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A Review of Investment Markets in 2020 

To say that 2020 was a challenging year would be something of an understatement.  A global pandemic, the 

shutdown of the global economy, the deepest recession since the 1930s, a global equity market collapse 

and latterly record highs for the U.S. tech heavy equity market. It is fair to say that 2020 has been a year 

where “that hasn’t happened before” became a well-used phrase.   Before we talk about investments, it is 

only right to remember the lives lost in 2020 due to COVID-19, along with our clients and staff who have 

been impacted by the global pandemic. 

1st Quarter 2020

As we wrote our investment update for the 4th quarter 2019, we had never heard of COVID-19.  Well, we 

certainly have now.  At a point, about the 18th March 2020, we did have real concerns as to what our 

investment portfolios would look like by the end of the year and whether the market would be able to 

rebound quickly.

Starting the year, the portfolios had ended 2019 at all-time highs as investors became more confident 

that global economic growth was set to accelerate. We had progressively increased equity risk during 

the final quarter of 2019. This included increasing exposure to UK mid-caps ahead of the general election 

in the United Kingdom, which subsequently outperformed on the back of the stronger than expected 

Conservative victory.

January 2020 started well, before we heard the first market tremors concerning the news that a novel 

coronavirus was circulating in the Chinese population. Then, as it became clear that there was a risk that the 

virus might spread globally, markets started to gyrate excessively on every report of the spread throughout 

Europe and the wider globe of what became widely known as COVID-19.  As it became clear we were being 

faced with a new and destructive global pandemic, markets started to collapse in March.
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So fast did the news deteriorate, we saw the quickest 20% drop in the US market ever recorded.  Known as 

a “Bear” market that represents a 20% fall from a previous peak, this figure was reached on the 12th March 

2020 after just 16 days from the previous peak, quite extraordinary when you think it took the same markets 

188 days to fall 20% during the great financial crisis.  Our diversified portfolios weathered the market fall 

better than this, but it was still a difficult time.

Whilst uncertainty was exceptionally high concerning the quantum of the coronavirus’s impact on economies, 

by the end of the quarter, the negative sentiment expressed in asset prices appeared excessive to us given (i) 

swift policymaker responses, and (ii) management actions to cut dividends and shore up corporate balance 

sheets.   Although the market falls were swift, the response from Governments and central banks around the 

world was just as hasty.  Central banks reinforced their mantra to “do whatever it takes” and we felt that this 

should put a baseline under market falls.

The quickest "Bear" market in history - the fall of the S&P 500 
Date of bear market No. of Trading Days to fall 20% 

12th March 2020 16 
28th October 1929 30 
19th October 1987 38 

28th May 1962 115 
29th August 1966 139 

9th July 2008 188 
27th November 1973 221 

12th March 2001 242 
29th January 1970 288 
21st October 1957 305 

22nd February 1982 310 

Source LPL Research, Fact set, 12th March 2020 
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As markets started to come to life in the latter part of the quarter, our portfolio positioning from the end of 

2019 started to outperform, favouring those assets we believed were by then exhibiting asymmetric and 

positive risk-return profiles – most notably “stay at home” technology stocks.

As professional investors we work hard to add value to our client accounts by staying calm at times of market 

stress, and I think it is worth casting our minds back to our 1st quarter 2020 client update, where we wrote:

It is difficult, but at times like this it is important to try and place painful short-term events into a more 

meaningful context. Bear markets may well be a mercifully rare but nevertheless reoccurring feature but, 

thankfully, bull markets have historically proven to be more protracted and persistent. Think long term and 

persevere and you should be rewarded. These times have usually proven later to be times to think about 

buying, rather than selling up at depressed prices.  We continue to monitor our portfolios extremely closely, 

looking at the levels of leverage (debt) in all the positions that we hold, and our focus is on quality growth 

companies that can best ride out this storm.  Markets and the oil price are at a very attractive valuation point 

for the longer-term investor, governments and central banks are bringing in unprecedented changes to 

support the economy.  We will, on your behalf, take advantage of opportunities in the market as and when 

they arise.  

The recovery potential of markets is illustrated perfectly in the global financial crisis.  On 15th September 

2008 Lehman Brothers filed for bankruptcy and the final leg of the down market began.  If you had remained 

invested in the FTSE 100 through this period, just over a year later, you would have been 9.61% above the level 

on that fateful day.  If you had sold your portfolio when the market was looking at its worst in March 2009, 

you would have lost over 30%.  Whilst past performance cannot be used as a guide to future returns, we have 

been here before and as with previous bear markets, the portfolios will come back from this difficult time.  
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It was reassuring to see this recovery gradually play out over the rest of 2020.

2nd Quarter 2020

Just before the second quarter began, the narrative of the COVID crisis changed.  Central banks, led by the 

US Federal Reserve (FED), started to pump liquidity into markets, with a speed and scale never seen before.  

The market expected the second and third quarter GDP figures to be awful, however the equity market 

tends to look 6 months ahead and there was a building expectation that the central bank led recovery 

would significantly boost third and fourth quarter GDP revisions, albeit from an extremely low base.

Governments continued throughout the quarter to issue debt to help global stimulus, but the key point 

here is that this debt was issued at very low levels of interest rates.  This allowed Governments to keep 

their debt payments as low as possible.  Central banks were clear in their intention to keep interest rates 

depressed to not only help stimulate the economy, but also to keep the Government repayment burden 

under control, bringing forth inflation to help to reduce their overall debt.  This remains our base case for a 

year or two ahead, as the 2020 job losses and negative GDP remain, for now, deflationary.  We also saw an 

investment first with the FED talking about and then starting to buy corporate debt, as well as Government 

debt.  Markets started to hope for a vaccine for COVID-19 before the year was out, as without one, the future 

remained very uncertain.

Retail and services sectors were hard hit by COVID-19 and as the UK Government started to wind down the 

staff Furlough scheme towards the end of the quarter, and other incentives were withdrawn, we ended the 

quarter seeking continued optimism for the rally in not just the markets, but the economy as well.  Whilst 

the global lockdowns started to reduce the number of hospitalisations and deaths, there remained a deep-

seated concern that COVID-19 may return in the winter when the weather turns for the worst and it would 

be harder to keep a safe distance.  As it happened, this turned out to be exactly the scenario that unfolded. 



3rd Quarter 2020

By the start of the quarter, COVID infection rates had subsided in Europe, Asia and the UK, so focus turned 

to the US.  Not only were infection rates starting to rise, the market also started to consider the implications 

of the upcoming U.S. election, which was shaping up as a tight contest, with the potential for surprises and 

increased market volatility.  

Tech heavy US stock markets outperformed non-US stock markets and growth outperformed value stocks.  

Private investors in the US, known as “Robin Hood” investors due to them trading via a platform of the same 

name, chased the big tech names higher and higher in a gambling mentality as many of the US sporting 

events over the summer were cancelled due to COVID-19.  As a result, ex gamblers became traders and 

developed a new past-time in stock market investing.  Only at the end of the summer were the valuations 

starting to come under scrutiny.

The upward trend in US equities, growth stocks, and to some extent the US Dollar, are related and started 

around the time of the 2008 financial crisis. The US market is overweight the technology and healthcare 

stocks that dominate the growth factor while the rest of the developed world is overweight the financial and 

cyclical stocks that populate the value factor. The US dollar benefits from US stock market inflows and the 

positive interest differential when the U.S. economy is performing well.

5



The surprise in 2020 was that the US and growth stock outperformance during the rebound from the 

coronavirus bear market was led by the same factors that had done so well in 2019.  However, if you thought 

about it, this made sense.  During a global lockdown, technology and innovation led consumer demand and 

therefore the market recovery as every professional business started to log into Zoom for client meetings 

and huge numbers of consumers focussed on Amazon and Netflix from the safety of their homes and major 

healthcare companies focussed on developing a COVID-19 vaccine.

Technology stocks receive two benefits from the lockdowns. The first was from the decline in Government 

bond yields. Investors typically regard technology stocks as long duration as they are expected to grow their 

earnings over the longer term. The decline in bond yields made the present value of those future earnings 

more valuable. The second benefit was from the boost to current earnings from the lockdown as consumers 

went online for purchases, made more use of video call technologies and watched streaming services. 

As we moved through the third quarter of 2020, we started to see an outperformance of Asia and Emerging 

Markets – first in, yet first out of the global pandemic.  It is worth remembering the significant outperformance 

of Emerging Markets versus US Equity throughout the 2000’s and there is a distinct possibility that a market 

shift could emerge in 2021. 

2000’s:

In the UK, not only did we have a value equity bias to deal with (lots of financial and energy stocks in the 

FTSE 100 that were not favoured during COVID-19), but also Brexit uncertainty began to dominate the UK 

outlook. The year-end deadline for a European Union/UK trade deal saw negotiations at a stalemate. The UK 

had the weaker position, which is why it adopted an aggressive negotiating strategy. A hard Brexit on World 

Trade Organisation terms was likely to have around three times the impact on the UK economy compared 

to Europe. The assumption was that a deal will be reached on at least a bare bones free trade agreement, but 

the risk of a hard exit was, at the time, uncomfortably high. The Bank of England started to examine how a 

negative base rate could be implemented. Negative rates are unlikely, but the Bank of England was flagging 

negative rates as a contingency for a hard-Brexit scenario.  Brexit uncertainty was reflected in the FTSE 100 

Index, which ended the quarter as the worst performer of the major developed stock indices year to date.
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In the third quarter, Jerome Powell announced the U.S. Fed’s move to target average inflation of 2% - this 

is a significant shift in policy. We believe it should lengthen the economic expansion and delay the day 

of reckoning for equity markets from the effect of higher interest rates.  The FED’s preferred measure of 

inflation has averaged 1.7% over the past five years and 1.6% over the past decade. This gives the FED 

plenty of room to leave the FED funds rate unchanged after inflation starts to pick up. Other central banks 

are undertaking similar reviews of their respective policy operations and we expect they are likely to reach 

similar conclusions. 

Bookmakers suggested Joe Biden was the odds-on favourite for the November Presidential election.   A 

victory for Democratic presidential candidate Joe Biden was expected to benefit non-U.S. shares (more 

harmonious foreign and trade relations).  Added to this, the negotiations in Congress over further U.S. fiscal 

support had become deadlocked. 

The last six months had seen an amazing divergence in returns from financial markets.  They had also seen 

consumers forgo travel and eating out, instead favouring home improvements and online retail.  Efforts to 

control the virus and then beat it were expected to go on for some time to come and this weighed on the 

investment outlook.  

By the end of the quarter, it became clear that the worse was not yet over.  The 23rd September marked 

the six-month anniversary of the equity market bottom and the beginning of our changed lives. Lockdown 

began in earnest in the third week of March and sadly Governments in Europe were, by the end of the third 

quarter, tentatively re-introducing more restrictions on social activity and mobility.
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4th Quarter 2020

US Elections, COVID-19, Brexit!

All eyes turned to the US in the 4th quarter to see if President Trump could see off Joe Biden’s challenge.  Although 

the method of counting postal votes after polling stations closed gave us some excitement, ultimately Trump was 

beaten.  We expect him to stand aside and for Joe Biden to be sworn in on the 20th January as President Trump's 

legal effort to overturn the US election result failed.  Joe Biden's campaign and nominations for key posts give us a 

clear idea of the direction he expects to take. One appointment worth highlighting is Biden's nomination for Treasury 

Secretary, former chair of the Federal Reserve (FED) Janet Yellen. Yellen will no doubt want to give the FED as many 

tools as possible, enabling it to provide continued support to the US economy as it recovers from the pandemic. 

Some of Biden's early initiatives will likely include re-joining the World Health Organisation and the Paris Accord on 

climate change, as well as increased spending on environmental projects. Should the Democrats fail to gain control 

of the Senate, Biden's spending plans and proposed tax rises may be diluted. However, a more measured approach 

to diplomacy should still be welcomed by markets that dislike uncertainty.

COVID-19 once again gained momentum towards the end of the year, although the more vulnerable members of 

society and health workers had already started receiving vaccinations. However, manufacturing and distribution of 

the vaccines at scale will take some time, and it may not be before mid-2021 when other vaccines become widely 

available, to help ease supply. This is more likely the case now that second doses of the Pfizer vaccine have been put 

back to a 12 week wait to ensure that more people can be given the first dose, which apparently has an efficacy rate 

of 70% and should reduce symptoms if you were unlucky enough to catch COVID after the first vaccination.  There 

is some much-needed light at the end of the tunnel, and in the meantime, we continue to watch the virus wax and 

wane and measures to counter the pandemic may be in place in one form or another for most of the year. As a result, 

it is still too early to be tightening financial conditions, and a continuation of the coordinated support, from both 

fiscal and monetary authorities, is still needed to prevent long-lasting economic damage.



The main fillip to UK markets in the 4th quarter was the final agreement, albeit at the very last minute, of a trade 

deal with Europe.  The outcome was admirable under the circumstances, as negotiations were conducted during a 

pandemic, to a tight timetable and with, at times, what seemed to be irreconcilable differences. The deal is broadly 

in line with precedent but, crucially, by providing for zero tariffs and zero quotas, goes further than other free trade 

agreements. The fact that the two sides reached an agreement provides a basis for more positive future cooperation 

than a possibly acrimonious no-deal outcome. 

There is little doubt that a deal should be good news for the UK economy. It brings long-waited clarity for business 

and is a better outcome for the economy than the alternative of operating under the rules of the World Trade 

Organisation. Trade tariffs and quotas would have added immediate and unanticipated additional costs to trade. 

Without a deal, Sterling would almost certainly have fallen and inflation risen. In the event Sterling rallied into 

the end of the year and the chairman of Tesco, John Allan, said that the effect of the deal would, “hardly be felt in 

terms of the prices that consumers are paying". The consensus view was that the failure to reach agreement would 

have significantly dented the expected rebound in growth this year. A ‘no deal’ forecast for 2021 UK GDP was 1.3% 

lower than the current 4.4% forecast from Deloittes predicated on a deal. A deal substantially reduces Brexit-related 

uncertainties which have weighed on business investment and risk appetite since 2016. The deal may also offer 

some support to consumer sentiment too. This was certainly the case when a deal started to look more likely as we 

moved through the fourth quarter and the UK market drove portfolio returns higher in October, whilst investors in 

US equities worried about the election.  It was a very strong rally, albeit from a low base, and it was good to see a 

“santa” rally in one of the hardest hit areas of the markets in 2020.

Whilst the Brexit deal helps the immediate economic outlook, it marks a step change towards a more distant, 

complex economic relationship with the EU. As Professor Anand Menon of King’s College put it, “On the spectrum of 

hard to soft Brexit, this agreement is located very much at the former end”. Leaving the Single Market and Customs 

Union and ending free movement introduces new frictions and costs in economic relations with the EU.



This has been inevitable since the Conservative victory in the 2019 General Election and is not news, but it is 

highly material for long-term growth. Extra paperwork and bureaucracy will mean more costs. HMRC, for instance, 

estimates that 215m new customs declarations will be required every year at an annual cost of £7bn. Lower 

migration from the EU directly would reduce headline GDP growth, though its impact on per capita GDP growth, a 

more important indicator of prosperity, is less clear cut. (High earning migrants contribute more to GDP per capita 

than those on lower pay.)

Most economic models assume that a more distant economic relationship with the EU will mean lower levels of 

inward investment and competition and reduced specialisation, and, therefore, lower long-term growth. Thirteen 

separate economic assessments of the impact on UK growth of operating under a free trade agreement showed 

an average reduction in the long-term level of GDP of 4.0%. The fact that some, much shorter-term Brexit risks, have 

failed to materialise, such as the Treasury forecast that a vote to leave the EU would trigger a recession or estimates 

of large job losses in finance, underscores the speculative nature of even longer-term forecasts. 

The UK-EU deal is not the end of the Brexit story.  Under the deal the UK will need to establish a new regime for 

monitoring subsidies and environmental enforcement. Both sides have the right to challenge the other on state 

aids and other ‘level playing field’ issues. Fishing will be back in the headlines in 2026 when the first annual UK-

EU talks on quotas take place. Meanwhile May’s elections to the Scottish Parliament will be a test of the SNP’s 

dual commitment to an independence referendum and re-joining the EU. The pandemic and Brexit seem to have 

sharpened the Government’s appetite for reform. The challenges are formidable – recovering activity lost in the 

pandemic, rebooting productivity, spreading prosperity across the UK and delivering a vast energy transition.

It is a well recited statement that markets like to climb a wall of worry, and there is certainly much to occupy us over 

2021.  Infection rates are picking up and the advent of colder weather and a release from the November lockdown 

has triggered a more meaningful second wave. Markets seem to be taking much of this news in their stride and 

barring a spate of disappointing news on the actual distribution and efficacy of the various vaccines, we enter 2021 

with high hopes of a better year for markets and maybe, just maybe, the UK market can be at the forefront.
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