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The end of 2020 concludes one of the most 
memorable years in the lives of anyone alive today. 
Since the events of last year are still fresh in our 
minds, we will focus only on those that are most 
consequential to the economy and financial markets. 
Covid-19 defined nearly every aspect of our lives 
and the lingering effects will remain with us well 
into 2021 and perhaps beyond. In 2020, we 
witnessed the fastest recession and bear market in 
history followed by the fastest economic and market 
recovery ever.  After plummeting 32.9% in the 
second quarter, U.S. GDP soared 33.1% in the third 
quarter.  

Covenant Asset Management is pleased to offer 
our latest investment perspectives. In this 
publication we review 2020 results and highlight 
key economic, financial and political themes which 
we expect will drive markets and investment 
performance in the coming months. 

Stocks had a similar rollercoaster ride from mid-
February to mid-March when market indices crashed 
between 35-40% in three weeks and then snapped 
back to regain all of their losses by the middle of 
August.  By the end of the year, all major stock 
market indexes had posted solid gains.  The DJIA 
gained 9.7%, the S&P 500 18.4%, the Russell 2000, 
a small cap index, was up 20% and Nasdaq jumped 
45%.  Growth- oriented investments far surpassed 
Value once again, continuing a trend that has lasted 
nearly 13 years.  Investors dove into stocks that were 
deemed beneficiaries of economic lockdowns.  These 
included much of technology, anything online such as 
shopping, streaming video, and the virtualization of 
communications, healthcare and finance.  Once 
vaccines began to be approved, sector performance 
broadened as investors began to look ahead to the 
re-opening of more segments of the economy, 
expected to start around mid-2021.  Value and small 
cap stocks attracted more sponsorship when it 
became apparent that Joe Biden had won the 
Presidency and Congress would either be divided or 
be comprised of the narrowest of Democratic control. 

Economic and Financial Markets Review & Outlook 

Key Themes 

1. The conclusion of 2020 ends perhaps the most 
unforgettable year in our lifetimes. 

2. With a new year, a new President and new Congress 
comes a shift in policy priorities, including regulatory and 
legislative changes.  

3. Monetary Policy is expected to remain highly 
accommodative throughout 2021.  

4. Covid-19 continues to frame the 2021 outlook for financial 
markets.



Economic and Financial Markets Review 

With Georgia’s Senate races decided, we now know 
that Democrats will be in control of both houses of 
Congress.  Investors are betting that, with narrow 
margins in the House and Senate, significant policy 
changes are not likely, but major Federal stimulus 
in the form of Covid-19 relief and infrastructure 
spending is more possible.   

The early focus of the Biden Administration 
promises to be vaccine distribution and additional 
Covid-19 aid.  However, Democrats are also 
committed to clean energy legislation and 
infrastructure spending.  In order to pay for the 
spending required to fund these initiatives, we 
should expect tax code changes.  These changes 
are likely to include higher income tax rates on the 
wealthy and on businesses.  In addition, higher 
capital gains and estate tax rates are anticipated. 
After 4 years of federal regulatory rollbacks, the 
incoming Administration is expected to utilize 
regulations to promote its policy agenda in areas 
such as energy, healthcare and financial services. 

Less friendly business policies would ordinarily be a 
cause of concern for investors.  However, in the 
near-term, these concerns are less important than 
the massive government aid being sent to 
individuals and capital markets.  The Federal 
Reserve Bank promises to maintain its zero interest 
rate policy into 2023 and to continue its asset 
purchase program throughout 2021, at a minimum.  
Through its emergency actions since March, the 
Fed has increased the money supply by more than 
25%.  Investors have long worried that printing 
money through quantitative easing during the 
2008-2009 financial crisis and during the Covid-19 
pandemic would lead to inflation.  Inflation as 
measured by the consumer price index during the 
entire period from 2008 until the present has 
remained low.  However, asset value inflation is 
increasingly obvious in the behavior of stock prices 
and real estate.  The price paid for the Fed’s 
actions is a weaker dollar.  The long-term 
consequences are less clear and will depend on the 
ability of the Federal Government to exhibit 
spending restraint once the pandemic ends. 



Economic and Financial Markets Challenges

As we enter 2021, the stock market continues on a 
favorable trend line.  The market is notoriously 
forward-looking and typically looks ahead 6-9 
months in forecasting important variables such as 
corporate earnings growth and interest rates.   
Vaccines are expected to curb the spread of 
Covid-19, corporate earnings should continue 
rebounding, and the Fed has assured investors that 
it won’t raise interest rates anytime soon.  Large 
cap growth investing has trounced other size and 
styles of investing for a very long time.  The reason 
for this is not hard to understand as our economy 
has rapidly transformed into an information and 
digital-communications-based one.  Companies that 
provide the infrastructure, hardware, software and 
services for the digital economy have prospered 
while those that rely on traditional sectors of the 
economy have suffered.  During the early stages of 
an economic recovery, it is common for those 
companies that benefit from the surge in activity to 
attract investors.  After such a wide disparity in 
performance in 2020, including the previous dozen 
years, it would not be surprising to experience 
some reversal during 2021.  Value stocks, small cap 
stocks and foreign stocks may outperform large cap 
growth stocks in the early months of this year.  If 
market interest rates rise, growth stocks would 
suffer more as future earnings expectations are not 
as valuable when discounted at higher rates.  

Covenant employs two styles of U.S. equity 
management, an equity growth and a dividend 
appreciation style.  As with markets over-all, 
Covenant’s Equity Growth Model far exceeded the 
performance of major stock market indices in 2020, 
including our own Dividend Appreciation model.  
However, if markets rotate to traditional parts of  

the economy, it may benefit styles such as dividend 
appreciation more than growth.  We encourage 
clients and investors seeking current income to find 
it in non-traditional asset classes as opposed to 
high-grade bonds.  These would include REITs, 
MLPs and high yield stocks and bonds.  Proper 
asset allocation that aligns with your investment 
objectives and adherence to disciplined investment 
strategies are the keys to successful investing.  Two 
thousand twenty once again highlighted the pitfalls 
of attempts at market timing. Had they known in 
advance all of the events that would transpire 
during the year, how many investors would have 
predicted the type of investment results that were 
experienced by those who merely stayed the course 
and did not allow their emotions to get in the way?  
We will have more to say on the concept of market 
timing in an upcoming blog. 

Perhaps now more than anytime in our 21-year 
history, we are thankful to all of our clients and 
friends who have been so supportive and 
encouraging during the past twelve months.  We 
wish each of you a happy, healthy and prosperous 
2021 and look forward to speaking with you soon.  
We are always available for audio and video calls, 
but we especially look forward to meeting again 
face-to-face sometime soon!



 

Economic & Financial Markets Charts

Rather than write extensively about equity valuations, economic statistics and investing principles, we offer the following charts 
organized by topic and courtesy of J.P. Morgan Asset Management: 
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*Any performance-related data listed in this report may represent un-audited results compiled by Covenant Asset Management or 

others.  It could be intended to reflect results that are indicative of Covenant’s individual client’s equity performance who religiously invest according to our model portfolios.  This performance data 

represents past performance and individual client results may vary materially.  Past performance does not guarantee future results and current performance may be higher or lower than the 

performance data quoted. 
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