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LOOKING BACK
AT 2020
COMING INTO 2020 MANY INVESTORS AND ANALYSTS WERE EXPECTING INCREASED MARKET VOLATILITY GIVEN IT
WAS A PRESIDENTIAL ELECTION YEAR. On top of that, the prior year delivered stellar returns with the S&P 500 Total
Return Index up 31.49%. With that backdrop, investors were unnerved and many contemplated selling their holdings and
going to cash. Not very long into the year, news broke out of a virus in China, but the U.S. markets shrugged it off as an
isolated event and markets continued forward to make new highs. It was not until it was announced that the virus was
turning up in Europe and people infected had no direct contact with anyone from China that then the markets began to
realize this was not an isolated event. By the third week in February, the markets began to panic, which led to the fastest
market selloff in history. By the time things were done, the S&P 500 had dropped a little over 30% in a matter of weeks. At
the time, there was a lot of confusion and many countries around the world shut down completely, which led to the
highest unemployment rate on record. Once again, investors panicked, looking to hit the sell button. Fortunately, our
investors stayed the course as our investment committee communicated frequently with our clients and took prudent
measures to help manage risk while looking for opportunity in the new “bear”market. Nevertheless, the markets shot right
back up almost as quickly as the selloff and by Wall Street jargon, the U.S. entered and exited a bear market in the fastest
pace in history.

2020 S&P 500
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Unfortunately, many people lost loved ones to COVID-19, and with the winter spike, we are not out of the woods.
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The much-anticipated U.S. presidential elections took place in November, and many people expected increased market
volatility around this event. The S&P 500 dropped 5.6% the week before and then rallied 7.3% the week of the election. The
S&P 500 was only up 2.7% year-to-date right before election week but then turned around to deliver one of the best months
in history and most of those gains took place the week of the election while we still did not have a clear winner.
Despite unprecedented uncertainty in 2020, the markets ended up with strong returns, with two-thirds of the return coming
in the fourth quarter of the year. Four of the eleven sectors ended the year in negative territory and seven of the eleven
sectors trailed the S&P 500 return for the year, this bifurcation was a pretty good reflection of the real economy where there
were clear winners and losers.
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2021 & LONG-TERM
OUTLOOK
THE YEAR KICKED-OFF QUICKLY WITH THE GEORGIA RUN-OFF ELECTIONS. The Democrats needed to win both Senate
seats to have a 50/50 split with Republicans and essentially taking control with the tie breaking vote going to Vice President
Harris. It was understood it was going to be a close race and in the end, the Democrats were able to take the two seats and
control of the Senate, which means we will be getting a Blue Wave after all. The common narrative for such a strong fourth
quarter return in 2020 was that we were going to have a divided congress, which means it would be unlikely to get any drastic
policy passed. However, with the Democrats in control of both chambers and the presidency, it was expected that the markets
would not react favorably, but that did not happen. In fact the S&P 500 was up 1.8% the week of the Georgia run-off elections.
Policy has now become an instrumental part of Wall Street, and asset managers cannot provide long-term views without
considering how policy can influence the markets. It should be noted that markets do not necessarily favor one party over the
other, rather they care for how policy will affect corporate earnings and the money that eventually hits investors' wallets. That
means the tax rate corporations pay on earnings and how investments are taxed will be front and center. It is possible now that
the Democrats control Congress that tax policy could change to negatively impact corporations and investors. However, what
we have learned in the past, especially in the last 12 months, is that the markets may not selloff as a result. We are not policy
experts, but it does seem like passing drastic tax policy may not be a slam dunk, especially because some more conservative
Senators like Joe Manchin of West Virginia may not be so easily convinced. At least for now that is how the markets are
reacting and why we did not see a selloff after the Georgia election results.
Turning to the markets, we will start by looking at the risk-free rate, which is the U.S. 10-Year Treasury Yield. This rate is very
important because it is the foundation to investment valuations, the lower the rate, the higher equity prices can be justified. At
the moment, the yield has crossed 1% to the upside, but it is expected to stay at historical low levels for the foreseeable future.
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The U.S. 10-Year Treasury yield is a function of expected real GDP growth and expected inflation. The U.S. expected real GDP
growth should pick up in 2021 because of pent up demand from 2020, but then begin a decline to the long-term equilibrium level.
Inflation is expected to stay tamed at about 2% over the next few years. If things take a turn for the worse with COVID-19 and
cities begin to shut down again, the Federal Reserve has said they will step in to help the economy and that means more
long-dated bond purchases, which will put a ceiling to bond yields.
With rates expected to stay low, income investors are being forced to buy stocks because they cannot make much on bonds.
That has acted as a tailwind to stock prices and we think that will continue in 2021. We especially think bond investors will favor
dividend paying stocks and that should benefit our Dividend Grower strategy, which has a focus on stocks that have paid and
increased dividends every year since 2008.
Of course, we don’t want to neglect companies that we expect to benefit in this flexible work from home environment. We
believe a more balanced work from home/office approach is here to stay. In our view, there are three forces that drive this
phenomenon, first is the labor force. Now the majority of workers are Millennials, and they have always wanted a more work
friendly, flexible policy, but mostly only technology companies have accommodated their request by developing creative
environments that included all the snacks you could want and ping pong tables. The second and third force were not quite ready
to make the leap, but the COVID-19 environment accelerated things. The second force is the employer, although they were not
ready to adopt this work/home flexible environment, they have quickly learned that it can work. Especially because it helps
company margins as they realized big offices are not needed and annual conferences can now be done on Zoom. The final force is
the consumer, they too have come to like the new normal and realize it does not matter if they call a company and the person
answering the phone is working in their bedroom office. These three forces are enough to create a tipping point in favor of a work
from home flexible policy and there are companies that are positioned to take advantage of this new change.
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We think the best way to proceed is a barbell approach, which on one end holds stocks with a strong dividend paying policy
and on the other end growth stocks that are going to thrive in this new work/office flexible environment.
From an asset class perspective, we believe it makes sense to decrease bond exposure, especially long-dated bonds in favor of
stocks. We also think having a large cash position is not prudent today because markets move fast and a lot of 2021 returns can
come in a matter of weeks; similar to what we saw in the fourth quarter of 2020.
We are long-term investors and not in the business of forecasting short-term market movement, but we do pay attention to
the consensus view because it can influence investor behavior. According to FactSet, the average view is that the S&P 500 will
have mid-single digit returns in 2021, putting the S&P 500 above 4000. Of course, if that is the case, we do not expect the
returns to happen in a smooth fashion.
Although long-term we hold a positive view, we understand things can get bumpy in the short run. After all, the markets are not
cheap by traditional metrics. The S&P 500 forward price-to-earnings ratio is 22.6x or about 30% higher than the five-year
average. Corporate earnings are expected to not only recover this year, but make new all-time highs. The Democrats could get
a tax bill passed that hurts corporate earnings and, of course, there is the elephant in the room, COVID-19. The general narrative
is that by summer, enough people will be vaccinated, and that will lead to herd immunity, so by fall of this year, things will start
to get back to normal.
Only time will tell how things play out, but rest assured your Surevest team takes the responsibility you have entrusted in them
very seriously. We will continue to reassess our views and models as we get new information and will communicate any shifts
to you. We thank you for your trust in us during 2020; when many panicked and sold at market lows, our investors stayed the
course, which resulted in positive returns off very low levels in the first half of the year. We wish you and your family a happy,
healthy, and prosperous 2021.

Robert J. Luna, MBA

Luis Galdamez, CFA®, CFP®, ChFC®

CEO & Chief Investment Strategist

COO & Director of Investments

DISCLOSURE
This is not a recommendation to buy or sell any securities. Speak with your financial advisor before making any investments
or acting on any topics discussed. Surevest Private Wealth is a Registered Investment Adviser. Advisory services are only
offered to clients or prospective clients where Surevest Private Wealth and its representatives are properly licensed or
exempt from licensure.

5

QUARTERLY COMMENTARY Winter2021

