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A Wrinkle in Space and Time: Bayntree’s 2021 “Outlook”
(2020 Commentary)

Sources: Bloomberg, Redwood. For illustration purposes only.

US Federal Reserve Rescue

The US Fed balance 
sheet grew over $3 
trillion in 2020, more 
than twice the amount 
the Fed pumped into the 
economy in 2008

2

Thirteen Standard Deviations. A global pandemic caused shutdowns across the globe and slowed 
businesses into limbo. Investors fled risk assets as the future remained highly uncertain. In March 
of 2020, the 10-year bull market rally following the financial crisis ended abruptly.

Circuit breakers are trading curbs put in by the exchanges to stop trading of securities in an 
attempt to reduce panic induced market free falls. They were put in place after “Black Monday” 
in 1987 when the Dow Jones Industrial Average plunged -22.61% in a single day. They were 
proven, well, somewhat effective. The S&P 500 Index came crashing down, opening down more 
than -5%, a circuit breaker triggered halting all trading – Level 1 -7% triggered. Only moments 
later, the S&P 500 Index reopened for trading and was halted again…. Except this wasn’t the 
80’s – this was 2020. On March 16, 2020, the S&P 500 Index closed down -11.98%, and the 
Dow closed down -12.93%, in the single worst day for these market indices since 1987. ETF’s 
tracking the Bloomberg Barclays US Aggregate Bond Index, the widely followed benchmark for 
investment grade bonds, did not provide a diversification cushion either. One of the ETF’s, 
tracking investment grade bonds, incurred as much as a -16.44% drawdown, along the way 
losing -6.04% in a single day – a thirteen standard deviation move that theoretically should not 
have happened. The financial market was in freefall – everyone was selling risk assets.

The buyer that appeared to put a budding new market crisis to an end was the Federal Reserve. 
Trying to prevent another ’08 like catastrophe, the Federal Reserve purchased risk assets, and for 
the first time ever, even purchased ETFs (Exchange Traded Funds) in the open market. This 
increased the Fed’s balance sheet by a staggering $3 trillion, more than twice the amount the 
Fed pumped into the economy in 2008.

Please see additional disclosures at the end of this commentary for more information.
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A Displaced Reality of Risk

Risk measured by 
drawdowns outweighed 
the reward
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The crisis faced in 2020 might be obscured by its strong calendar year returns. Despite the 
market chaos and ongoing economic disruption brought about from the COVID-19 pandemic, the 
S&P 500 Index actually closed 2020 higher by 18.39%. This is different from the last two 
meltdowns that ended the year(s) down double digits and made their mark. 

S&P 500 Index Calendar Years – What Pandemic?

Sources: Bloomberg, Redwood. 
For illustration purposes only. 

For most investors, the experience going through the year 
wasn’t quite that easy. Many investors often capitulate near 
market bottoms out of fear when the sentiment is at its lowest 
and pile in at market tops out of greed when sentiment is at 
its highest. This type of behavior is an example of the 
psychological phenomenon known as recency bias. Recency 
bias for investors manifests in the belief that what has most 
recently occurred in the markets will continue to occur. This 
can lead to investor decisions that focus myopically on 
current outcomes while ignoring the associated risk of loss 
over time, and often getting limited returns to compensate for 
the potential loss.

Higher – At What Cost? – Drawdown vs. Return in 2020

Sources: Bloomberg, Redwood. For illustration purposes only. 

Past performance is not a guarantee of future results. Please see additional disclosures at the end of this commentary for more information.
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Black Swan of Black Swans

AGG, one of the 
Bloomberg Barclays 
Aggregate Bond Index 
ETFs posted a loss more 
than thirteen standard 
deviations from its 
historical mean.

4

There are two main attributes that cause an event to be considered a “black swan”: (1) The event 
is unforeseen and unpredictable, (2) the event creates severe impact and consequences. In 
history, pandemics happen from time to time, although very rarely. But there has never been 
such a large economic and risk market impact on a global scale as was experienced in 2020. In 
fact, securities tracking risk markets took losses, that from a probability standpoint, should never 
have happened. AGG, one of the Bloomberg Barclays Aggregate Bond Index ETFs posted a loss 
more than thirteen standard deviations from its historical mean. 

That’s 0.00000000000000000000000000000000001 in statistical probability.

The challenge is, despite a near 0 probability, it still happened. Just another example that the 
past is not perfectly reflective of the future. 

Sources: Bloomberg, Redwood. For illustration purposes only. SPY and AGG are shown for illustration purposes and 
not to discuss the merits of either fund. 

Past performance is not a guarantee of future results. Please see additional disclosures at the end of this commentary for more information.
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The Order of Time

The Fed injects liquidity 
into capital markets by 
buying risk assets
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The phrase “new normal” seems to be a paradox because it is always normal to be in a new 
environment. Take the Federal Reserve’s balance sheet for example. The Federal Reserve is the 
central bank of the United States that is tasked with promoting maximum employment, stable 
prices, and moderate long term interest rates.  Pragmatically, this has meant the Fed focused on 
attempting to control inflation while avoiding recessions through monetary policy – basically 
controlling the money supply. 

Historically, the Fed’s main monetary policy tools to moderate inflation have been setting of the 
Fed Funds Rate, the Discount Rate, and Open Market Operations. When inflation rises, the Fed 
can make money movement more expensive by raising the Fed Funds and Discount Rates, and 
thereby decrease money supply. On the other hand, the Fed can fight deflation by loosening 
monetary policy by lowering the Fed Funds and Discount Rates, thereby making money more 
accessible and increasing money supply.

But in the last two recessions, the Federal Reserve not only cut the Fed Funds and Discount 
Rate, but also significantly increased its Open Market Operations.  Essentially, the Federal 
Reserve printed money to purchase risk assets with the intent to stabilize financial markets that 
were headed into a deeper crisis. Since the strategy seemed to work in stemming losses in 2008 
and the aftermath of the credit crisis, why not do it again in 2020? So, the Fed did what seemed 
to work last time, buy risk assets to support the financial markets, and set rates to near 0.

The “New” Monetary Policy

Sources: Bloomberg, Redwood. For illustration purposes only. 

Are there unintended consequences of infinite buying power? Are we going to experience, yet, 
another “black swan” event? Nobody knows. But what’s clear so far is the trajectory of the Fed’s 
balance sheet has skyrocketed.

The U.S. 10-Year Treasury dipped to a low of an unprecedented 0.31% before recovering to a 
mere 1%. Many acclaimed investment experts were predicting yields would go up in 2020 –
they were wrong. 

Past performance is not a guarantee of future results. Please see additional disclosures at the end of this commentary for more information.
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Sources: Bloomberg, Redwood. For illustration purposes only. 

U.S. 10-Year Treasury Yield: Biggest Move of 2020?

For the first time in 
history, U.S. investment 
grade bond’s real yields 
have fallen below zero
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As a result, investment grade bond yields also fell to historic lows. Real yields, which account for 
expected inflation recently went below 0!

Sources: Bloomberg, Redwood. For illustration purposes only. 

Negative Real Yields

Real yields, which 
account for expected 
inflation recently went 
below 0!

Past performance is not a guarantee of future results. Please see additional disclosures at the end of this commentary for more information.
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Trading The Future Today

Money-Losing U.S. tech 
companies soared almost 
fivefold
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Just like the Fed, investors can also use history as a guide. After the 2008 Credit Crisis and its 
aftermath, easy monetary policy helped to spur one of the longest bull market rallies in recent 
history. Subsequently, financial markets recovered, and asset prices made new highs. So why 
wouldn’t it happen again? The notion of the Fed’s support and potential stimulus from the US 
Treasury created confidence that the economy will eventually recover. This led to one of the 
fastest market recoveries from a recession, even though fundamentals have not yet supported it. 

2020: An Unusual Recovery

Sources: Bloomberg, Redwood. For illustration purposes only.

Sources: Bloomberg, Goldman, Redwood. The GS Non-Profitable Technology Index consists of non-profitable U.S. 
listed companies in innovated industries, as defined by GS that broadly includes technology in GICS group.

Recent market correction 
resulted in the S&P 500 
index reaching its trough 
and climbing back to all-
time highs in 126 days

Surely Earnings In The…Future?

The expectations not only supported a recovery, but soon seemed to price in growth. This may 
have led to some irrational exuberance in further disconnecting fundamentals from prices. 
Many similarities to the market rally prior to the 2000 tech crash arose. For example, a huge 
rotation into growth stocks. 

Past performance is not a guarantee of future results. Please see additional disclosures at the end of this commentary for more information.
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Fourth Quarter 2020: Discipline Rewarded
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Many quarterly market commentaries of the last few years discussed the ever-increasing 
concentration of the S&P 500 Index in the 5 largest companies in the index. Charts illustrated 
the narrowness of the positive index performance in the largest growth stocks. The narrative of 
increased concentration risk and the explanation for maintaining diversified risk exposures when 
risk on, had become a staple of these commentaries. Well, the tide appeared to finally begin to 
turn in the fourth quarter. The 4th quarter saw the first reduction in concentration in the top 5 
S&P 500 index constituent weightings in a long time. 

S&P 500 Weighting in Top 5 Positions Finally Began to Decline

The 4th quarter saw the 
first reduction in 
concentration in the top 5 
S&P 500 index 
constituent weightings in 
a long time

Sources: Bloomberg, Redwood. For illustration purposes only.

The 4th quarter also experienced the beginning of a reversal in the growth versus value trend.

S&P Value Index versus S&P Growth Index: Trend Reversal

Sources: Bloomberg, Redwood. For illustration purposes only.

Past performance is not a guarantee of future results. Please see additional disclosures at the end of this commentary for more information.
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Portfolio Recap
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Bayntree’s asset allocation portfolios are built on our RiskFirst® philosophy. Rather than focusing 
on speculative variables, we focus on the single most important risk factor to the investor: 
drawdown. This proved to be effective in managing the 2020 pandemic market impact. And 
while prices have recovered, our process does not ignore market prices whether fundamentally 
rational or not. Afterall, things that are overpriced can become more overpriced. Instead, we pair 
low cost, strategic, long only strategies and tactical strategies. This way, there is always some 
participation in risk assets while having a mechanism to seek to go defensive if and when 
needed. Our portfolios are currently fully risk-on as we move into 2021.

Conclusion

So now what? We’ve entered into a period of what seems to be more speculative trading. A time 
period of unknown true impact of the pandemic and a period where governments exercise more 
power to help sustain the economy and financial markets. The year 2020 will strike many as a 
highly unusual year by all accounts. But it was also a humbling reminder that the future is 
always unknown. 

Either way, “conventional wisdom” should always be challenged because the future will always 
be unique. What makes something conventional? What makes something modern? What makes 
something perform strongly in some market environments but not others? We are always in a 
different place, and a different time. Therefore, we focus on the variable that we may have more 
control over, and that is risk.

Past performance is not a guarantee of future results. Please see additional disclosures at the end of this commentary for more information.
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General Disclosures

The market commentary is for informational purposes only and should not be deemed as a solicitation to invest or increase investments in Bayntree

Wealth Advisors ('Bayntree') products or affiliated products. The information contained herein is not intended to provide any investment advice or

provide the basis for any investment decisions. Please consult a qualified professional before making decisions about your financial situation.

Information and commentary provided by Bayntree are opinions and should not be construed as facts. There can be no guarantee that any of the

described objectives can be achieved. Past performance is not a guarantee of future results. Information provided herein from third parties is obtained

from sources believed to be reliable, but no reservation or warranty is made as to its accuracy or completeness.

Different types of investments involve varying degrees of risk and there can be no assurance that any specific investment will be profitable. The price of

any investment may rise or fall due to changes in the broad markets or changes in a company’s financial condition and may do so unpredictably.

Bayntree does not make any representation that any strategy will or is likely to achieve returns similar to those shown in the performance results in this

presentation. Portfolios are sub-advised by Mulholland Wealth Advisors, LLC, an unaffiliated investment advisor registered with the SEC. Such

registration does not imply a certain level of skill or training and no inference to the contrary should be made. Please refer to Mulholland’s Form ADV

Part 2A (“Brochure”) for more information.

Indices are shown for informational purposes only; it is important to note that Bayntree’s strategies differ from the indices displayed and should not be

used as a benchmark for comparison to account performance. While the indices chosen to represent broad market performance of each asset class,

there are report limitations as to available indices and blends, which index can be selected, and how they are presented.

Definitions and Indices

Standard Deviation is a measure of dispersion of a set of data from its mean, generally applied to the annual rate of return of an investment to measure the

investment’s volatility. S&P 500 Index is a stock market index based on the market capitalization of 500 leading companies publicly traded in the U.S. Stock

market, as determined by Standard & Poor's. Black Monday occurred on Oct. 19, 1987, when the Dow Jones Industrial Average (DJIA) lost almost 22% in a

single day. The event marked the beginning of a global stock market decline, and Black Monday became one of the most notorious days in financial history.

Financial Crisis was a worldwide economic crisis stemming from the subprime mortgage market and lasted from 2007 to 2008. Drawdown is a measure of

peak to trough loss in a given period; a maximum drawdown is a measure of the maximum peak to trough percentage loss in a given period. Bloomberg

Barclays Aggregate U.S. Bond Index is an index that consists of investment grade U.S. Government bonds, investment grade corporate bonds, mortgage pass-

through securities, and asset-backed securities. It is often considered representative of the U.S. Investment-grade fixed rate bond market. Investment Grade

Bond is a bond with a credit rating of BBB- or higher by Standard & Poor’s or Baa3 or higher by Moody’s. It is judged by the rating agency as likely enough to

meet payment obligations that banks are allowed to invest in it. Federal Reserve (Fed) is the central bank of the United States that raises or lowers interest

rates. Investment Grade Bond is a bond with a credit rating of BBB- or higher by Standard & Poor’s or Baa3 or higher by Moody’s. It is judged by the rating

agency as likely enough to meet payment obligations that banks are allowed to invest in it. High-Yield Corporate Bonds typically seek high levels of current

income by investing in lower credit quality fixed income securities with varying maturities. AGG is one of Bloomberg Barclays Aggregate Bond Index ETF. SPY

is an ETF with a basket of 500 stocks that are considered to be widely held. The investment seeks to provide investment results that, before expenses,

generally correspond to the price and yield performance of the S&P 500 Index. Fed Funds Rate is the target interest rate set by the Federal Open Market

Committee (FOMC) at which commercial banks borrow and lend their excess reserves to each other overnight. Discount Rate is the discount rate has two

different definitions and usages. First, the discount rate refers to the interest rate charged to the commercial banks and other financial institutions for the loans

they take from the Federal Reserve Bank through the discount window loan process. Open Market Operations (OMO) refers to when the Federal Reserve buys

and sells primarily U.S. Treasury securities on the open market in order to regulate the supply of money that is on reserve in U.S. banks, and therefore

available to loan out to businesses and consumers. It purchases Treasury securities to increase the supply of money and sells them to reduce the supply of

money. U.S. 10-Year Treasury is a debt obligation issued by the United States government that matures in 10 years, backed by its full faith and credit. Capital

Markets is the part of a financial system concerned with raising capital by dealing in shares, bonds, and other long-term investments. A treasury bond is a

marketable, fixed-interest U.S. Government debt security with a maturity of more than 10 years. Bull Market is a market condition in which prices are rising or

are expected to rise. 2000 Tech Crash, also known as the dotcom or internet bubble, was a rapid rise in U.S. technology stock equity valuations fueled by

investments in internet-based companies during the bull market in the late 1990s. During the dotcom bubble, the value of equity markets grew exponentially,

with the technology-dominated Nasdaq index rising from under 1,000 to more than 5,000 between the years 1995 and 2000. In 2001 and through 2002

the bubble burst, with equities entering a bear market. S&P 500 Value Index is a market capitalization-weighted stock market index taken from the S&P 500

universe, containing constituents that are categorized as value stocks, as determined by Standard & Poor's. S&P 500 Growth Index is a market capitalization-

weighted stock market index taken from the S&P 500 universe, containing constituents that are categorized as growth stocks, as determined by Standard &

Poor's.

UNLESS OTHERWISE NOTED, INDEX RETURNS REFLECT THE REINVESTMENT OF INCOME DIVIDENDS AND CAPITAL GAINS, IF ANY, BUT DO

NOT REFLECT FEES, BROKERAGE COMMISSIONS OR OTHER EXPENSES OF INVESTING. INVESTORS CAN NOT MAKE DIRECT INVESTMENTS

INTO ANY INDEX.

Bayntree Wealth Advisors, LLC ('Bayntree') is an SEC registered investment adviser. Such registration does not imply a certain level of skill or training

and no inference to the contrary should be made. Bayntree’s advisory fees and risks are fully detailed in Part 2 of its Form ADV, available upon

request. This material may not be published, broadcast, rewritten or redistributed in whole or part without the express written permission.


