
MARKET 
OUTLOOK 
2021

t: (844) 326-3332
e: investments@fefa.org
a: 530 Vance Road Saint Louis, Missouri 63088



Even in the face of the bad news, markets focused on potential 
bright spots throughout 2020.

In early January, Covid-19 was still far 
from Americans’ minds, which were fixed 
instead on Congress’s impeachment 
proceedings against President Donald 
Trump. Markets, which traded assum-
ing  President Trump would be aquitted, 
climbed to new highs as we reached a 
Phase 1 trade agreement with China and 
passed the U.S.-Mexico- Canada Agree-
ment (USMCA).

By late January, concerns of a virus dis-
rupting commerce in China began to 
emerge. Companies that rely on Chinese 
vendors and manufacturers, such as Ap-
ple, warned of potential disruptions to 
their supply chain, but markets shrugged 
off the news and continued their upward 
climb.

Virus news could no longer be ignored by 
the middle of the first quarter. The virus, 
initially thought to be contained to Chi-
na, had begun spreading to Europe and 
had made its way to the United States. 
Markets started on a downward spiral in 
mid-February, propelled by the specter of 
a global pandemic and a standoff over 
the price of oil between Saudi Arabia and 
Russia.

The market news worsened as business-
es and retailers shut down offices and 
stores across the U.S. in mid-March. In 
total, markets plunged close to 30%, the 
worst drop since the fourth quarter of 
1987. It was also the worst quarter for 
stocks since 2008.1

As the dust settled in April, we were able 
to take stock of the initial damage the 
shutdown had created. Oil, which had 
started its slide during the Russia-Saudi 
Arabia price war, went negative, unable 
to overcome too much supply and too 
little demand. Unemployment numbers 
skyrocketed, coming in at 14.7% by the 
end of April, compared to February’s rate 
of 3.5%.2

By late spring, lights were beginning to 
flicker back on across the country. States 
began reopening, albeit somewhat hesi-
tantly. And as they did, markets rocketed 
back up, eventually recording the biggest 
50-day move in stock market history.3 Un-
employment numbers for May surprised 
everyone, showing a gain of 2.5 million 
jobs instead of a loss of 8 million as pro-
jected.4 

2020 RECAP2020 RECAP
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By summer, investors seemed to be even 
more optimistic. The Nasdaq erased all 
of its 2020 losses by early June and sur-
passed the 10,000-point level for the first 
time, while the S&P 500 briefly turned 
positive for the year.5

Despite the initial progress in early sum-
mer, the second-quarter GDP reading 
was one of the worst in history, dropping 
31.7%.6 The abysmal number served as 
further confirmation that the U.S. was in 
a recession, but it turned out to be a very 
short-lived one. As the summer rolled 
on, businesses reopened and Americans 
went back to work, with 10.8 million jobs 
added to payrolls from May through Au-
gust.7 U.S. GDP increased by 33.1% in the 
third quarter, a stark contrast to the sec-
ond-quarter reading.8 

By August, the three major stock indices 
were positive for the year, with technolo-
gy stocks fueling the market runup. The 
upward momentum mostly continued 
through the last three months of 2020, al-
though volatility increased as we neared 
the contested Nov. 3 election. The Nas-
daq and Dow reported their best Novem-
ber since 2001 and 1928, respectively, 
while the S&P 500 and Russell 2000 both 
enjoyed their best November ever.9

Even in the face of the bad news, mar-
kets focused on potential bright spots. 
And for the first time in many months, in-
dividuals — both in the U.S. and abroad 
— seemed to be embracing the market’s 
optimism. Vaccine distribution began 
worldwide, with health care workers 
across the U.S. receiving the first round 
of immunizations. The pandemic didn’t 
hamper consumers from completing 
their holiday shopping, although many 
Americans shifted to online buying.

2020 RECAP 2020 RECAP (cont.)(cont.)

By the end of the year, Covid-19 news 
remained grim, with infection rates and 
deaths spiking to new highs across the 
country. States and cities reestablished 
new restrictions, stalling economic re-
covery. Congress persisted in a battle 
regarding additional stimulus, even as in-
dividuals, families and businesses strug-
gled to recover their financial footing. Un-
employment remained stubbornly high, 
jumping back up to 853,000 new claims 
during the first week of December as new 
shutdowns took effect.10   
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2020 Coming to an End2020 Coming to an End
2020 was indeed a year unlike any other. 

There was an immense amount of variation in 2020 equity returns across sectors, in-
dustries, size, style, etc. Sectors that appreciated well above the overall market included: 
Technology (up 44%), Consumer Discretionary (up 33%), and Communications Services 
(up 24%). Sectors that appreciably underperformed were:  Energy (down 34%), Finan-
cials (down 2%), and Real Estate (down 2%).16 As with sector dispersion, there was a 
huge performance variance across investment styles, with the Russell 1000 Growth in-
dex climbing 38% versus the Russell 1000 Value index rising only 3%.17 From the per-
spective of size or market capitalization, larger stocks had a notable lead on smaller 
stocks through the first three quarters of 2020, but a very sharp rebound for the latter 
in the final quarter enabled the returns to be approximately equal by year-end at around 
20%.  Lastly, from an investment strategy standpoint, what worked in 2020 were:  strong 
balance sheet companies (up 39%), high reinvestment growth rate (up 35%), and high 
revenue growth rate (up 28%).  Strategies that materially lagged for the year included:  
high dividend growth rate (down 1%), high free cash flow yield (up 5%), and high capital 
expenditures and R&D spending (up 5%).18

Fixed income markets generally had a tailwind at their backs for the entire year, thanks 
to the actions of the Federal Reserve.  The federal funds rate is the interest rates banks 
charge each other and is controlled by the Fed. As part of its emergency action following 
the start of Covid-19, the Fed lowered the federal funds rate down to a range of 0%-0.25% 
in March 2020, a historic low.  For the year, both 10-year U.S. Treasury bonds and inter-
mediate corporate bonds rose 10%.  More speculative, higher yielding bonds appreciat-
ed a more moderate 6%.19

From an economic standpoint, when the books finally closed for the full year, America's 
GDP had declined approximately 3.5% on an annual basis.20 
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FEFA Asset Management’s 2020 ActionsFEFA Asset Management’s 2020 Actions

What actions have we at FEFA Asset Management taken over the course of the year for 
our client portfolios in the midst of all of this economic and market volatility?  In a nut-
shell, we didn’t waver from our strategies that focus on long-term growth while regularly 
monitoring and adjusting our model holdings based on what we see unfolding in the 
market and economy. 

Every portfolio that we manage, whether it be a FAM Signature Portfolio or a FAM Pre-
mier Portfolio has a risk number associated with it that provides an indication of the 
drawdown sensitivity of the portfolio, in an overall market decline, based on historical 
asset class performances.  As we actively manage each of the FAM portfolios, we con-
stantly review these sensitivities to ensure they remain within acceptable ranges of their 
targeted levels.

For 2021, we will continue to keep a watchful eye on the economy, the markets, and our 
portfolios which our clients have entrusted us to invest their assets in. 
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Our FAM Signature RN models are balanced asset allocation portfolios using low-cost, 
passive Exchange Traded Funds (ETFs).  We allocate and adjust these models based on 
our views of the relative attractiveness of each asset class, while we control the overall 
risk exposure via our third-party Riskalyze software.  Our FAM Premier Compass, Com-
pass Plus, and ESG models are individual equity portfolios.  We hold stocks in these 
models that, after doing our independent fundamental research, we believe offer excel-
lent long-term return potential given their idiosyncratic risk levels.  During a large part of 
the COVID-19 pandemic, we moved in and out of positions as they became more favor-
able due to market conditions. We held sizable positions in stay-at-home or online bene-
ficiaries of the pandemic, such as Amazon, Twilio, Zoom, DocuSign, Zillow, and Square. 
All of these shares performed exceedingly well over the course of 2020. There were also 
numerous holdings that we took short-term positions in when the opportunity presented 
itself for a momentum/growth run or  to take advantage of a severely depressed asset 
that had a strong recovery probability. 

Starting in the latter part of 2020 we elected to allocate more funds toward value assets 
in all of these models, taking on either ETFs or individual stock positions in neglected 
areas, such as energy, financials, and real estate.  Importantly, we did not let the cur-
rent turmoil in the economy or markets cause us to stray from our focus of providing 
favorable long-term returns at targeted risk levels for all of our FEFA Asset Management 
clients.



Key Areas to Watch in 2021Key Areas to Watch in 2021

From politics to a pandemic, 
challenges abound both in the 
U.S. and globally over the next 
few months. Here’s a look at 
five topics currently holding 
our attention.

Economic recovery in 2021 will hinge on the 
smooth distribution of vaccines to the pop-
ulation at large.

As new vaccines receive FDA approval and 
come to market, immunization options will 
become more readily available. However, 
it will take several months for vaccines to 
reach every person who wants one. Masks, 
social distancing and other risk-mitigat-
ing factors will still be in place for several 
months.

Until mass vaccinations are possible, restrictions will 
most likely continue, especially in major metropolitan 
areas. Continued restrictions will prevent businesses 
from reopening fully, leaving us with higher-than-usual 
unemployment numbers and a suppressed economic 
recovery.

It will be interesting to see what a “return to work” 
looks like following the pandemic. By the time offic-
es reopen, some individuals will have been working 
remotely for a year or more — and they may stay that 
way. A December 2020 report estimated that nearly 
25% of Americans will be working remotely in 2021.11 
Some companies, like Twitter, have already announced 
permanent work-from-home policies.12

Back to “Business as Usual”

Vaccine Distribution
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Key Areas to Watch in 2021 Key Areas to Watch in 2021 (cont.)(cont.)

Unemployment Rates
Unemployment peaked at 14.7% in April and has decreased steadi-
ly since. However, in October and November, it hovered at nearly 
double the 3.5% reported in early 2020. After declining for several 
months, new unemployment claims ticked back up in December 
as Covid-19 cases increased and cities and states established new 
restrictions.

Unemployment rates should continue to drop as our economy 
reopens. In early December, U.S. Labor Secretary Eugene Scalia 
predicted a drop below 5% in the next year.13 But many workers will 
not have the same job to come back to; a Yelp study showed that 
nearly 100,000 businesses permanently closed their doors by last 
September.14 The hardest-hit industries included restaurants, travel 
and brick-and-mortar retail.

2020 Unemployment Rates
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Key Areas to Watch in 2021Key Areas to Watch in 2021

President Joe Biden has announced his Cabinet, but what policy initiatives will he ad-
dress in the initial months of his presidency? 

Policies from a new administration

Energy, in particular, was a hot topic during the campaign and could be a target for early 
action. Oil prices have hovered between $40-$50 per barrel during the few months that 
travel resumed and people ventured farther from home. Still, overall usage is down due 
to hampered economic activity. If President Biden issues more executive orders target-
ing the energy sector, like that of the Keystone pipeline, oil prices could move. Although 
rejoining the Paris Accord can be done unilaterally, it remains to be seen how many 
of Biden’s clean energy initiatives can be accomplished without greater congressional 
support. 

Tech & Health Care Sectors
Technology stocks dominated markets in 2020. In 2021, they could see an uphill climb 
as they face various lawsuits brought against them. Google has been accused of 
breaking antitrust laws with its online advertising practices. Facebook is also on the 
hot seat, facing charges of antitrust violations related to its ownership of WhatsApp 
and Instagram.15 It’s still unknown what ramifications would result from successful 
lawsuits, both for investors and end-users who increasingly rely on technology for 
work, entertainment and daily life.

Looking forward as we start 2021

One major takeaway from last year is that the world can turn on a dime and therefore 
economies and markets can often be very unpredictable. In the blink of an eye, we 
witnessed massive supply chain disruption, our way of life turned upside down, wide-
spread software integrations, and business operations transform overnight. A year ago, 
everyone was pulled from their comfort zone and forced to think outside of the box. Be-
cause of this, whatever challenges that come in 2021, the world will hopefully be better 
equipped to handle them.
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