
Equity Market Update
Major world equity indexes continued to advance in the third quarter as scientists brought us closer to a vaccine for
COVID-19 and treatment protocols improved. Performance has varied widely across the indexes. The Nasdaq
composite index, which has a heavy weighting in technology stocks, is up 25% in 2020. Meanwhile, the S&P 600
small-cap index has fallen 15% in 2020, and international indexes remain negative for the year. Companies whose
revenues and earnings were resilient to the economic impact from the virus have performed very well, while those
whose fortunes are tied closely to the economy have not fared as well.

Technology stocks have performed very well in 2020 as many of these companies have secular growth themes. For
example, a number of software companies have greatly benefitted from the work from home economy and have
demonstrated improving revenues and earnings. We believe that these companies will continue to perform well
even when COVID-19 is hopefully a distant memory.

We are beginning to see economically sensitive companies begin to recover as economies open up. For example,
industrial and material stocks are rebounding. This is encouraging as it broadens the participation and signals that
we are getting closer to normal economic activity. Investors are looking forward to corporate profits rebounding in
2021 and are bidding up equity prices in anticipation of this.

Developed international markets
have also rebounded, but not to
the extent of the U.S. This is due to
the fact that the U.S. has a heavier
weighting in technology stocks and
a lesser weight in financial and
energy stocks, which have lagged in
2020. As general economic activity
improves, we expect international
equities to begin to recover.

Emerging market equities have
performed better than developed
international equities. A heavier
allocation to technology stocks has
been the primary reason for the
divergence in performance. In
addition, the virus is well contained
in many emerging market countries
which has helped their economies
rebound faster. This is particularly
true in China and South Korea.
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Total Return Performance for the 
Major U.S. and International Stock Market Indexes

Equity Index
YTD

September 30, 2020

United States

Dow Jones Industrial Avg.:  30 Stock 
Composite -0.91 %

S&P 500 Composite:  U.S. Large Cap 5.57 %

NASDAQ Composite:  Technology Heavy 25.40 %

S&P 600 Small Cap:  U.S. Small Cap -15.26 %

International

MSCI EAFE Large Cap:  
Europe, Asia & Far East Large Cap -6.69 %

MSCI EAFE Small Cap:
Europe, Asia & Far East Small Cap -3.92 %

MSCI EM Emerging Market:
Emerging Market Countries -0.96 %

Source:  Bloomberg, L.P.



U.S. Economy
U.S. Gross Domestic Product (GDP) shrank 31% in the second quarter of 2020 due to the economic impact from
COVID-19. It is important to remember that the natural direction of the U.S. economy is to expand. What
happened in the second quarter is unprecedented in our lifetime, and hopefully never to occur again. We expect
to see a big pickup in GDP in the third quarter because many parts of the economy opened up. The U.S. economy
is well on the path to recovery, as restaurants and general retail stores have re-opened and consumers are
spending again.

Source: JPMorgan Guide to the Markets 9/30/2020

It appears likely that a vaccine for COVID-19 will be available later this year which will be a welcome
development. While the vaccine will certainly help the economic recovery, improving treatment protocols will
likely have a bigger impact on the containment of the virus in the near to intermediate term.

The Federal Reserve has performed admirably in taking numerous measures to help our economy weather the
COVID-19 crisis. While additional government stimulus has not been forthcoming, we believe that the economic
recovery is not dependent on such aid, although it would provide a temporary boost.

U.S. ISM Manufacturing and Non-manufacturing Index readings in September indicate that the expansion
continues. After over 20 million jobs were lost in April, over 11 million jobs were created since then, which is very
encouraging. The unemployment rate, after peaking at 14.7% in April, has almost been cut in half to 7.9% at the
end of September, which is remarkable. We expect the rate to continue to fall, but at a slower rate going
forward.

International Economy
COVID-19 has led to the deepest global recession since the second world war. This has been caused by
government imposed economic shutdowns in an effort to reduce the transmission of the virus. A recent study by
the International Monetary Fund has found that, predictably, countries with more stringent lockdowns have
experienced sharper GDP contractions. For example, Sweden which had the least restrictive measures, has
performed the best. Continental Europe, which took more restrictive measures, has had much sharper GDP
contraction.
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U.S. Equity Market Outlook
After dropping over 34% at the trough in March, the S&P 500 has rallied to positive for the year. As the chart
below highlights, past history shows that it is quite common to have significant rebounds from intra-year lows,
although the speed of the 2020 recovery has been remarkable. We believe that the market sold off sharply
early in 2020 due to the high level of uncertainty over the effect of the virus on corporate profits. While many
small companies were negatively impacted, many of the large companies which comprise the S&P 500 index
were either modestly impacted or actually helped by the shutdown.

A lot of media attention has been focused on the seemingly irrational performance of the positive return in the
S&P 500 index compared to the weakness in the general economy. It is important to remember that the S&P
500 is not representative of the economy. For example, the top five companies in the S&P 500 (Apple, Amazon,
Microsoft, Alphabet and Facebook) comprise 22% of the index, but do not represent 22% of the economy. Your
local dry cleaner or restaurant, which have been negatively impacted by the economic shutdown, are not in the
S&P 500 index.

After pulling back in September, the S&P 500 has resumed its advance. We are beginning to see more
participation in economically sensitive areas of the market, which we view as healthy. We will be paying close
attention to third quarter earnings reports that are due to come out beginning in mid-October. We expect that
many company management teams will tell a bullish story of the future, which we believe will be the catalyst for
the market to advance further.
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International Equity Market Outlook
We expect that emerging market equities will continue to recover as their respective economies begin to gain
steam. Emerging market equities are well positioned to advance as their economies are largely open now.
Additionally, the social safety net is non-existent in many emerging market countries and citizens must return
to work.

European equity performance will largely depend on how their economies perform as many of the companies
in European indexes are cyclical and dependent on general economic growth. Active equity managers, who
are able to steer away from industries that will take longer to recover, will be well positioned to outperform
general market indexes.

Source: JPMorgan Guide to the Markets 9/30/2020



Fixed Income
Due to the economic impact of the COVID-19 crisis, the U.S. Federal Open Market Committee (FOMC) has stated
that they will keep the Fed Funds rate at the 0% to 0.25% range for at least the next two years, even when the
economy and inflation picks up. This is sending a significant signal to fixed income and equity markets solidifying
the fact that the FOMC will not do anything to hurt the economic recovery, which we have seen many times in the
past.

The 10-Year U.S. Treasury yield remains at a historically low level and is currently at 0.68% as of September 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
It has certainly been an eventful year in the markets. For investors, it has felt like a wild ride on the market roller
coaster. There have been a lot of twists and turns but the ride is almost over, and our hair is falling back into place.
Just as you don’t want to jump off a roller coaster in the middle of the ride, the same is true in equity and fixed
income markets. Riding out market volatility is the best way to arrive safely at your financial destination.

Market pundits are predicting market volatility around the election, which may or may not happen. We do know
that a duly elected President and Congress will be installed in 2021, and the markets will cheer, regardless of the
outcome. It is important to remember that markets dislike uncertainty more than the actual events. After the
tumultuous year we are finishing, 2021 will likely be a walk in the park, which should be good for equity markets.

We are fortunate to live in a country with so much investment opportunity. It is easy to forget that many of the
largest companies in the S&P 500 index were much smaller companies 10 years ago. Many of the companies going
public today have enormous opportunity that will be realized over the coming years. Investors would be better
served finding and investing in great growth companies that are being formed and going public in the U.S., rather
than focusing on the doom and gloom media reports about the election or politics in general. The media is trying
to sell ad space, not help you make better investment decisions.

As always, we appreciate the trust you place with us and work tirelessly to keep you informed on what really
matters to help you achieve your investment objectives. We look forward to the opportunity to continue to serve
you.
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This article contains general information and should not be construed as an offer, solicitation, or recommendation with respect to any transaction. 
Readers of this document are not to view its content as creating an advisory relationship or as providing investment advice, legal advice or tax advice.

Forward-looking statements and assumptions are Vestor Capital’s current estimates or expectations of future events or future results. There is no 
guarantee that the views and opinions expressed in this article will come to pass, and inherent risks and uncertainties in the market and current conditions 
could cause actual events and results to differ materially from our predictions and expectations. 

Investing involves risk and is not suitable for everyone. Past performance does not guarantee future returns. Actual results could differ materially from the 
results indicated by this information.

Vestor Capital LLC (“Vestor Capital”) is an SEC registered investment adviser with its principal place of business in the State of Illinois. For more 
information, including fees and services, email vestor@vestorcapital.com to request our Form ADV brochure and Client Relationship Summary.
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