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In historical terms, 2020 will go down as one of the more 

significant years in our lifetimes and not just for all the negative 

events that occurred.  While the global COVID-19 pandemic 

impacted nearly every part of society and our normal lives 

became anything but, financial markets performed relatively 

well as opposed to the broader economy, which continues to face 

challenges.  Monetary and fiscal stimulus, of which much was 

supplied throughout 2020, positively impacted financial markets 

on the hopes of invigorating the wider economy.  After a 

significant downturn across nearly all asset classes in March, the 

backstopping of asset prices put into motion through various 

Federal Reserve System lending facilities and purchasing 

programs provided the  cushion necessary for reflation over the 

remainder of the year.   

Despite challenges that remain in the form of rising COVID-19 

cases, the pace at which the economy can reopen and the likely 

need for additional support from Washington as a bridge back to 

normal we see the broader macro environment rebounding 

significantly beginning mid-year as vaccines are distributed/

dispensed and pent-up demand for travel, entertainment and many other activities takes hold.  Monetary and fiscal policy 

are likely to remain accommodative throughout 2021 and beyond, allowing for a low but modestly rising interest rate 

environment and this coupled with a weakening U.S. dollar and muted/benign inflation should allow for the significant 

growth in the broader macro environment providing a well-balanced risk/reward backdrop for equities both here and 

abroad.   

Our predisposition is to modestly overweight equities as the recovery unfolds and conversely to modestly underweight 

fixed income accordingly.  Within equities, we see a modest transition towards value and away from extended growth areas 

as a cyclical rebound across a broader section of the economy takes hold.  Energy, financials, industrials and materials 

should benefit most in this environment while long-term secular growth areas of the market are likely to continue to be 

rewarded.  Fixed income on the other hand looks expensive from a valuation lens (especially Treasuries – impacted 

significantly by the low interest rate environment and susceptible to pricing risks when rates move higher).  We see 

opportunities existing within core fixed income areas including high-quality mortgage backed and mispriced investment 

grade securities along with senior loan, high yield and emerging markets categories.   

2020 Year End Review & Outlook 

Market Overview 
Despite multiple economic challenges, the financial markets rallied.  

 
Investment Themes 

• Quality with a dash of cyclicality 

should be a focus for US equity 

investors. 

• Fixed income investors should move 

up in quality, and look to core bonds 

for portfolio ballast. 

• Long-term growth prospects and 

cheap absolute and relative 

valuations support international 

equities. 

Dr. David Kelly, Chief Global Strategist 

JP Morgan  Asset Management1 
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As always, we believe a properly risk-allocated portfolio is one that is well-diversified across asset classes and mindful 

of the risk inherent in these underlying assets.  This past year provided a strong reminder of why portfolios should 

adhere to asset allocation and why we do not try and time the market.  Staying the course and properly diversifying 

provide the best chance of succeeding even in the most turbulent of times.   

Equity Markets 

Exchange Traded Fund Equity  Indexes  Performance through December 31, 2020 

Index ETF Ticker YTD 1 Year 3 Years 5 Years 10 Years 15 Years 

Vanguard Total Stock Market VTI 21.03% 21.03% 14.45% 15.44% 13.77% 10.08% 

iShares MSCI EAFE EFA 7.59% 7.59% 4.21% 7.49% 5.37% 4.33% 

Vanguard FTSE Emerging Markets VWO 15.19% 15.19% 5.84% 11.83% 3.09% 6.03% 

Exhibit 1 

Domestic equities rallied strongly into year-end, lifting valuations despite what looks to be a near-term softening in 

macroeconomic trends brought on by the re-institution of stay-at-home orders/lockdowns in certain states as COVID-

19 case counts rise.  While multiple vaccines are on the way, distribution will likely take some time and put pressure on 

broader economic health until the spring.  Once a broad swath of the population is vaccinated, pent-up demand should 

take hold and drive what we believe will be robust economic growth in the second half of 2021 and into 2022.  Despite 

the onslaught of negatives brought on by COVID-19 beginning in March, 2020 was a good year for equity markets as the 

significant backstop provided from monetary support and fiscal stimulus enabled a risk-on environment that drove 

strong returns.  While we view some of this strength as a pulling forward of future returns, we remain positive towards 

equities both here and abroad as a reflation of the macroeconomy should begin taking firmer hold sometime in the 

second quarter as vaccination levels climb above 50% of the population allowing for a gradual return to normal.   

With the average broad domestic equity index advancing nearly 20% in 2020, most market participants were relatively 

pleased at year end, especially given where things stood at the end of the first quarter.  Additionally, beginning in 

November, market breadth began to widen as small and mid caps recovered much of their year-to-date 

underperformance.   From a style perspective, growth widely outperformed value across all capitalization ranges 

during 2020, though later in the year evidence of this reverting began to take hold and would be a positive for equities 

if this continued into 2021.  The best performing sectors in 2020 included technology, consumer discretionary and 

communication services while the lagging sectors were energy, financials and utilities.  Technology benefited 

significantly from the COVID-19 work-from-home trend that even post vaccine distribution likely has legs as companies 

look to become more productive in the coming years.  Energy, while underperforming significantly (down 32% in 

2020) is poised to rebound as demand recovers, supply is right-sized and better coordination among OPEC nations 

plays out.     

Within international equities, emerging markets (+16.9% in 2020) outdistanced developed markets (+7.8% in 2020) 

benefiting from better relative valuation and a quicker reflating of asset prices coming out of the worst of March ’s 

downturn.  We continue to believe that the current valuation disparity favors emerging markets especially if global 

growth rebounds as projected (nearly twice as quickly in emerging nations versus developed nations).  A weaker U.S. 

dollar seen throughout the second half of 2020 and likely continuing into 2021 also provides a favorable backdrop for 

international equities performance in the near- and medium-term. 

As we look ahead to 2021, we believe a broad global recovery benefits equities despite elevated valuations.  A 

significant amount of stimulus in the broader economy that trickles into financial markets has modestly depressed 

outsized risks and sets the table for another positive year across the asset class.  As earnings recover across more 

sectors and industries, these elevated valuation levels will either be justified or not and markets will better differentiate 

between winners and losers.  While this may cause dislocation at varying points throughout the year as it occurs, we 

believe this to be healthy and necessary to drive returns higher.  Stock selection should become of greater importance 

and is likely to be rewarded going forward.    
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From an allocation perspective we are slightly overweight equities given the still significant accommodation present, the 

rebounding global economy, weakening U.S. dollar and continued low interest rate environment.  We see opportunity in 

emerging market equities (relative valuation and a weaker U.S. dollar), value stocks (improving macroeconomy and style 

reversion) and more specifically those in sectors tied to a cyclical recovery including energy, financials, industrials and 

materials.   

Fixed Income 

Exchange Traded Fund  

Fixed Income Indexes  
Performance through December 31,  2020 

Index  Ticker YTD 1 Year 3 Years 5 Years 10 Years 15 Years 

iShares Core US Aggregate Bond AGG 7.48% 7.48% 5.28% 4.35% 3.74% 4.33% 

SPDR Barclays High Yield Bond JNK 4.95% 4.95% 5.26% 7.28% 5.36%  

Exhibit 2 

A steepening yield curve late in 2020 took a little wind out of the broader debt market’s sails.  While 2020 was a good 

year for fixed income performance, much of the full year returns were realized in the first half, closer to when the 

Federal Reserve implemented significant policy action.  This response was necessary and able to quell the major 

disruption the broader fixed income category experienced during March when the COVID-19 pandemic created a 

significant flight to safety within the space.  The aggregate bond category ended the year with total returns in the 

+7.5% range benefiting from the continued low interest rate environment and unprecedented central bank monetary 

accommodation.   

Within domestic markets, long-dated treasuries took the medal for best performance returning ~17.5% (though much 

of this was realized in the first half of the year).  The corporate investment grade category returned ~9.9% and along 

with high yield’s +7.1% proved their mettle after a very challenging front part of the year.  Credit spreads within these 

two categories have narrowed dramatically and now sit at levels slightly below where they were pre-pandemic as the 

Fed’s backstopping has provided protection for now but is something that needs to be continuously monitored in 

gauging the broader health of the bond market.  Municipal bonds produced respectable mid-single digit percentage 

gains in 2020 albeit providing a wild ride along the way as the category needed to claw its way out of the pandemic-

induced downturn experienced earlier in the year.  The Federal Reserve provided a significant amount of liquidity 

through its municipal lending facility, which was able to calm markets, allowing for improved performance beginning 

in April and continuing through year-end.  A decent amount of new supply hit the market late in the year and was well 

received providing further evidence of a recovering environment.  On the international front, developed markets 

realized gains in the high-single digit percentage range while the emerging markets category produced mid-single digit 

percentage gains and benefited from a softening dollar in the back half of the year.     

Moving to 2021, we are keenly aware of an environment where risks are rising given the likelihood of modestly higher 

interest rates and a steepening yield curve, and we see much less opportunity across the fixed income complex.  A 

recovering economy coupled with accommodative global central banks and manageable inflation (for now) point to a 

mixed outlook for the broader asset class with returns likely below historic levels.  Collectively, our predisposition on 

the margin is toward modestly higher exposure in the high yield, senior loan and emerging market categories.  

Conversely, we are suspect of possessing anything more than minimal exposure to commercial real estate within the 

mortgage backed securities category given our view of an uneven recovery across this space.    
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KbC equity strategies performed well during a challenging 

year with five of our ten investment strategies outperforming 

against their respective benchmarks.  After a tumultuous 

March where absolute performance was severely impacted in 

a negative fashion,  in April, the portfolio strategies began to 

reclaim lost ground as the broader market recovered.  KbC’s 

“core” portfolios benefited from a mix of holdings that skew 

growth but also from perceived value positions that 

performed equally well on a relative basis.  Riding out the 

storm and adding incrementally to our equity exposure in late 

March proved paramount.  This not only allowed for recovery, 

but also drove alpha in numerous strategies, most notably our 

Strategic Asset Allocation series, where solid returns 

benefitted from its nearly fully invested exposure, and an 

opportunistic approach to capture trading alpha were taken 

during the extremely volatile period in mid-to-late March.  

Additionally, our Leaders and Mid Cap strategies which tilt 

slightly to modestly more growth than core, performed well, 

benefiting most from the broad work from home trend seen 

through most of the spring and again later in the year.   Our 

dividend portfolios held serve during a challenging year for 

these strategies as the value bend pressured performance 

given the wide disparity seen versus growth over the past 

year and more.  A broad cyclical recovery would be the 

perfect medicine for this strategy, allowing for the reclaiming 

of some of their relative underperformance.  The performance 

of our Market strategies proved most challenging during 2020 

and while the strategy returned 17.4% it did lag against its benchmark, the Vanguard Total Stock Market ETF (VTI).  

Finally, Alpha Tax/Qualified recovered a significant amount of its first half underperformance late in the year 

benefiting from the relative strength of value versus growth beginning in November and the equal weighted approach 

of the strategy positively impacting performance.   

KbC Equity and Allocation Strategy Model Portfolios 

Exchange Traded Fund  

Allocation  Indexes  
Performance through December 31,  2020 

Index ETF Ticker YTD 1 Year 3 Years 5 Years 10 Years 

iShares Core Aggressive Allocation AOA 12.81% 12.81% 8.42% 10.51% 9.11% 

iShares Core Growth Allocation AOR 11.41% 11.41% 7.65% 9.04% 7.78% 

iShares Core Moderate Allocation AOM 10.02% 10.02% 6.92% 7.60% 6.18% 

iShares Core Conservative Allocation AOK 9.33% 9.33% 6.47% 6.82% 5.42% 

Exhibit 3 

Exhibit 4 
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The information provided herein is the opinion of Knightbridge Capital and subject to change without notice.  It is not to be construed 

as investment, legal or tax advice.  This publication may contain forward looking statements which reflect our best judgment based on 

factors currently known but involves significant risks and uncertainties.  Actual results will differ from those anticipated in forward 

looking statements as the result of changes in underlying assumptions including, but not limited to systemic, macro and company-

specific risks. 

 

 

Knightbridge Capital is an investment management option available through Prentice Wealth Management, LLC, an SEC Registered 

Investment Adviser. Securities offered through Cadaret, Grant & Co. Inc. member FINRA/SIPC. Advisory services offered through 

Prentice Wealth Management, LLC. Prentice Wealth Management and Cadaret, Grant & Co. Inc. are separate entities. 

 

 

1. https://am.jpmorgan.com/us/en/asset-management/adv/insights/market-insights/market-updates/economic-update/ 

Exhibit 1, 2, 3: Data source Morningstar Office.     

Exhibit 4: Morningstar Market Barometer provides a visualization of the performance of Morningstar Indexes. ©2020  Morningstar .  

 

 

 


