
Markets continued to move higher 
through the end of 2020, propelled by 
the distribution of multiple effective 
COVID-19 vaccines and massive amounts 
of economic stimulus by governments 
around the world. After the most rapid 
bear market correction in history in the 
spring, most equity markets recovered 
unusually quickly, with many indices 
reaching new all-time highs by the end of 
2020. Economic indicators have improved, 
but are still below pre-pandemic levels. 
Investors seem to be putting their money 
on the success of the recovery, focused on 
the post-pandemic economy. 
 
Broad equity results were mostly positive 
for the year, but with a significant disparity 
in results between sectors. Technology 
ended far ahead of the rest of the pack 
with the NASDAQ gaining +43.6% for the 
year. Growth stocks outperformed for the 
year, however there was a slight shift in 
the fourth quarter, with the Russell 1000 

Value index rising +16.3% compared to 
the Russell 1000 Growth index up +11.4% 
for the period. A rebound in energy in the 
fourth quarter was partially responsible, 
although the energy sector remained one 
of the worst performers for the year along 
with financials, real estate, and travel.
 
Foreign developed market returns were in 
line with broader US equities. Emerging 
markets gained steam toward year end, 
outpacing the S&P 500 in the fourth 
quarter to catch up and close the year 
neck in neck with the MSCI Emerging 
Markets index up +18.3% for 2020.

As the rebound in equities took hold, 
bond returns stagnated. Most of the return 
in bonds was achieved in the first half of 
the year, driven by falling interest rates 
and high uncertainty. The yield on the 
benchmark 10-year US treasury bond 
began the year at 1.9%, and dipped to 
0.5% before bouncing back to close the 

year at 0.9%. Interest rates are expected 
to remain low for some time, and bond 
returns may be somewhat handicapped 
as a result. Low yields on bonds are 
causing investors to consider other 
options, and have likely played a role in 
pushing equities higher.  
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A TOP-HEAVY INDEX

The S&P 500 had a great year in 2020, 
led by the strong performance from 
many of its biggest components. While 
the standard, market-cap weighted S&P 
500 index returned 18.4% in 2020, the 
“equal-weighted” S&P 500 was only up 
10.5% for the year. This performance 
disparity was primarily driven by the 
market cap weighting of the standard 
index, which concentrates an enormous 
share of the index in the top companies 
and places technology as the largest 
sector component. Technology performed 
incredibly well in 2020 fueled in part by 
pandemic demand.

The high-flying stock of Tesla (TSLA) was 
the newest addition to the index, replacing 
Apartment Investment and Management 
Company (AIV) in late December. Tesla 
stock increased by an unbelievable 740% 
in 2020, leaving it with a price-to-earnings 
(P/E) ratio at 1,350. Companies like Tesla 
and other more “expensive” tech names 
have a big impact on the valuation of the 
broad index.

The top 10 companies in the S&P 500 
index account for 28.6% of its market 
capitalization and 23.7% of its earnings. 
(JP Morgan, Guide to Markets, Dec 

2020) These stocks also currently carry 
generally higher P/E ratios, and are 
making the index look meaningfully more 
expensive. The market has been more 
expensive at times historically, and prior 
to the bursting of the tech bubble, the 
S&P 500 P/E was 27.2 (March 24, 2000). 
It is worth noting that current P/E figures 
should be taken with a grain of salt to 
a degree because forward earnings 
estimates vary widely by source. Even if 
some stocks appear expensive, there are 
many that are not, creating a challenge 
and opportunity for investors.
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Top 10 . . . . . . . . . . . . . . . . . .     33.3x 
Remaining 490  . . . . . . . . . .     19.7x
All 500 . . . . . . . . . . . . . . . . . .     22.3x

(Source: JP Morgan, Guide to Markets, Dec 31, 2020)

At the end of 2020 the top 6 companies based on market 
cap are technology focused. Looking back just ten years 
ago, the largest companies included a more diverse group.

Top Ten S&P 500 CompaniesPrice-to-Earnings of S&P 500 Components Dec 31, 2020

2020
Apple
Microsoft 
Amazon
Facebook
Tesla
Google
Berkshire Hathaway
Johnson & Johnson
JP Morgan
Visa

2010
Exxon Mobil
Apple
Microsoft
Berkshire Hathaway
General Electric
Walmart Stores
Google
Chevron
IBM
Proctor & Gamble
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DISCLOSURES
This material is being provided for information purposes only and is not a complete description, nor is it a recommendation. Any opinions are those of Ascential Wealth Advisors and not necessarily those of Raymond James. The information has 
been obtained from sources considered to be reliable, but Raymond James does not guarantee that the foregoing material is accurate or complete. Investing involves risk and investors may incur a profit or a loss regardless of strategy selected. 
Prior to making an investment decision, please consult with your financial advisor about your individual situation. Past performance is not a guarantee of future results. Investments mentioned may not be suitable for all investors. Diversification 
does not ensure a profit or guarantee against a loss. Individuals cannot invest directly in any index, and index performance does not include transaction costs or other fees, which will affect actual investment performance. There is no guarantee 
that these statements, opinions or forecasts provided herein will prove to be correct. The S&P 500 is an unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. stock market. The Dow Jones Industrial 
Average (DJIA), commonly known as “The Dow” is an index representing 30 stock of companies maintained and reviewed by the editors of the Wall Street Journal. MSCI EAFE (Europe, Australasia, and Far East) is a free float-adjusted market 
capitalization index that is designed to measure developed market equity performance, excluding the United States & Canada. The EAFE consists of the country indices of 22 developed nations. The Barclays Capital Aggregate Bond Composite 
Index (BC Ttl Bond) measures investment grade, fixed-rate, taxable bond markets of roughly 6,000 SEC registered securities with intermediate maturities averaging approx. 10 years. The MSCI Emerging Markets is designed to measure equity 
market performance in 25 emerging market indices. The index’s three largest industries are materials, energy, and banks. This information is not intended as a solicitation or an offer to buy or sell any security referred to herein. International 
investing involves special risks, including currency fluctuations, differing financial accounting standards, and possible political and economic volatility. There are special risks associated with investing with bonds such as interest rate risk, market 
risk, call risk, prepayment risk, credit risk, reinvestment risk, and unique tax consequences. To learn more about these risks, please contact our office. Investing in emerging markets can be riskier than investing in well-established foreign 
markets. Investing involves risk and investors may incur a profit or a loss. Dividends are subject to change and are not guaranteed. Dividends must be authorized by a company’s board of directors. The NASDAQ composite is an unmanaged 
index of securities traded on the NASDAQ system. Bond prices and yields are subject to change based upon market conditions and availability. If bonds are sold prior to maturity, you may receive more or less than your initial investment. Holding 
bonds to term allows redemption at par value. There is an inverse relationship between interest rate movements and bond prices. Generally, when interest rates rise, bond prices fall and when interest rates fall, bond prices generally rise. 

Ascential Wealth Advisors is not a registered broker/dealer and 
is independent of Raymond James Financial Services. Securities 
offered through Raymond James Financial Services, Inc. Member 
FINRA/SIPC. Investment advisory services offered through 
Raymond James Financial Services Advisors, Inc.

2020 OUTLOOK

FIXED INCOME — Bonds performed well in 2020, offering portfolios stability when equities 
fell due to uncertainty and rising in value as interest rates fell. We have been in favor of 
using a combination of bonds and alternatives as a risk management strategy for some 
time, and feel that this approach to managing equity risk is even more important now with 
expectations for persistent low rates and more muted fixed income returns. For both fixed 
income and alternatives we are in favor of active management to navigate complex and 
changing conditions.  

US EQUITIES — Equities have been amazingly resilient, and are pricing in anticipated 
improvements for future earnings in a post-pandemic world. The S&P 500 was trading at 
22.3 times forward earnings at the end of 2020, expensive relative to average. However 
there has been a wide disparity in performance across sectors, as some have not seen 
the same success as others and could still offer opportunity as the economy recovers.  
Equity valuations are also supported by the current interest rate environment, as low rates 
typically are favorable for stock prices. We are in favor of a more equal weighting between 
growth and value with growth clearly the past favorite, but value appearing to still have 
rebound potential. We are also feeling more optimistic about small and mid-sized US 
companies with the additional stimulus and the vaccine distribution showing promise for a 
recovery in 2021.    

INTERNATIONAL EQUITIES — Foreign equities generally posted solid returns for 
the year after a rally in the fourth quarter, with the MSCI EAFE gaining 16% and the 
MSCI Emerging Markets index up almost 20% in the fourth quarter alone. In spite of the 
resurgence of cases globally, investors were focused on the long-term recovery prospects 
and the benefits of large amounts of government stimulus. Foreign stocks look generally 
cheaper than US equities, with lower weighting to technology (appearing expensive) and 
higher weighting to cyclical sectors (currently cheaper). In addition, a weaker US dollar 
has the potential to provide a nice tailwind for returns. We are in favor of a slightly higher 
allocation to emerging markets, and given the varying economic conditions between 
regions and across countries, prefer active management.

Our View — Consider 
alternatives to supplement 
fixed income

Our View — Balanced 
exposure to growth and value, 
more positive outlook for small 
and mid-caps

Our View — Use active managers 
to navigate uneven recovery


