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E N D  O F  Y E A R  S T R AT E G Y  

COVID-19 dominated the 

news, the economy, and our 

lives.  The election season was, 

to put it mildly, contentious, 

with a number of market impli-

cations. There were also  

manmade and natural disas-

ters including wildfires, hurri-

canes, locust swarms, and 

killer bees, to name just a few. 

 

The market reacted by experi-

encing a peak, a bear market, a 

recovery, and a new all-time 

high – and that was just in the 

first 8 months of the year.  

From late February and into 

early March, we saw the fast-

est start to a bear market ever, 

going from a peak to -20% in 

just 20 days.  By March 23rd, 

just 1 month after its February 

19th peak, the market 

bottomed with the S&P 500 

falling -33.9% and the Dow 

Industrial Average off -37.1%.  

From there, the 

market re-

versed and 

recovered its 

losses by mid-

August. Taking 

just 6 months 

from peak to 

recovery, this 

cycle played 

out at warp 

speed com-

pared to  a historical average 

peak to recovery length of over 

3 years. 

 

Short-term volatility can be 

nerve wracking.  Watching the 

market drop by over 1/3rd in 

You can say a lot of things about the past year, but it was certainly not dull.   
2020 was a rollercoaster ride . . . and we’ve still got a month and a half to go!      
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just 33 days can bring up tough 

questions.  How long will the 

recovery take?  Do I need to 

adjust my retirement plans?  

Are my spending plans in jeop-

ardy? 

 

To deal with short-term volatil-

ity, an allocation to bonds can 

help.  Even in a low rate envi-

ronment where bonds yield 

less than 1%, they still provide 

diversification and shelter in 

the storm.  The above chart 

shows that while stocks 

dropped in March, bonds held 

relatively steady, keeping 

losses, and frayed nerves, to a 

minimum.  While the S&P 500 

fell -33.9%, the Bloomberg 

Aggregate Bond Index fell only 

-6% from peak to trough.  A 

balanced portfolio of 50% 

stocks and 50% bonds also 

proved defensive, falling a 

manageable -17.6%. 

 

While bonds provide a good 
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THE BOND MARKET 

Bonds have been in a bull market 

for nearly 40 years.  The 10-year 

Treasury peaked at 15.8% in 

1981, and rates have been stead-

ily declining ever since, falling as 

low as 0.5% earlier this year.  As 

rates fall, the value of already 

issued bonds (with higher cou-

pon rates) goes up, making the 

last four decades an unprece-

dented uptrend for bond prices. 

 

This has made the annual return 
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defensive tool, investors who 

can look past the market’s 

short-term volatility have 

historically been rewarded.  

Over time, the market’s short-

term volatility (both up and 

down) smooths out.  Even the 

intense volatility of early 2020 

doesn’t stand out on the above 

chart.  Historically, over any 10-

year period all the way back to 

1928, the stock market is posi-

tive 95% of the time.  For inves-

tors with a longer time horizon, 
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+11.7%/yr

+7.1%/yr

of a fixed income portfolio an 

amazing +7.1%.  With rates com-

pressing at or below 1%, we 

would not expect such high bond 

returns going forward.  While not 

impossible (people have wrongly 

been calling the end of this bond 

bull market for years), it will be-

come difficult to generate those 

type of returns outside of rates 

going negative. 

 

Even in a low rate environment 

with low fixed income return ex-

pectations, bonds provide a good 

diversification tool.  A strengthen-

ing economy may improve bond 

yields back into the more accepta-

ble 2-3% range.  Bonds also help 

offset short-term volatility as we 

saw earlier this year when returns 

were basically flat during the 

COVID-19 sell-off, while the equity 

market dropped -34%.  While in-

vesting in bonds at around 1% re-

turns isn’t glamorous, it does pro-

vide a good defensive tool in 

many portfolios. 



The views expressed in this newsletter represent the opinion of Allied Investment Advisors, a Registered Investment Adviser. This material is for informational 
purposes only. It does not constitute investment advice and is not intended as an endorsement of any specific investment or services.  The information provided 
herein is obtained from sources believed to be reliable, but no representation or warranty is made as to its accuracy or completeness. Investing in equity securities 
involves risks, including the potential loss of principal. While equities may offer the potential for greater long-term growth than most debt securities, they generally 
have higher volatility. International investments may involve risk of capital loss from unfavorable fluctuation in currency values, from differences in generally 
accepted accounting principles, or from economic or political instability in other nations. Past performance is not indicative of future results. Investments are not a 
deposit of or guaranteed by a bank or any bank affiliate. Please notify Allied Investment Advisors if there have been any changes to your financial situation or 
investment objectives or if you wish to impose or modify any reasonable restrictions on the management of your accounts through Allied Investment Advisors. 

equities provide a compelling 

option. 

 

As we head into year-end and 

prepare for 2021, a few 

strategies: 

• Timing the market is 

(exceedingly) difficult.  Not 

many saw COVID-19 

coming, and if anyone did, 

they had to then call an im-

mediate turnaround and 

reinvest.  As in many past 

market corrections, those 

who rode through the 

drawdown often do better 

than those trying to call the 

top and bottom. 

• To help survive those inev-

itable drawdowns, we can 

help you dial-in the right 

stock and bond allocation 

for your risk tolerance.  

This is an exercise best 

done now, when the mar-

ket is healthy rather than 

being faced with an impos-

sible decision at the depths 

of a bear market. 

• There are some positives 

on the horizon.  News on 

the vaccine front is opti-

mistic.  A vaccine (or even 

the prospect of a vaccine) 

should bring confidence 

back to the economy, 

which would be a good 

thing for the market. 

• We are also excited about 

our portfolio.  While there 

are areas of overvaluation 

and excess in the market, 

there are also some great 

long-term value opportu-

nities.  This is where we 

have our portfolio focused. 

• Volatility likely isn’t going 

anywhere, so even though 

bonds at sub 1% aren’t ex-

citing, they can provide a 

good portfolio diversifica-

tion (See “The Bond 

Market” callout on pg. 2). 

• Now is a good time to re-

view tax loss selling in 

your accounts.  Depending 

on your tax strategy, cap-

turing losses can help off-

set some or all of your real-

ized capital gains.  We 

would be happy to discuss 

this with you and your 

accountant. 

 

If you have any questions 

about your account(s), or if 

there has been a change in 

your financial situation or 

investment objectives, please 

feel free to contact any 

member of our team to sched-

ule a meeting. 

Eric Vermulm, CFA 
Chief Investment Officer 
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