of the best in the world, at
24.3%. China edges closer and closer to pre-COVID
levels of production each day and, with the increased
likelihood of stable future U.S. relations following a
Biden presidency, has many tailwinds going into 2021.

•

Emerging market small cap stocks continue to be one
of the best exposures to have as markets rebound,
returning 22.1% versus large-cap’s 19.7%. Value stocks
broadly outperformed growth stocks this quarter,
returning 23.0% versus 16.8% as increased stability
across markets made a return to distressed stocks a
safer bet. Although it has been a challenging year for
the space, vaccine distribution, new U.S. leadership,
and a weaker dollar paint a favorable picture for
emerging markets going into 2021.

Emerging Markets Sector Returns QTD vs YTD

Return (%)

Country Returns QTD vs YTD

Highlights

Source: Bloomberg
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Fixed Income
Highlights
“Where have all the yields gone?”: With risk sentiment
continuing to take hold in asset markets amid optimism
over a future economic recovery and a vaccine rollout,
lower quality fixed income assets drove fourth quarter
returns. As yields continued to move lower, boosting
prices, almost all fixed income indices were able to
finish the year well into positive territory.
The Federal Reserve (Fed) programs helped bring
liquidity and buyers back into the fixed income
markets, achieving both the intended effect of
stabilizing bond prices but also the unintended effect
of lowering yields to extremely low levels. Bond
yields have fallen to levels that on a real basis
(subtracting out inflation) are negative. The low
yields have help to push investors into riskier assets.
As shown in the below Bond Yield Table, most bond
yields are well below their long-term averages with
the exception of the riskier bonds and, even then,
they do not provide much yield for the risk they

•

•

Treasury bond yields moved higher but were
concentrated in longer duration (5-year and longer)
bonds as optimism over an economic recovery and
speculation of stimulus induced inflation pushed
yields higher, lowering prices. Elevated Treasury and
investment grade issuance also contributed to higher
yields.
The municipal bond market continued to produce
positive returns even as the market witnessed record
issuance over $441 billion in 2020. Municipal bonds
did see downgrades outpace upgrades in the fourth
quarter, but that had a limited impact to the overall
market. However, municipalities that are highly
exposed to tourism, hospitality and transportation
are likely to see elevated risks until we return to a
pre-pandemic like environment.

Bond Yield Table
Bond Yields

High-yield municipal bonds also had a strong fourth
quarter on the back of improved investor optimism in
an economic recovery. High-yield municipal bonds
benefitted from having relatively elevated taxequivalent yields and lower risk than their corporate
brethren. Despite this, default activity has increased
from very low levels and is a monitoring point going
into 2021.

•

High-yield corporate bonds outperformed in the
fourth quarter, returning 6.5%. High-yield corporates
benefitted from risk on sentiment despite 2020
having the largest amount of corporate bankruptcy
filings (244) since 2009. Notwithstanding rising bond
prices, sentiment remains low with expectations of
increased defaults and bankruptcy filings from
energy, retail and real estate companies; selection
remains key in the high-yield corporate bond market.

Fixed Income Return

12/31/2017

12/31/2018

12/31/2019

12/31/2020

10YR Avg

Real Yield*

U.S. Treasury (10yr)

2.40

2.69

1.92

0.93

2.17

-0.67

AAA

2.50

2.94

2.10

0.85

2.00

-0.75

AA

2.70

3.37

2.35

1.34

2.34

-0.26

A

3.04

3.85

2.60

1.51

2.95

-0.09

BBB

3.59

4.65

3.17

2.05

3.69

0.45

BB

4.37

6.24

3.63

3.21

4.98

1.61

B

5.70

8.00

5.12

4.43

6.35

2.83

IG Municipal Tax-Adjusted

3.08

3.46

2.15

0.96

2.52

-0.64

HY Municipal Tax-Adjusted

7.91

7.73

6.18

5.88

8.94

4.28

*Real Yield calculated by taking 12/31/2020 yield and subtracting Core CPI YoY (1.6%)
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•

Source: Bloomberg

Return (%)

•

carry. Thus, thanks to the Fed, we had strong 2020
returns but also have a very unattractive starting
point for 2021.

Source: Bloomberg
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U.S. Economy
Highlights
“One step forward, half a step back.”
•

•

The U.S. economy continued to show some signs of
progress. Third quarter GDP saw an annualized
growth of 33.4% (8.35% quarter over quarter) helping
to offset the large second quarter decline. Given the
quick recovery, the U.S. is only 3.6 percentage points
of growth away from its 2019 economic peak.
Another encouraging sign was manufacturing survey
data that continued to move higher, with the Markit
Manufacturing PMI ending 2020 at 57.1 and the ISM
Manufacturing PMI ending at 60.7 – very strong
levels briefly touched in 2018 but not previously seen
since 2004.
Despite these positives, the U.S. economy showed
some signs of stalling as COVID-19 staged its winter
resurgence. While the employment picture has
improved substantially since the spring, continuing
and initial jobless claims remain stuck at elevated
levels. The employment picture is going to be key in
moving this economic recovery along. While the
government has provided significant stimulus to help

•

•

The U.S. consumer has continued to benefit from
soaring net worth, with household net worth
increasing in the third quarter of 2020 by 8% (year
over year) to a record $123.5 trillion. Households
have benefited from rising equity and property prices
as well as an increase in the savings rate. As fiscal
stimulus has been disbursed and the savings rate
remains high (12.9%), retail sales actually increased
4.1% year-over-year (and online retail sales were up
29.2%!). If this trend continues in 2021, it will be a
favorable signal of economic improvement.
Despite rising wealth, consumer confidence started
to stall as COVID-19 infections surged. While the
current conditions index has been declining, it is
noted that consumers’ confidence in the short-term
future outlook has continued to improve – an

indication that consumers are looking beyond the
current COVID-19 surge. It will be important to follow
consumer confidence in the coming months; while
we expect robust consumer spending as the vaccine
becomes more readily available, if consumers begin
to tighten their wallets, the recovery will likely
tighten as well.
•

Housing remains a key tenet to this economic
recovery. We are revisiting a chart previously used
because it is important to highlight where things are.
The housing market has boomed as constrained
supply led to surge in homebuilding. In the chart, one
can see the pause and its breakout. As nesting and
moves away from cities occurred through the
pandemic, home sales and prices have continued to
improve. Moreover, mortgage delinquencies were at
7.65% in the third quarter, declining from the second
quarter and well below highs in 2010 and 2011. If
delinquencies continue to fall, it will provide an
added tailwind to the already strong housing market.

Housing

Thousands

Employment

the unemployed, some programs are set to expire,
and it will be crucial for the new Biden Administration
to ensure that people impacted by virus-related
unemployment are supported through the final
stages of this outbreak.

Source: Bloomberg
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International Economy
Highlights

•

•

Political disputes were resolved throughout the
fourth quarter as the U.K. and the European Union
finalized a Brexit deal, bringing closure to a four-year
battle. While positive to both the EU and the U.K.’s
economic future, its unlikely to bring any boost in the
near-term. The European Commission’s €750 billion
recovery fund was approved allowing for aid to
support European economies. This will give the
economy a boost in the short-term as growth has
started to stall amid increased virus cases and
restrictions.
The European economy remains more trade
oriented , with German exports a bellwether for the
region’s growth. While German exports fell

significantly before staging a recovery in 2020, they
have started to pullback suggesting that growth is
stalling or even declining. Likewise, South Korean
exports can be a good bellwether for the global
economy, and their exports show a similar path to
Germany’s. Both have pullbacks as COVID-19 cases
and restrictions increase, giving a historical signal
that growth is slowing regionally and globally. One
would expect data in the coming months to confirm
the weaker growth picture in the near-term with a
potential for some nations to be seeing a negative
fourth quarter GDP print.
•

Percentage Change

9

•

Although the near-term growth outlook may be tepid
in Europe, there is a bright light. Manufacturing and
services PMI data has started to tick up despite
increased restrictions and rising COVID-19 cases.
While it is a survey and not actual production data, it

Exports Signaling a Stalled Economy?

Source: Bloomberg

does give insight that sentiment is not as gloomy as
the current situation would show. It is likely that
there is pent up demand and, while we would expect
the PMI data to bounce around from current levels,
these levels are a good springboard point for a slow
and gradual growth pick-up in 2021.
Emerging markets, particularly in the Asian region,
have started to see a recovery in GDP growth. Asian
emerging markets with significant trade exposure to
China are the biggest beneficiaries as China’s growth
is almost back to pre-pandemic levels. Emerging
markets are large exporters and as the economic
recovery continues globally, they are likely to see the
biggest benefits. Countries such as Vietnam are likely
to see significant benefits as companies move supply
chains from China.

Eurozone PMIs

PMI

Economic activity stalling amid rising virus cases but
tailwinds ahead with clarity over Brexit and a new
Chinese trade deal.

Source: Bloomberg
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Commodities
Highlights
Commodity markets were generally positive in the final
quarter, capping off a year that witnessed wild swings
in the price of crude oil.
•

As the prospects for increased economic activity
improved, the price of oil rallied 21% to end the
fourth quarter at $48.52. Despite this year-end
strength, the benchmark WTI Crude price fell 21%
during 2020, having dipped into negative pricing
during the initial COVID-19 panic in the spring (see
chart below). While the price of oil is volatile and
tends to respond to marginal supply/demand
imbalances, the rise of renewables is structurally
changing the long-term future demand for oil.
Although the Bloomberg Commodity Index, a broadly
diversified commodity index, rallied 10.2% during the

Crude Oil Prices

($/barrel)

recent quarter it still ended 2020 around 4% lower
than a year ago.
•

•

Renewable energy continues to be at the forefront of
investor’s minds, with the NASDAQ Clean Edge Green
Energy Index rallying 59% in the fourth quarter and
272% since its launch in early 2020. The U.S. Energy
Information Administration recently announced that
renewable energy consumption in the U.S. exceeded
energy consumption from coal for the first time ever
(see chart below). With the long-term winners still to
be determined, stocks with exposure to renewable
energy may have gotten a little ahead of themselves.
Despite this, the surging consumption of renewable
energy is a trend that is here to stay.
Precious metals returns were mixed during the fourth

quarter with silver rallying over 12% while the gold
price ended largely unchanged. However, for the
year, both commodities produced the strongest
annual returns since 2010, with gold up 25% and
silver up 47%.
•

Global real estate continued to recover during the
fourth quarter, but 2020 performance remains
disappointing; REITS rallied 13.9%, taking their 2020
return to -10.4%. Given COVID-19, it is of no surprise
that the worst performing REIT sub-sectors include
Malls, Hotels, Shopping Centers, and Offices. The top
performing sub-sectors in 2020 include Land,
Infrastructure, Single Family Housing, and DataCenter REITs, all of which have provided positive
double digit returns.

U.S. Coal and Renewable Energy Consumption

$/barrel

by source (1950-2019), quadrillion British thermal units

Source: Bloomberg
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Special Topic: Cryptocurrencies
Understanding Cryptocurrency
Digital currencies garnered headlines recently as their
values soared to record highs. While there are a few
major digital currencies that have critical mass and
intellectual momentum, there is also a long tail of
smaller coins/tokens that have been issued that more
resemble the wild west. In this note, we will provide
some information about the major digital assets as well
as a review of recent performance. As we continue to
research and consider the potential role of
cryptocurrencies in portfolios, we will come back to you
with a more detailed analysis and opinion.
A cryptocurrency is one that use cryptography to create
a digital currency and process its transactions in a
decentralized system that is free of government
control. The attributes of cryptography include
confidentiality,
integrity,
non-repudiation,
and
authentication. Most cryptocurrencies use blockchain
technology to create an open ledger of transactions
that can be publicly viewed but not altered; each
transaction is created using the immutable attributes of
cryptology and is recorded on this ledger.

to go through a financial intermediary. As the world’s
first cryptocurrency, and despite some ups and downs
over the past decade, Bitcoin remains dominant.
Following a gain of 305% in 2020, its market
capitalization currently stands at $650 billion
(1/6/2021).
Bitcoin’s supply dynamics are unique in that the
number of Bitcoins in supply is increasing at a pace that
is halved every four years. There are currently around
18.5 million bitcoins that have been issued out of a
total 21 million that will be issued. Thus, the supply of

Bitcoin is finite while the demand for Bitcoin is
increasing. For an asset that has the intellectual faith of
its holders, this is a demand/supply dynamic that has
led to rapid price appreciation. Notwithstanding this
dynamic, the price of Bitcoin relative to U.S. dollars is
extremely volatile. The supply restriction also
represents a major advantage against paper currencies
such as the U.S. dollar; the Federal Reserve aims to
manage supply and demand such that real value of a
U.S. dollar depreciates by 2% a year.
Continued next page ...

Bitcoin Price Chart

Over the past 10 years, cryptocurrencies have evolved
from a favored method of black-market dealers to
remain anonymous to a new asset class with attributes
that some will have you believe are more favorable
than gold. While views on cryptocurrencies will
continue to evolve, there is no denying that Bitcoin and
its brethren have caught the attention of some
institutional investors with prices now being driven
both by speculators and investors (although only time
will tell if there is really a distinction between the two!)
Bitcoin
Bitcoin aims to provide utility as an electronic cash that
enables peer-to-peer online payments without needing
Source: Bloomberg
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Special Topic: Cryptocurrencies
Continued ...
Top Cryptocurrencies
There are thousands of coins and tokens in existence.
The vast majority have market capitalization of less
than $10 million and can be largely ignored. As shown
in the table below, the top two coins (Bitcoin and
Ethereum) have a combined market capitalization of
$827 billion, representing around 83% of the $1 trillion
cryptocurrency market.
Institutionalization
While digital currencies are far from being a common
holding for institutional investors, there have been
some significant announcements in both the corporate

and hedge fund worlds. In November, Paypal
announced that users would be able to buy, hold, and
transact in digital currencies using Paypal’s digital
wallet. And just last month MassMutual announced a
$100 million investment into Bitcoin. This followed
news that the treasury team at Square Inc. bought $50
million of Bitcoin and that the team at MicroStrategy
Inc. adopted Bitcoin as its primary reserve resulting in
$1 billion of Bitcoin purchases since last August (its
stock price is now more driven by the price of Bitcoin
rather than its underlying business fundamentals). In
addition, numerous hedge funds have joined the

bandwagon, devising structures to provide access to
investors while also generating a new source of
management fees.
2021 has started with massive gains across the
cryptocurrency space, with the Bitcoin price chart
looking parabolic. As a ‘potential’ new asset class, it is
hard to determine where this will end – whether it is
irrational exuberance or really a new asset on the
efficient frontier that deserves sensible investment. We
do know that there will be strong opinions either way
and that answers will not be clear for some time to
come.

Top Cryptocurrency Market Capitalization
Currency

Symbol

Market Cap.

2020 Return

Purpose & Utility

Bitcoin

BTC

$690 billion

305%

The original cryptocurrency stored on a secure digital ledger known as blockchain.
Divisible into smaller satoshi units that are worth 0.00000001 BTC. In 2020, transactions settled in just under 13 minutes on average.

Ethereum

ETH

$137 billion

476%

In addition to facilitating the decentralized transfer of cryptocurrency, Ethereum is
‘programmable’ and serves as a marketplace for services, games, and apps.

Tether

USDT

$23 billion

0%

Known as a stablecoin, Tether is a digital token that is tied to the value of the U.S.
dollar (trades at $1). It purports to be backed by an equivalent amount of actual U.S.
dollars and aims to provide the instant payment benefits of digital currencies without
the price volatility.

XRP

XRP

$14 billion

18%

Cryptocurrency used by the Ripple payment network to facilitate fast cross-border
payments. Its decentralized technology can settle transactions in just 3 seconds.
Some regulatory issues dampened price gains in 2020 and the coin is being delisted
from some trading platforms.

Litecoin

LTC

$11 billion

201%

Similar to Bitcoin but with different blockchain algorithms that allow it to offer faster
settlement and confirmation times for transactions.
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Special Topic: Emerging Market Redux
A Positive View amid Favorable Metrics
Emerging market equities had another strong year,
delivering 18.3% returns. At the end of 2019, we
posited the emerging markets should benefit from
strong technical and fundamental tailwinds and this
warranted an increased investment allocation. Well,
the asset class provided excellent returns, but not for
any of the reasons we expected and therefore, we
come back once again with a positive view given all the
favorable metrics in the space.

Effective Containment of COVID: Many of the Asian
countries have done a much better job of containing
the virus. This has allowed their economies to remain
relatively open and in better shape. China, which makes
up approximately 40% of emerging market indices, has
recovered rapidly, benefitting many of their trading
partners. As the rest of the developed world gets a
handle on the pandemic, this will further provide
stimulus to emerging economies.

Weaker Dollar: A strong dollar has weighed heavily on
emerging markets. These economies’ borrowing cost
rise with a weak currency. The massive spending and
growing deficits in the U.S. has put downward pressure
on the dollar, leading emerging market currencies to
appreciate. We expect this to continue in 2021,
benefiting emerging market countries.

Lower Valuations: Consensus expectations for GDP
growth over the next 12 months is 2% higher in
emerging than developed markets. Return expectations
look attractive when the growth outlook is coupled with
historical discounts in relative price-to-book and priceto earnings ratios between emerging and developed
markets.

Stable U.S. Trade Policy: Although we do not expect
policy to change much, the Biden administration will be
more subtle and consistent in their trade policy, which
will remove headline noise and volatility, especially as
this pertains to China. Overall, we see this as a positive
development that lends stability to the asset class.

Emerging Markets: P/E Discount vs Europe

China Annual Growth and Share of World GDP

MSCI EM P/E discount/premium vs Stoxx 600 based on fwd earnings

2000—2025

Source: J.P. Morgan “Eye on the Market 2021 Outlook”: Datastream, IBES, J.P. Morgan Asset Management. December 25, 2020.
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Source: BlackRock, International Monetary Fund, Haver Analytics as of January 19, 2021. Blackrock Market Pulse, “Around the World”,
BlackRock Investment Institute and the International Monetary Fund (IMF), with data from Haver Analytics, December 2020. Notes: The
dark blue line shows China’s annual real GDP growth rate. The dotted lines are IMF forecasts. The light blue bars show China’s past and
expected share of global GDP. There is no guarantee any forecasts made will come to pass.
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Tactical Asset Allocation
Market Street Growth Strategy
ASSET CLASS
CASH
INVESTMENT GRADE BONDS
Municipal Bonds
HIGH YIELD DEBT
High Yield Municipal Bonds
High Yield Corporate Bonds
Emerging Market Debt
HEDGED ASSETS
Long/Short Equity
Distressed Credit

NEGATIVE

Fourth Quarter 2020

NEUTRAL

POSITIVE
Allocations towards high quality investment grade Fixed Income are underweight while
portfolios are overweight cash. We expect yields to gently rise in the coming months,
providing opportunities for better entry points; investment grade bonds are a bedrock for
portfolios during volatile markets and we will likely rebalance back into the asset class as
future returns become more attractive.
For the moment, we have maintained an underweight exposure to municipal high yield debt.
While there are certainly risks to some segments of the high yield muni market, the taxexempt yields remain a key attraction; the prospect of higher tax rates under a Biden
administration will only enhance the appeal of tax-exempt bonds. We continue to favor
closed-end funds that are trading at attractive discounts and which provide enhanced yields.
Portfolios also have a tactical allocation to dollar-denominated emerging market sovereign
debt.
Hedge fund exposure within portfolio has drifted down because of underperformance against
the rallying public equity markets. As we have not rebalanced back into hedge funds,
portfolios are now underweighted. Despite this, as equity markets continue to rally and bring
forward future returns, the diversifying and less correlated attributes of hedge fund
strategies become more attractive; we continue to seek out unique alpha-generating
opportunities that can provide attractive risk-adjusted returns.

EQUITIES
U.S. Equities - Large Cap
U.S. Equities - Small Cap
Developed Market Equities
Emerging Market Equities

Despite some concerns over valuations, we remain positive towards U.S. equities and
portfolios continue to be overweight. While a Biden Senate will make corporate tax rate
increases possible, the economy is likely to be goosed by higher fiscal stimulus as well as
infrastructure spending. We continue to favor the quality of U.S. public equities over those in
Developed Europe, but we remain positive towards Emerging Market equities given the
tailwind they will receive from low rates and a recovering global economy. Market Street’s
private equity program provides attractive exposures that cannot be obtained in the public
markets.

Private Equity
REAL ASSETS
MLPs
Global Real Estate/REITs

In December, we closed the Market Street Real Asset Fund. The Fund had been solely
invested in MLPs, an asset class that has continued to struggle in the current weak energy
environment. Although a catalyst has remained elusive, MLPs continue to offer the potential
of very attractive returns. Where suitable, we may add exposure to portfolios through a
direct mutual fund holding.

Natural Resources/Energy
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Ross Miller, CFA
Senior Investment Analyst
Jim Talalas
Investment Specialist

This presentation has been prepared by Market Street Trust Company. The
views expressed herein represent opinions of Market Street and are presented
for informational purposes only. They are not intended to be a recommendation
or investment advice and do not take into account the individual financial
circumstances or objectives of the investor who receives it.
Certain statements included in this presentation constitute forward looking
statements. Forward looking statements are not facts but reflect current
thinking regarding future events or results. These forward statements are
subject to risks that may result in actual results being materially different from
current expectations.
Past performance (before and after taxes) does not guarantee future
performance. There is no assurance that Market Street Trust Company funds
will achieve their investment objectives, or that they will or are likely to achieve
results comparable to those shown herein, or will make any profit, or will be
able to avoid incurring losses. Exposure to foreign currencies may cause

additional fluctuation in the value of any investment. Each investor must assess
the suitability of an investment, one’s tolerance for risk and the impact on one’s
diversification strategy. This presentation does not constitute an invitation to
buy or an offer to sell securities, or any other products or services.
This is intended as general information only. Investors in these funds may be
required to meet certain criteria under the securities laws in order to qualify.
Any discussion of U.S. tax matters is not intended and cannot be used or relied
upon for the purpose of avoiding U.S. tax-related penalties.
Please visit our website for additional information on the funds and any
investment fund updates. As always, please feel free to contact us if you would
like to learn more about our investment program.

MARKET STREET TRUST COMPANY:
Main Office:
2 International Drive, Suite 301
Portsmouth, NH 03801
800.962.6876 phone
Representative Office:
499 Park Avenue, 26th Floor
New York, New York 10022
212.400.9070 phone
www.marketstreettrust.com
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