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With the onset of winter and colder weather across much
of the US, COVID-19 cases have surged nationally and
remain among the highest levels since the pandemic
began1. The long-awaited rollout of several vaccines and
the inauguration of a new presidential administration will
dominate investor attention as this new year begins.
Global Markets Performance

Per Morningstar, the US stock market, as represented by the S&P 500, finished up 12.15% on the
quarter, boosting the full year 2020 return to 18.40%. Smaller US stocks2 rose significantly more during
the quarter (up over 31% for the quarter) and finished the year in similar fashion to their larger peers,
up 19.96%. International stock markets3 and emerging markets4 outperformed domestic equity markets
in both the final quarter and the full year, finishing the year up 10.65% and 18.31%, respectively. On the
credit side, core bonds5 rose 7.51% and high yield bonds6 rose as well, up 6.17% for the year, impacted
primarily by moderately widened spreadsa. Emerging market (EM) bonds7 rose as well, up 5.88% on the
year.

© Morningstar 2021. All data as of 12/31/2020. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/or
its content providers; (2) may not be copied, adapted or distributed; and (3) is not warranted to be accurate, complete or timely. Not all index
performance mentioned is displayed above. See references for more detail.8
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Coronavirus Update

As the year rolled to a close, COVID-19 cases nationally exploded and ended the year with 7-day average
daily case counts over five times higher than they were at the end of September. By state, the case
counts per one hundred-thousand are now highest in Rhode Island, Arizona, Tennessee, Oklahoma and
South Carolina, in descending order1.
Daily Trends in Number of COVID-19 Cases in US

Source: Centers for Disease Control and Prevention1.

New strains of the virus have been detected recently across the globe, most notably in South Africa and
the United Kingdom. The UK health system has been inundated with cases through the end of the year,
and on January 4th announced a strict lockdown for England to try to control the spread9. There is some
evidence that the new strains may be more contagious, but thus far they do not appear more likely to
cause disease and death10.
Further, research from scientists at Pfizer and the University of Texas Medical Branch suggest that the
current vaccine from Pfizer/BioNTech SE appears to be effective against the new strains of the virus11.
However, the study was fairly limited and future studies will be required to truly understand the
effectiveness of current vaccines against variants of the virus.

An Interest In Rates

Over the course of 2020, interest rates on the short-end and the long-endb dropped by nearly 95% and
51%12, respectively. This sharp and precipitous fall in rates was driven in large part through a reduction
in rates by the Federal Reserve (the Fed) as well as the large-scale bond purchase program it put in
place.
According to J.P. Morgan Asset Management, the Fed increased its US Treasury positions by about $2.3
trillion over the course of the year. Thus, it effectively purchased over 50% of the total increase in US
public debt in 202013. In addition, as 2021 begins it continues to purchase approximately $80 billion in
Treasury debt per month, which would add a further $960 billion to the Fed’s holdings should that
monthly quantity stand pat.
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Change In Federal Debt Held By Public & Federal Reserve (USD Billions)

Source: J.P. Morgan Asset Management13.

As the Fed continues to fund government stimulus programs to fight the COVID-19 pandemic, a chief
concern on many investors minds is how all this spending could affect inflation. Analysts at Morgan
Stanley argue that inflation due to elevated spending is the potentially the biggest risk this year for
markets14. Moreover, analysts at J.P. Morgan believe that inflation should naturally return as the
economy recovers from the pandemic recession13.

The Post-Pandemic World

While the coronavirus is likely to be with us for a time, the rollout of several vaccines and the promise of
further approvals has provided a light at the end of the tunnel. To that end, many have begun to
wonder if the workplace and lifestyle changes that occurred as a result of the pandemic are short-term
or enduring in nature.
Companies With Strong Online Business Models

Source: Capital Group15.
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The answer to that question is impossible to know with any certainty, but we do believe that the longer
these changes are present the more likely they are to affect behavior long-term. Additionally, certain
industries that were en vogue prior to the coronavirus could continue to grow strongly post-pandemic.
According to analysts at Capital Group, companies with e-commerce or online business models were
already displacing old-economy competitors and the pandemic simply caused a great leap forward in
that advantage15.
However, there are some industries that either can’t be digitized or can only be migrated to a certain
degree. Restaurants, hotels, and airlines, among others, have limited options and are driven primarily
through physical experiences. These businesses may experience their own adjustments post-pandemic,
and the industries overall should begin to recover once the virus is largely under control. For example,
Chinese domestic air travel has already returned to nearly pre-COVID levels and the cruise industry is
taking reservations for 2021 at much higher prices than they were in 201915.

Looking Forward

With the pandemic continuing to rage and some countries around the world returning to lockdowns, it is
likely that the pandemic could continue to get worse before it gets better. Indeed, both case and death
counts in the US nationally are hovering near their highs and remain elevated in early 2021. However, it
is also likely that the first quarter of the year could witness a large portion of the US population receive
vaccinations for COVID-19.

As the Biden administration approaches its inauguration on January 20th, market attention may begin to
focus more heavily on the fiscal implications of a blue wavec government. Among others, the Biden
agenda focuses on additional stimulus and infrastructure spending, higher corporate taxes, and
increased regulations16. And as consensus had not expected the Democratic party to gain a majority in
the Senate, the market could begin to price in its expectations for the probability of these changes
throughout the first quarter.
After a year of incredible volatility in markets, the economy, and our personal and professional lives, it’s
potentially more important than ever to ensure that you’re invested in a manner that suits your longterm goals. We encourage you to reach out to your financial advisor and review your financial plans,
and we hope you have a Happy New Year!
Ryan Walsh, CFA®, FRM® is an investment advisor representative of NWAM, LLC dba Northwest Asset Management and RIA Innovations, an
SEC registered investment adviser. This publication is in no way a solicitation or offer to sell securities or investment advisory services. Statistical
information, quotes, charts, references to articles or any other quoted statement or statements regarding market or other financial information
is obtained from sources which we believe reliable, but we do not warrant or guarantee the timeliness or accuracy of this information. All
domestic and international rights are reserved. No part of this newsletter including text, graphics, et al, may be reproduced or copied in any
format, electronic, print, et al, without written consent from Ryan Walsh, CFA®, FRM® and Northwest Asset Management or RIA Innovations.
Neither Ryan Walsh CFA®, FRM®, nor Northwest Asset Management or RIA Innovations provide legal or tax advice. Please be advised to consult
your investment advisor, attorney or tax professional before making any investment decisions.
As of December 31st, 2020.
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Glossary:
Spreadsa – the difference in bond yields of the same maturity but differing qualities, e.g. corporate bonds vs. US government bonds.
Short and long-end interest ratesb – as represented by the 1-month and 10-year US Treasury rates.
Blue wavec – refers to the US Democratic party possessing a majority in the House of Representatives and Senate and controlling the White
House.
G4 non-financial corporate debt – debt issued by corporations not operating within the financial sector, e.g. banks. G4 refers to the US, the
Euro area, the UK, and Japan.
Phase Three trialsc – per the CDC, in Phase 3 the vaccines are “given to thousands of people and tested for efficacy and safety.” After Phase
Three trials are approved, vaccines can be issued to the general public.

5

Options – a contract that gives the buyer the right, but not the obligation, to buy or sell the underlying asset at a specified price prior to a
specified date
Blue chip – typically large capitalization, well-known brands.
Fiscal spending & budget deficits – fiscal spending relates to all government expenses, and a budget deficit implies a government is spending
more than it is receiving from taxes, interest, etc.
Liquidity vs Solvency – liquidity relates to having enough cash on hand to continue operating in the short term, while solvency relates to the
long-term and whether or not equity is sufficient to continue operating.
Repos (repurchase agreements) – in repurchase markets, borrowers needing cash offer lenders collateral, generally in the form of safe bonds
(such as US Government bonds), and in return receive a short-term loan. Repo agreements can be as long as one year, but are generally three
months or less, and the most popular tenure is an overnight loan.
Federal funds rate – the interest rate that banks charge other banks for lending them money from their reserve balances (held at the Federal
Reserve) on an overnight basis.
Agency mortgage bonds – mortgage securities that are issued by government-sponsored entities (GSEs) like Fannie Mae or Freddie Mac, or
guaranteed by a government agency like Ginnie Mae.
Strategic asset allocation – the long-term asset class goals for an investor which specify on average, how much of your money should be
invested into stocks, bonds, etc.
Goldilocks – describes an economy that’s neither too hot as to spur rapid inflation or too cold to cause a recession; it characterizes an economy
operating in an optimal state from a macroeconomic standpoint.
Yield curve – the graphic representation of US Treasury securities as defined by their yield and time to maturity.
One-month & ten-year rates – on the US government yield curve, the securities issued with maturities of one month and ten years,
respectively. The US Treasury also issues securities between one month and ten years, and longer than ten years.
Asset location – the tax-arbitrage strategy of placing high-tax exposure assets in low tax-paying accounts, and vice versa. The theoretical
benefit is to lower taxes from investments and compound higher long-term capital.

mABC Investment Advisors, LLC is a state registered investment advisor in the State of Texas and certain other states. This
content is provided by a third party and may not necessarily reflect the expertise of this Advisor. This publication is not intended
to provide investment advice and is intended for your information only. This publication is reprinted with the permission of
NWAM, LLC dba Northwest Asset Management and RIA Innovations, an SEC registered investment adviser. NWAM, LLC is
unrelated to mABC Investment Advisors, LLC.
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