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SURPRISING TIMES, AND MARKETS
Th is New Year feels particularly bright, 
with several coronavirus vaccines rolling 
out that should mark the beginning of 
the end of the pandemic.  

Th is is the 75th issue of Portfolio 
Insights.  Over the years, we covered 
the 2000 tech wreck, the September 
11 attacks, the 2008 global fi nancial 
crisis, tax hikes/cuts, recessions, negative 
interest rates, elections, unheard of oil 
volatility, quantitative easing, and many 
other events that impacted the economy 
and fi nancial markets.  

And still, 2020 was a good reminder that 
there are always unforeseen surprises 
around the corner that require attention, 
analysis, and action. 

Moreover, last year demonstrated 
that even amid unknowns, a prudent 
fi nancial plan, a balanced investment 
strategy, and a healthy dose of good luck 
can allow investors to prosper, even in 
diffi  cult times.  

No one could have predicted in January 
that the real Gross Domestic Product 
(GDP) in the US would fall 31.2 percent 
in the second quarter, and the headline 
unemployment rate would shoot from 
3.5 percent in February to 14.7 percent 
in April.

Th e government response was equally 
astonishing, with trillions of dollars of 
fi scal and monetary stimulus.  Within 
a few months, the stimulus had its 
intended impact, and we all learned to 

live with the virus with social distancing, 
masks, and so forth.

As a result, the third quarter’s real 
GDP jumped 33.4 percent, and 
unemployment fell to 6.7 percent in 
November. 

Markets quickly realized that the 
stimulus would be powerful across the 
board and that, amid the diffi  culty, some 
companies would make record profi ts 
selling exercise bikes, videoconferencing 
software, and delivering food.

Right now, estimates suggest that profi ts 
for the S&P 500 will decline by -13.6 
percent in 2020.  

But markets, always looking forward, see 
the pent up demand from staying home 
and think profi ts will rise 22.1 percent 
in 2021, which is why the market fared 
so well during such a challenging time.
And, the ‘buy-and-hold’ strategy that we 
recommend worked again in 2020, as 
strange and diffi  cult as the year was.
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“Energy is 
eternal delight.” 
 
 - William Blake,
English Poet

STOCK MARKET SUMMARY

Th e fourth quarter was fascinating because 
the performance gap between the S&P 500 
and several other equity markets closed 
substantially.  For example, just three 
months ago, the S&P 600 index of small-
cap stocks was down -15.3 percent, while 
the S&P 500 was up 5.6 percent, a 20.9 
percentage point gap.  

Th e S&P 500 enjoyed very nice gains in 
the fourth quarter of 12.1 percent, but that 
paled in comparison to the 31.3 percent 
gain for the S&P 600 index of small-cap 
stocks.  Th e massive increase in small-caps 
reduced the performance gap from 20.9 
percent to 7.3 percent for the year. 

Th e same eff ect played out in all of the 
major equity market indexes, to diff ering 
degrees.   At the end of the third quarter, 
the S&P 500 was the only major index in 
the black, mostly thanks to a relatively small 
number of technology stocks (and Amazon, 
which is a consumer discretionary stock).  

In the end, the Russell Microcap index was 
the only one to beat the S&P 500, but the 
MSCI index of emerging markets stocks 

was not far behind.  Only one index, the 
MSCI EAFE that measures developed 
international markets, earned less than 10 
percent.

Indeed, technology stocks had a great 
fourth quarter, up 11.8 percent, but that 
was only the middle of the pack with fi ve 
sectors faring better, and some of them 
much better.  

Energy stocks were the big winner, up 27.8 
percent, and fi nancial stocks were not far 
behind, up 23.2 percent—both of these 
sectors are highly cyclical, which means 
that they are very sensitive to the economy.  
While many technology stocks fared better 
under the shutdowns (video conferencing, 
web hosting, food delivery, etc.), the cyclical 
stocks suff ered.  

On the fl ip side, with news of the vaccines, 
cyclical stocks rocketed higher when 
investors could see the light at the end of 
the tunnel.  Th e outstanding results from 
these two sectors also aff ected the value/
growth story, which is covered in more 
detail on page six.

By David Ott

Data Source: Bloomberg
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BOND MARKET REVIEW

What a year for bonds!  Despite starting 
the year with sub-two percent yields, the 
investment-grade bond market posted a 
return of 7.5 percent for the year. 

Over the past quarter, the bond market 
regained a bit of normalcy, with 
the benchmark Bloomberg Barclays 
Aggregate index posting a total return 
of 0.7 percent. Yields were relatively 
stable throughout the quarter, especially 
on the short end of the curve. Long 
term Treasury bond yields rose some 
as investors priced in rising infl ation 
expectations. Corporate bonds posted 
a stellar return of 3.0 percent for the 
quarter as they continue to rise along 
with record-high stock markets.

Despite expectations for future infl ation 
rising close to two percent, Treasury 
yields have remained subdued due to 
the Federal Reserve. Th e Fed wants 
infl ation to run well above two percent 
for some time, causing investors to 
expect the Fed to keep interest rates 
along the yield curve pegged low for long 
into the foreseeable future. Th erefore, 
while bond yields have moved off  their 
lows of the year, they remain at historic 

lows across maturities. Additionally, 
interest rate volatility fell to all-time low 
levels, further highlighting the market’s 
expectation for low-interest rates to be 
here for a long time. 

As the economy strengthens and 
investors reach for yield, corporate bond 
yields have been falling throughout the 
second half of the year. Spreads, or the 
diff erence between a corporate bond 
and Treasury bond of like maturity, 
have tightened back to the historic, 
pre-pandemic tight levels. Over the 
past year, corporate bond issuance has 
exploded while overall credit quality 
has markedly deteriorated.  Typically, 
the massive increase in supply and 
lower credit quality would result in 
higher spreads, but as with the stock 
market’s lofty valuations, investors are 
willing to pay a premium in a low-yield 
environment.

Th is low-yield-everywhere market will 
likely remain until the Fed changes 
course or infl ation rages high enough 
for investors to wrestle control of the 
market away from the Fed.  Either 
scenario is probably years away.

By Ryan Craft, CFA 

Data Source: Bloomberg

“Th e noblest 
pleasure is 
the joy of 

understanding.” 
 

 - Leonardo da Vinci,
Italian Polymath
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“Th e beginning 
is the most 
important part 
of the work.”

 - Plato
Greek Philosopher

VALUE & GROWTH INVESTING

As noted in the stock market summary 
on page two, the fourth quarter was 
interesting because it tempered the 
dominance of the S&P 500 and the 
technology stocks that have led the way 
for several years.

In addition to small-cap and emerging 
markets, one of the most powerful 
changes was to value stocks compared 
to growth stocks.  

Generally speaking, value stocks are 
“cheap” when comparing a company’s 
market value to its fundamental 
characteristics, like earnings, sales, book 
value, or cash fl ow.

Growth stocks, generally the opposite 
of value stocks, are defi ned by the 
expensiveness of these measures.  Th at 
said, cheap value stocks tend to be cheap 
for a reason, such as some fundamental 
problem with the business, an issue with 
the sector, or a high degree of sensitivity 
to the economy.

On the other hand, growth stocks 
are typically the market darlings, and 
investors are willing to pay a high price 

because the growth rates are faster, and 
the future looks bright.  

Th e data going back to the 1920s shows 
that value stocks have dramatically 
outperformed growth stocks, on average 
and over time. Still, there are very long 
periods where growth outperforms 
value, with the 1920s and the 1990s 
being the most notable examples, until 
now.

Acropolis has applied a value tilt since 
the inception of the fi rm for a few 
reasons.  Th e long-term data swayed us, 
and we admired famous value investors 
like Warren Buff et.  At that same time, 
we formed Acropolis in the aftermath 
of the technology bubble burst, when 
growth investing perils were particularly 
apparent.  

Over the last 10-years, it has been a lot 
harder to be a value investor since value 
stocks have underperformed.

Th e chart below shows the Russell 1000 
Growth and Value indexes back to their 
inception in the late 1970s.  I chose 
this data for illustration because it is 

By David Ott

(Continued on next page)
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“Don’t be 
seduced into 

thinking that 
which does not 

profi t is without 
value.”

 - Arthur Miller, 
American Playwright

JANUARY 2021

longer-term than any other commercial 
index provider and is more realistic and 
understandable than the academic data.

Th e fi rst chart shows that value and 
growth stocks went up by roughly the 
same amount for about three decades.  
Th en, the tech bubble came along and 
pushed growth stocks into the pole 
position until the bubble burst.  It has 
taken 20 years for growth stocks to 
catch back up to value stocks.

Th e second chart above strips out the 
overall market impact and looks at the 
two strategies’ cumulative excess return.  

You can see clearly in the chart above that 
value had outperformed the market most 
of the time.  However, the pandemic hit 
value stocks disproportionately, partly 
because fi nancial and energy stocks are 
signifi cant components, and they have 
suff ered from the economic slowdown 
and changes in interest rates. 

On the other hand, growth stocks have 
spent most of the time underperforming 
the broad market and value stocks.  For 
just the third time since 1978, growth 

stock performance exceeds the overall 
market.

Over the last ten years, growth stocks 
have averaged 17.2 percent per year, 
about 5.0 percent above their average 
long-term return of 12.2 percent.  Over 
this same period, value stocks earned 
10.5 percent, which is about 1.3 percent 
below their long-term average return of 
11.8 percent.  

Underperforming for a long period 
hurts confi dence for two reasons.  First, 
it makes you question your thesis, and, 
second, it makes you wonder whether 
something has fundamentally changed 
that makes the long-term data irrelevant.

We don’t know what will happen with 
growth and value stocks in the short or 
medium run.  However, it makes sense 
to us that if you pay lower-than-average 
prices then you should earn higher-
than-average returns (and vice versa).  

Th at has not been true for ten years 
now, but the charts illustrate that this 
period looks more like an exception 
than the rule.
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“You have to 
have confi dence 
in your ability, 
and then be 
tough enough to 
follow through.”

 - Rosalynn Carter,
Former First Lady

2021 TAX PLANNING 

Th ere was no shortage of changes 
to tax rules over the last few years 
with the Tax Cuts and Jobs Act, the 
SECURE Act, the CARES Act, and 
most recently, the Consolidated 
Appropriations Act of 2021.   

Further, the Biden Administration’s tax 
proposals could potentially be put into 
eff ect this year or in future years.  Th e 
volume and pace of these tax changes 
present a challenge to keeping things 
straight.  Th e following are some of the 
items to consider when planning for the 
new year ahead. 

Th e recently signed Consolidated 
Appropriations Act of 2021 extends 
several items that the CARES Act 
introduced, as well as modifying 
other rules: 

Th e $300 above-the-line charitable 
tax deduction was extended for 2021, 
but now allows for $300 per taxpayer 
($600 for married fi ling jointly).  For 
the 2020 tax year the limit was $300 
for both single and joint fi lers. 

Contributions must be made in 
cash to charitable organizations 
and cannot be made to a donor-
advised fund.   Th is deduction is only 
available for taxpayers who will not 
itemize their deductions on the tax 
return.  

Th e ability to deduct 100 percent 
of adjusted gross income (AGI) in 
charitable contributions is also 
extended for the 2021 tax year.  To 
be eligible for this, donations must 
be made in cash directly to the 
charitable organizations. 

For 2021, the deduction for medical 
expenses was scheduled to be 
subject to an increased fl oor of 10 

percent of AGI, but has been made 
permanently 7.5 percent of AGI.  
Medical expenses above this fl oor 
are includable in the calculation for 
itemized deductions.   

Th e tuition and related expenses 
deduction will be eliminated after 
the 2020 tax year and replaced by the 
existing Lifetime Learning Credit with 
an expanded income range.  

Th e Lifetime Learning Credit is 
available for undergraduate, graduate, 
and professional degree courses, and 
there is no limit on the number of years 
the credit can be used.   Th e maximum 
credit possible per tax return is $2,000/
year and is not refundable. Th e new 
phaseout range for the credit will align 
with the American Opportunity Tax 
Credit range of $80,000 - $90,000 for 
singles, and $160,000 - $180,000 for 
joint fi lers. 

Unused balances in Flexible 
Spending Accounts (FSAs) in 2020 
are eligible to be rolled forward into 
2021, and balances remaining in 2021 
can be rolled into 2022.  Previously, 
these balances were subject to 
forfeiture, but many did not use all 
of their funds due to the pandemic.  
Th e Act does not require employers 
to implement this in their respective 
plans, so employees should confi rm 
that their plan has adopted this relief. 

One item from 2020 left out of the 
recent Act was Required Minimum 
Distributions from retirement 
accounts.   After being waived for 
2020, the exemption on Required 
Minimum Distributions (RMDs) 
was not extended, and therefore 
RMDs will return in 2021.   While the 
beginning age for RMDs has been 
pushed out to age 72, Qualifi ed 

By: Brad Combs, CPA, CFP®



Acropolis Investment Management®    |   7 www.acrinv.com

“Th ere is 
nothing so 

easy to learn as 
experience and 

nothing so hard 
to apply.”

 - Josh Billings,
American Humorist
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Charitable Distributions (QCDs) are 
still available for those who are 70 
½ and older, up to $100,000 per tax 
year.  While there is no tax deduction 
for the donation, this strategy 
reduces adjusted gross income (AGI), 
potentially decreasing Medicare 
premiums and net investment 
income taxes.  

For those over 70 ½, the Secure Act 
removed the age cap for individuals 
contributing to traditional IRAs.  Th is 
is available for those who had not yet 
turned 70 ½ by the end of 2019.   

Contributions are still only eligible 
based on earned wages or self-
employment income.  However, 
consideration should be given to 
an anti-abuse rule if donations 
from the IRA via qualifi ed charitable 
distributions (QCDs) are likely 
in the future.  Th ese post-70 ½ 
contributions would have to fi rst 
be distributed before any QCDs are 
considered non-taxable. 

Contribution limits to retirement plans 
remain unchanged for 2021 at $19,500 

plus a $6,500 catch-up for those age 
50 and over.   Th e annual contribution 
limits to IRAs remain at $6,000 plus an 
additional $1,000 for those over 50.  

Taxpayers who took Coronavirus 
Related Distributions in 2020 can 
recognize the income from these 
distributions over three tax years starting 
with 2020.  Taxpayers can also elect to 
recognize all income on the 2020 tax 
year return. 

Th e annual exclusion for gifts to 
individuals such as family members 
remains at $15,000 per person for the 
calendar year. 

No matter your income level, there 
are many strategies to consider for 
the 2021 tax year, so be sure to work 
with your tax advisor on what you 
could be doing to stay proactive.

Although Acropolis does provide general 
guidance on tax-related matters, we are 
not accountants and recommend that 
you consult your tax accountant or tax-
preparer for specifi c answers regarding 
your situation. 

OTHER 2021 CHANGES AND LIMITS

Th e standard deductions for 2021 are as follows:
•   For Single Filers: $12,550 (up from $12,400 in 2020)
•   For Married Filing Joint: $25,100 (up from $24,800 in 2020)
•   For those over 65 or blind, the additional standard deduction is: 

$1,700 for Singles, $1,300 per person if Married Filing Joint

2021 Tax Brackets:
10% for incomes $9,950 or less ($19,900 or less for married fi ling jointly)
12% for incomes over $9,950 ($19,900 for married fi ling jointly)
22% for incomes over $40,525 ($81,050 for married fi ling jointly)
24% for incomes over $86,375 ($172,750 for married fi ling jointly)
32% for incomes over $164,925 ($329,850 for married fi ling jointly)
35% for incomes over $209,425 ($418,850 for married fi ling jointly)
37% for incomes over $523,600 ($628,300 for married fi ling jointly)
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Data Center    2020

Dow Jones  9.72%
S&P 500  18.39%
S&P 400 Mid-Cap  13.65%
S&P 600 Small-Cap  11.26%
MSCI EAFE (Intl)  7.82%
MSCI Emerging Mkt  18.31%

S&P Sectors    2020

Basic Materials      20.73%
CommunicaƟ ons  23.61%
Consumer DiscreƟ on.  33.30%
Consumer Staples  10.75%
Energy  -33.68%
Financials  -1.76%
Healthcare  13.45%
Industrials  11.05%
REITs       -2.17%
Technology  43.89%
UƟ liƟ es  0.52% 
 

Interest Rates     2020 Q4

Fed Funds  0.25%
Prime Rate  3.25%
3-mo. Treasuries  0.07%
2-yr. Treasuries  0.12%
5-yr. Treasuries  0.36%
10-yr. Treasuries  0.92%

Currencies     2020 Q4  

Euro  1.2216
Japanese Yen  103.25
BriƟ sh Pound  1.3670
All Data as of 12/31/2020

THE BIG PICTURE

No  ce to Clients
Please remember to contact ACROPOLIS® Investment Management, LLC if there are any material changes 
to your fi nancial situaƟ on or investment objecƟ ves or if you wish to impose, add or modify any reasonable 
restricƟ ons to our investment management services. A copy of our current wriƩ en disclosure statement as set 
forth on Part II of Form ADV conƟ nues to remain available for your review upon request.

Legal Disclaimer
This publicaƟ on is provided as a service to clients and friends of ACROPOLIS® Investment Management, LLC solely 
for their own use and informaƟ on. The informaƟ on in this publicaƟ on is not intended to consƟ tute individual 
investment advice and is not designed to meet your parƟ cular fi nancial situaƟ on. You should contact an 
investment professional before deciding to buy, sell, hold or otherwise consider a parƟ cular security based on 
this publicaƟ on. InformaƟ on in this publicaƟ on has been obtained from sources believed to be reliable, but the 
accuracy, completeness and interpretaƟ on are not guaranteed and have not been independently verifi ed. The 
informaƟ on in this publicaƟ on may become outdated and we are not obligated to update any informaƟ on or 
opinions contained in this publicaƟ on. 

© ACROPOLIS® Investment Management, LLC 2021. All rights reserved.

Acropolis® has a team of  advisers that specialize in 
401(k) & Profi t Sharing plans.

We are here to help you 
protect your current 

plan or start a new one.


