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2020 KaV bHHQ aQ XQIRUJHWWabOH \HaU LQ PaQ\ Za\V bXW IRU WKH
S&P 500, WKLV KaV bHHQ cORVH WR aQ aYHUaJH \HaU.

AYeUage?

B\ aOPRVW HYHU\ PHaVXUH, 2020 KaV bHHQ aQ\WKLQJ bXW aYHUaJH. SWaUWLQJ ZLWK
WKH VSUHad RI WKH COVID-19 YLUXV, ORcNdRZQV RI HcRQRPLHV acURVV WKH JORbH, a
dLYLVLYH U.S. HOHcWLRQ, aQd VWRcN PaUNHW XSV, dRZQV aQd aOO- WLPH KLJKV VHW
aJaLQ LQ NRYHPbHU, LW KaV bHHQ a YHU\ YROaWLOH \HaU LQ PaQ\ Za\V.

WKHQ ORRNLQJ aW E[KLbLW 1 bHORZ VKRZLQJ WKH daLO\ cORVLQJ YaOXHV RI WKH S&P
500, LW LV KaUd WR bHOLHYH WKaW WKLV caQ bH caOOHd aQ aYHUaJH \HaU. TKHUH KaV
bHHQ YROaWLOLW\ PRVW RI WKH \HaU WKURXJK WKH XSV aQd dRZQV WKaW aUH TXLWH
SURQRXQcHd.

E[KLbLW 1
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SLQcH 1928, WKH S&P 500 KaV aYHUaJHd a JaLQ RI abRXW 10.5% SHU \HaU. E[KLbLW
2 bHORZ VKRZV KRZ PXcK RI a YaULaWLRQ PRVW \HaUV KaYH PaNLQJ XS WKLV
aYHUaJH. TKH \HOORZ baQd UHSUHVHQWV a �2% UaQJH aURXQd WKH 92- \HaU
aYHUaJH aQd RQO\ 9 WLPHV LQ WKH SaVW KaV WKH S&P JaLQ IaOOHQ WKaW cORVH WR WKH
aYHUaJH. EYHQ WKLV \HaU, ZLWK aOO WKH YROaWLOLW\ ZH KaYH ZLWQHVVHd bHWZHHQ
CRYLd-19 aQd WKH PUHVLdHQWLaO HOHcWLRQ, WKH S&P JaLQV IaOO ZLWKLQ WKLV �2% baQd
PaNLQJ WKLV cORVH WR aQ aYHUaJH \HaU VR IaU.

E[KLbLW 2
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Lessons Learned in 2020

At Prato Capital, we like to use history as a guide when looking at how markets
react to signiÀcant events like we have seen this year. Some investment ideas
from the past are still relevant today and they proved very prescient this year.
We have discussed these in greater depth in past newsletters and blog posts:

SWock maUkeW YolaWiliW\ iV noW a neZ concepW. Using history as a guide,
we have seen short-term stock market volatility provide opportunities for
long-term investors. Stability or the lack of volatility comes at a cost. As
an example, US Treasury bonds provide a stable expected rate of return.
But this stability comes at the expense of low interest rates. The
expectation when investing in stocks is that returns will be higher than
bonds and the cost of those higher returns is increased volatility.

IW ZaVn·W diffeUenW WhiV Wime. Using history as a guide, we see the stock
market volatility this spring was not much different from past declines. The
overall stock market reacted (overreacted?) to changes and unknowns in
economic conditions and future corporate proÀts. The markets functioned
like they should based on the short-term uncertainty and again functioned
properly when some clarity was provided about future economic and
corporate proÀt growth.

MaUkeW pUedicWionV and maUkeW Wiming do noW ZoUk oYeU Whe long-
WeUm. It is easy to see the market tops and bottoms with hindsight. Using
history as a guide has shown that market declines can end very suddenly
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and dramatically. Just missing a few days of gains can be very costly to a
portfolio. Two of the largest daily percentage gains ever recorded in the
S&P occurred this March.

MainWain a pUopeU UiVk WoleUance foU each clienW WhUoXgh maUkeWV XpV
and doZnV. It is easy to Ànd risk acceptable when markets are rising. It is
much more difÀcult after sharp declines like we saw in February and
March. History has shown having a trusted advisor, like us at Prato
Capital will provide the proper guidance and increase the chances of
maintaining the proper risk tolerance for an investor through market
volatility.

Rebalance a diYeUViÀed poUWfolio Zhen maUkeWV change. Rebalancing
will maintain a proper mix of stocks and bonds and also maintain a proper
balance of different assets within the stocks and bonds. History has
shown that it is impossible to predict which sectors will outperform and
when the outperformance comes. Maintaining the proper balance within
stocks this year allowed an investor to capture gains in large-cap stocks
through the summer and then the gains from the small-cap stocks this fall,
which have recorded a record month in November.

BeneÀW of a Financial Life Plan

A portfolio without an FLP is just a pile of money without a purpose. The FLP
brings purpose and direction to an investor·s portfolio, toward meeting both
long and short-term Ànancial goals and not just rates of return. Keeping the
focus towards Ànancial goals allows clients to ¶tune out the noise· of short-term
market changes.

The FLP modeling program used at Prato Capital accounts for stock market
Áuctuations not only like we have seen this year but have seen in years past.
Again, this allows our clients to focus on reaching their overall Ànancial goals
and not the ups and downs of the stock market.

2020 has served as a reminder of how quickly everyone·s life can change and
shows the importance of otheraspects of the FLP, like proper life and disability
insurance and the need for estate planning.

Conclusion

WLWK WKH SaQdHPLc aQd HOHcWLRQ WKLV \HaU, 2020 KaV bHHQ a dLVUXSWLYH \HaU LQ
PaQ\ Za\V. II ZH cRQWLQXH WR XVH KLVWRU\ aV a JXLdH, LQYHVWRUV Pa\ ILQd WKHLU
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SRUWIROLR OHVV dLVUXSWHd aQd bHWWHU SRVLWLRQHd IRU WKHLU IXWXUH ILQaQcLaO JRaOV. TKH
bHVW WRRO WR NHHS WKaW ORQJ-WHUP IRcXV IRU aQ\ LQYHVWRU LV KaYLQJ WKaW FLQaQcLaO
LLIH POaQ. AQ FLP bULQJV SXUSRVH WR LQYHVWPHQWV aQd SURYLdHV a JXLdH WR ZKaW
caQ bH acKLHYabOH ZLWK WKRVH LQYHVWPHQWV. IW aOVR bULQJV HYHU\WKLQJ LQ a cOLHQW¶V
ILQaQcLaO OLIH WRJHWKHU LQ RQH SOacH aQd aOO ZRUNLQJ WRZaUd RQH JRaO.

´ThRVe ZhR fail WR leaUQ fURm hiVWRU\ aUe cRQdemQed WR UeSeaW iW.µ
– WinVWon ChXUchill (1948).
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