
Equity Market Update
Major world equity indexes rebounded sharply in the second quarter due to a pick-up in economic activity and
better visibility on the path of COVID-19. Notably, the Nasdaq composite index, which has a heavy weighting in
technology stocks, is up almost 16% in 2020. Many of the companies in this index have not had sales significantly
impacted by the economic slowdown due to the secular nature of their businesses, and cash rich balance sheets.
Conversely, the S&P 600 small-cap index has fallen almost 20% in 2020, as small companies are generally more
exposed to the U.S. economy and have weaker balance sheets.

World equity markets sold off rapidly in the first quarter due to the unprecedented shutdown of the world
economy. Investors were uncertain as to the path of the virus and simply exited stocks. As it became clear that we
would be able to effectively manage the COVID-19 virus, investors reengaged in the market. As we commented in
our last quarterly update, we believed investors would begin buying equites which had sold off too much, and this
is exactly what happened.

Of course, not all equities have rebounded to the same degree. Some companies either benefit from or are
immune to the effects of COVID-19 and have rebounded faster than economically sensitive companies. This is
especially evident in the U.S. where large companies such as Amazon, Microsoft, and Apple have performed well,
driving the large-capitalization S&P 500 Index higher.

Developed international markets
also have rebounded, as many
countries have shown great
progress in slowing the spread of
the virus, allowing their economies
to reopen. There are discussions in
Europe about ways to stimulate
their economies. Historically, there
has been resistance to such efforts
due to an aversion to higher debt
levels.

Emerging market equities have
performed better than we have
seen in prior market sell-offs. The
composition of emerging market
indexes has leaned more to the
growing technology sector and less
to highly cyclical companies, which
has helped index performance. In
addition, many countries have
been very successful in curbing the
spread of the virus.
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Total Return Performance for the 
Major U.S. and International Stock Market Indexes

Equity Index
YTD

June 30, 2020

United States

Dow Jones Industrial Avg.:  30 Stock 
Composite -8.12 %

S&P 500 Composite:  U.S. Large Cap -1.65 %

NASDAQ Composite:  Technology Heavy 15.95 %

S&P 600 Small Cap:  U.S. Small Cap -19.50 %

International

MSCI EAFE Large Cap:  
Europe, Asia & Far East Large Cap

-8.76 %

MSCI EAFE Small Cap:
Europe, Asia & Far East Small Cap

-10.82 %

MSCI EM Emerging Market:
Emerging Market Countries

-4.24 %

Source:  Bloomberg, L.P.



U.S. Economy
U.S. Gross Domestic Product (GDP) shrank 5% in the first quarter of 2020, due to the economic impact from COVID-
19. Second quarter GDP will also be negatively affected. The key to focus on is the path to recovery, as opposed to
dwelling on the weak figures currently being reported. As restaurants and general retail stores reopen and
consumers begin spending again, we expect GDP growth to recover.

While we are hopeful that a vaccine for COVID-19 will be available in late 2020 or early 2021, we do not believe
that the economic recovery is totally dependent on this. We are learning how to adapt to the virus as we have
seen the number of deaths drop dramatically.

The Federal Reserve has instituted a number of measures to ensure market liquidity, which has been crucial to our
economy. In addition, government stimulus measures to aid small businesses and consumers has been
instrumental in staving off an even more severe economic contraction than we have seen. There are currently
discussions on another stimulus package, which is expected to be approved before the end of July to further
support the economy.

Global June ISM Manufacturing and Non-manufacturing Index readings were above 50, indicating expansion, which
is incredible given the fact that April and May figures were in the low to mid-40’s, indicating contraction. After over
20 million jobs were lost in April, almost 8 million jobs were created in May and June, which is much higher than
even the most optimistic forecast. The unemployment rate also fell from 14.7% in April to 11.1% in June, which is
still quite high, but a solid improvement. We expect both measures to continue to show progress going forward.

International Economy
We expect economic progress to continue outside the U.S. There has been similar fiscal support to combat the
economic issues that originated due to COVID-19. It is important to remember that many world economies were
performing well before the economic shock from the virus, which will make it easier for them to recover.

Emerging market economies are expected to recover quickly, as their economies were growing faster than many
developed countries and the virus has been well contained in most countries. Additionally, they have been less
dependent on government stimulus than many developed countries.
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U.S. Equity Market Outlook
After dropping over 30% YTD in March, the S&P 500 has rallied to almost even for the year. As the chart below
highlights, past history shows that it is quite common to have significant rebounds from intra-year lows. We
believe that the dire forecasts of 2 millions deaths in the U.S. due to COVID-19 was the reason the market sold off
as hard as it did. The actual death toll to date, while tragic, is less than 10% of that forecast.

Large-cap companies that have strong business models to grow in any environment have propelled the S&P 500
this year. We would like to see small and mid-cap companies rebound, as they have lagged the YTD rally in large-
cap companies. For this to happen, we need to see stronger economic growth in the U.S., which we think is just a
matter of time. Cyclical companies of all sizes have lagged the indices thus far in 2020, as investors await stronger
economic reports before reengaging.

We will be playing close attention to second quarter earnings reports, which are due to come out beginning in mid-
July. Specifically, we will be interested to see what companies are saying about their expectations for the future
more so than the actual earnings, which are generally expected to be weak. If company management teams tell a
bullish story of the future, we believe this would be the catalyst for the market to advance further.

Of course, market volatility is normal as we have seen thus far in 2020, and we would not be surprised if the
market pulled back slightly from here. In fact, we would view this as healthy, as it would provide an opportunity for
investors who have missed the rally to get back into the market, further solidifying the year’s gains.

U.S. Fall Elections
While there will be incessant speculation over how the upcoming election will impact equity markets, we thought
some empirical evidence would be more useful. Market research from Capital Group has shown that whether a
Republican or Democrat claims victory has not been a deciding factor in how an investment made at the beginning
of an election year performed 10 years down the road.

If we were to list all the policy changes, wars, oil and financial crises over the past century, we would not have
enough ink to print them all. Nevertheless, U.S. companies have prospered and grown, and we expect nothing
different going forward, regardless of who wins the Presidency or the makeup of Congress.
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Fixed Income
In response to the COVID-19 crisis, the U.S. Federal Open Market Committee (FOMC) is expected to keep the Fed
Funds rate at the 0% to 0.25% range, for at least the next two years, even when the economy picks up. The FOMC
has stated that they will not do anything to hurt the economic recovery and would rather err on the side of caution.

While there is some talk of inflation picking up due to fiscal and monetary stimulus measures, we have not seen
any indication yet and in the near-term there continue to be deflationary pressures. We are skeptical that inflation
will pick up as we live in a world with excess supply, which is not inflationary.

In response to the economic slowdown, the 10-Year U.S. Treasury yield remains at historically low levels and is
currently at 0.64% as of June 30, 2020. We do not expect much interest rate movement over the coming months
as the short end of the yield curve will be anchored near zero due to the low Fed Funds rate and the longer end of
the curve will stay down due to low inflation expectations.

We expect low bond returns for investment grade bonds for the foreseeable future, as interest rates will remain
low. There is opportunity to generate higher returns in companies that are less credit worthy, but with this comes
higher risk.

While rates are higher for long-term bonds, rates are still not high enough to keep money tied up for long periods
of time. Therefore, we continue to believe that shorter-term bonds are a better risk-adjusted option.

Summary
While market pundits continue to moan that equity markets are out of touch with economic reality, we beg to
differ. Only large-cap companies that have resilient business models have been able to weather the storm. We
view this as a positive, as there are large numbers of companies whose stocks have not yet recovered, due to their
dependence on the general economy. These stocks could be the fuel for the market to advance further.

It always seems that we are dealing with so much uncertainty and yet the market over time continues to advance.
Companies are formed, new inventions are discovered, companies restructure, and the process of creative
destruction continues. The idea of the market always climbing a wall of worry has never been more tested than
today, but we are climbing the wall.

Always remember to not let politics cloud your investment vision, although it can be difficult. We believe that
despite the rhetoric, neither party wants the nascent economic recovery to be derailed due to poor policy.
Capitalism is alive and well and will be the fuel for our country and markets to continue to thrive.

Now is a good time to stop and take a moment to appreciate the fact that we have weathered the worst of the
health and market crisis. For this, we are truly thankful. While there will undoubtably be more storms ahead, we
are ready to tackle the challenges that await in order to protect and grow your wealth.
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