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Stock Markets Performance

Stock markets around the world rallied in the second quarter of 2020, recouping much of the ground lost in the first quarter of the year as the Coronavirus pandemic shook the overall economy and dominated headlines. The tech dominated Nasdaq Composite Index
returned to all-time high territory in June while the S&P 500 and Dow 30 ended the quarter 7% and 11% off previous highs respectively. The strong stock market amidst all the uncertainty in the economy has been a head-scratcher for many. Throughout this presentation
we’ll look at the performance of different sectors, several asset classes, some leading and lagging economic indicators, and some of the government policy that has been implemented – all of which may help to shed some light on these confusing times. At the end of the
day however, the stock market has mostly reinforced a few of the guiding principals we should all remember: markets are not predictable in the short term, stock prices are driven purely by supply and demand, and while markets are influenced by the broader economy
they are not directly linked.

US Sector Performance

During a recession, defensive sector companies are generally expected to outperform those that are cyclical. These companies are expected to be more resilient to economic downturns as they produce essential goods and services. In the 2nd quarter of 2020, the
defensive sectors all produced modest positive returns, but cyclical sectors recovered from the Coronavirus selloff posting significantly higher returns on average. Consumer discretionary companies and materials producers especially recovered as retail spending showed
signs of recovering and new construction/manufacturing activity remained stronger than many expected. The sensitive sectors tend to be less correlated to economic cycles in general. The sectors within the sensitive category all posted impressive gains led by Energy,
where underlying commodity prices saw some recovery, and technology, where many companies seem to be benefitting from the changes brought on from the pandemic.

Asset Class Performance – Trailing Periods

When we looked at asset class performance in the first quarter of 2020, exposure to treasuries and other bonds was a big focus. Fixed income was protecting downside and providing returns with negative correlation to stock market results, reducing overall portfolio risk.
In the second quarter higher risk assets made a comeback and bonds lagged. Commodities and real estate gained back some of the ground lost in the first quarter but still have largely negative returns year-to-date. Value stocks continued to underperform those in
growth indices while small caps edged out larger companies. The volatile markets of 2020 seem to be benefitting the assets on the far ends of the risk spectrum more so than those considered moderate. With more volatility likely due to uncertain macro events,
remaining diversified looks to be a wise decision.

Asset Class Performance – Quarter by Quarter

The second quarter of 2020 marked the first time since March of 2019 that all of our asset classes represented here posted positive returns. As we’ve noted many times in past reports, the varying returns across asset classes in this table support the concept of
diversification over that of choosing the right exposure at any given time. Risk has proven to pay a premium, however, even with a recessionary period now included in our table indicating that if you have a long investment horizon there is benefit to being over weighted
in stocks compared to other assets.
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The fed stayed active in their pursuit of easing over the last few months. In an unprecedented move, reserve requirements were lowered to zero while actual reserves skyrocketed to all-time highs. This could be an indication that financial institutions are not
incentivized to lend even as deposits are increasing. Open market operations, where the fed buys and sells assets in the open market, continued with an apparent effort to keep rates low by reducing the supply (and therefore creating demand) for treasuries and
mortgage debt. This activity, coupled with the still historic low benchmark fed funds rate, has maintained very low interest rates. It’s apparent that the fed intends to take a hawkish (active) approach to combating the economic weakness brought on by the coronavirus
pandemic.

Housing Indicators

Housing data made an impressive comeback in the last few months. Sentiment indicators bounced right back to pre-COVID levels with mortgage rates moving even lower and building, buying, and price data all moving upwards. Refinancing remains a top driver of
mortgage activity but new home sales data has ticked above levels from one year prior.

Interest Rates

Rates remain historically very low in the wake of some minor steepening in the most phases of the treasury curve. The lowest duration and longest duration rates rose slightly, while the middle of the curve rates dipped. These moves lower at the shortest end of the
curve have been driven by the fed keeping rates low while the longer duration steepening may be a sign of bullish investor behavior toward stocks and early signs of expected inflation. Notable on the interest rate table here is the sharp moves lower in high yield
corporate debt. These lower rates creditors were hit hard in the beginning of 2020 but rates have began moving down for these borrowers.

Trade & Dollar Strength

Has the pandemic affected goods and services moving around the world? It sure looks that way, especially overseas as indicated with trade between EU and USA, China and USA. Energy imports have especially declined in US reaching the lowest levels since the late 1990s.
The dollar weakened slightly against most major currencies possibly as a reaction to unprecedented amounts of government stimulus spending.

Leading Indicator Summary & Trends

Most leading indicators moved in a positive direction based on the data released in the last 3 months. Manufacturing saw an impressively big uptick after a few months of slumping activity. Housing data showed some modest declines, but mostly due to upward revisions
on past data. Retail sales and consumer sentiment both moved in the right direction but the latter is still significantly lower than highs from pre-recession times.

Employment Situation

2020 has proven to be a year of extremely volatile employment data. We’ve seen swings of unprecedented values as record numbers of workers applied for unemployment insurance and subsequently returned back to work at some capacity. The U-6 data on this chart
includes “under-employed” persons as well as unemployed indicating that a large number of people are working but earning less than they would at full employment. While initial claims are much lower than they were a few months ago, we’ve still seen 17 straight weeks
with more than 1 million people filing for benefits. With the extended unemployment benefit scheduled to cease soon, it will be a number we’re keeping an eye on each week.

Consumerism

Recently released retail sales data indicates that the US consumer is making a comeback after a sharp downturn between March and May. The retail sales figures released in June, 2020 were the highest on record as Americans resumed large purchases like automobiles.
Other data, however, indicates that people are still saving more of their money and less confident about the economy. Consumer sentiment is hovering in the mid 70s while savings deposits and savings rates are making new highs.

Spending Spreads

A closer look at retail sales data indicates that spending patterns are returning to normal. At the height of the COVID recession we saw spending on food and groceries jump while all other types of spending declined sharply. These trends seem to be trending back to usual
levels now in both regards.

Government Spending & Debt

It’s been a time of record stimulus and spending as the US Government has been looking for ways to minimize the impact of coronavirus shutdowns on businesses and the American people. We’ve yet to see the data released on the total US public debt but expectations
are that it will grow by a whopping 19% over the next 12 months. Treasury outlays have also been significantly higher than ever before, dwarfing anything from the 2008 financial crisis recession.

The COVID-19 Recession

Here we have a chart showing stock market values and GDP over the current recession so far as well as the past two. The magnitudes of movements in both this time around are apparent from looking at this chart. The “V” shaped recovery that seems to be taking place in
the stock market is yet to be seen from a GDP perspective.
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