
The global equity markets produced a very healthy gain in the third quarter.  The positive returns occurred in July and 
August, during which investors appeared encouraged by the combination of better-than expected economic data and an-
ticipation for continued fiscal and monetary stimulus.  Towards the end of the quarter, the narrative turned less optimistic 
causing stocks to move modestly lower amid mounting concerns about the upcoming U.S. elections and a resurgence in 
COVID-19 cases.  Regardless of the mini September slump, the rally off the March lows has been breathtaking and re-
markably resilient with the S&P 500 hitting a new all-time high on September 2.  The rally persisted despite record levels 
of new infections and fading stimulus hopes as investors bid up the valuation of a narrow segment of the market, extend-
ing the outperformance of growth and momentum stocks relative to value.  In particular, the latter half of August saw a 
marked acceleration in the performance of the large-cap tech names with indications pointing to the run-up being driven 
by outsized buying of short-dated call options.  The consequent hedging from market makers that is associated with risk 
management helped to push prices for these few stocks even higher.  Momentum traders also jumped on the accelerating 
trend. So, it's not surprising that we witnessed such an outsized move higher in the large-cap tech space to close out Au-
gust.  However, the process also works in reverse when the eventual selling takes place.  Those same glamour tech stocks 
saw pressure to the downside as option positions unwound and the associated hedging required further selling in the cash 
market.  All said, big-cap tech made a complete round trip that certainly produced a shift in investor sentiment.   

The upcoming fourth quarter promises to be eventful with US elections looming.  I recognize that, inherent in any 2-party 
system, it’s usually necessary to hold your nose about some aspects of your chosen candidate.  This year seems more 

challenging than most.  In my opinion, it’s too bad that they both 
can’t lose.  Regardless, financial markets are great at discounting 
all of the available information.  What they don’t like is uncer-
tainty.  Given that equity market volatility is trending lower and 
credit spreads are contracting as stock prices rise, the markets 
seem to have already decided on the winner or, possibly, that it 
doesn’t make a difference who wins.  Summer concerns over the 
implications of a ‘Blue Wave’ election result appear to have sub-
sided.  Worries about debt, deficits and taxes aside, the stock 
market seems to like the idea that a hypothetical Biden admin-
istration will spend lots of money in an effort to stimulate eco-
nomic growth.  (Reducing the daily threat of political uncertainty 
via Twitter blasts certainly wouldn’t hurt either!)  While some 
think that increasing future taxes could put a crimp in equity pric-
es, others think the markets could surge as investors move to 
bake in a significant January stimulus package. It could go either 
way, but it does seem clear that the market narrative is in a good 
place right now as volatility falls and confidence builds.  If all the 
political choices are bad, maybe it doesn’t make a difference who 
wins?  Or maybe markets are reminding us that political cycles 
are often of short duration and this too shall pass? 
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Total Return % 

  3 month  12 month 

S&P 500  +8.9  +15.2 

Nasdaq Composite  +11.2  +40.96 

Russell 2000  +4.9  +0.4 

MSCI EAFE  +4.8  +0.5 

Barclays High Yield  +4.6  +3.2 

Treasury Bond Rates  9/30/20  9/30/19 

2 year  0.13%  1.63% 

10 year  0.69%  1.68% 

Barclays U.S. Aggregate  +0.6  +7.0 

MSCI Emerging Markets  +9.6  +10.5 

	

Source: US Treasury, LPL Financial Research)  Indices cannot be invested into directly. 

Past results are no guarantee of future performance 
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The	Impacts	of	Low	Interest	Rates	

Global interest rates are really low.  Declining rates have been the trend in the US for almost 40 years.  The all-time 
high for the 10-year Treasury was 15.8% in September 1981.  The low was last August at 0.5%.  At that level, the 
real rate (the rate taking out inflation) is negative.  Borrowing costs below the rate of inflation are of extreme signifi-
cance in the investing world.  Low rates like today’s exert influence in a broad variety of ways. 

�� Most obviously, low interest rates make financing cheaper.  Anything that requires financing becomes more at-
tractive because the cost of debt is lower.  That’s stimulative to both the economy and financial markets because 
individuals and businesses are more likely to spend, borrow and invest (ceteris paribus). 

�� Lower rates increase the present value of future cash flows.  We naturally prefer a dollar today versus an uncer-
tain one in the future.  That's why future cash flows are worth less than current.  The rate of that discount depends 
on the risks involved with waiting as well as prevailing interest rates.  If prevailing rates are low, the discount rate 
is lower.  The lower the discount rate, the higher the price investors are willing to pay for a future income stream.  
For example stocks, which are a claim on the future earnings of a company, become more valuable as rates de-
cline.   

�� A low risk-free rate brings down required returns all across the investment spectrum.  The yield on the 30-day 
Treasury bill is often referred to as the risk-free rate.  There’s no credit risk since it’s backed by the US Treasury 
and there’s no risk of losing purchasing power to inflation because repayment at maturity is only days away.  As 
investments increase in terms of the level of uncertainty, investors demand an incremental “risk premium”.  Con-
sequently, if the risk-free rate is lowered, the returns required by investors for all other investments are lowered as 
well.  This works all through the risk spectrum.  Changing the risk-free rate has the potential to reset the returns 
on everything. 

�� Most decisions in investing are relative decisions.  Investors search for the most attractive opportunity with the 
highest perceived risk-adjusted return.  Thus a great deal of the selection process is comparative.  “I’m consider-
ing buying X.  How does its risk/return proposition compare with the one on Y?”  That means the lower the re-
turn is on Y, the less X has to offer to be the superior investment.  And if X is to offer less return, the way it gets 
that way is through an increase in its price.  Thus, assets and asset classes are inherently interconnected.  Money 
moves from one asset class to the next in search of the best bargains, which get bought up until they’re at equilib-
rium with everything else.   

�� When investors require lower risk premiums, that leads directly to higher prices now and lower future returns.   
 

Naturally, low interest rates and the resultant low prospective returns encourage risk tolerance and reaching for return. 
We’ve seen this repeatedly throughout history.  When a lower risk-free rate pulls down required returns across the 
capital spectrum, most assets promise less return than they used to.  That means people who in the past got the return 
they want or need from an asset with a given level of risk now have to accept more risk in order to try for that same 
return.  Consequently, the level of the risk-free rate can make low investment returns on risky assets seem attractive. 
Thus, today, it seems to me that most assets are offering expected returns that are fair relative to their expected risk, 
relative to everything else.  But the prospective returns on everything are about the lowest they’ve ever been.  Conse-
quently, the interest rates resulting from the expansionary monetary and fiscal policy blithely practiced by the Fed and 
Congress will have a significant impact on our portfolio returns for a great many years. 
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Things	That	Probably	Only	Brad	Cares	About	I	Actually	Read	it	Somewhere	
Warren G. Harding-May 14, 1920. 
“America’s present need is not heroics, but healing; not 
nostrums, but normalcy.  My best judgment of America’s 
need is to steady down, to get squarely on our feet, to 
make sure of the right path. Let’s get out of the fevered 
delirium.”  
 

Niall Ferguson 
“But that’s the trouble with voting for normalcy. Remem-
ber, Americans did just that, overwhelmingly, 100 years 
ago. What they got was the Roaring Twenties, followed by 
the Great Depression, followed by World War II.”  
 

John Cochran 
“If you want to get mad about federally subsidized student 
debt, two other problems seem much worse. First, it ap-
plies without regard to major, i.e., to whether the proposed 
plan of study will lead to employment at higher wages. 
Here there is a complaint to campus leftism: Student debt 
subsidizes professors who teach classes in left-wing poli-
tics that prepare you to be an Antifa protester, but not a 
taxpaying worker. Also student debt is currently partially 
forgiven if you work in a non-profit or government, pre-
cisely the opposite of a good incentive.” 
 

People.com 
“Election Day is approaching, and what better way to 
mark the occasion than with a Susan B. Anthony Barbie 
doll?  For Mattel's Inspiring Women Series, the company 
revealed a doll of Anthony in honor of her "pioneering 
efforts and far-reaching impact" in the fight for women's 
suffrage” 
 

Howard Marks’ 
“Great investments are often made when an investor is 
willing to buy something no one else will touch at any 
price. We were able to do just that in past crises, because 
what you needed was money to spend and the nerve to 
spend it, and we had those things when most didn’t. Other 
investors’ lack of money and nerve in past crises made 
them great times for buying. Today, thanks to the Fed and 
Treasury, everyone’s got a lot of both. That makes things 
much tougher. “ 

The picture above is a genuine “Bradley” circa 1972, the 
culmination of what I call my Teutonic plein-air period.  
While certainly no one could confuse me with Leonardo as 
either an artist or Renaissance polymath, I think the paint-
ing has charm even if it shows little talent.  I was an ado-
lescent at the time of my artistic peak with the attention 
span that you would expect.  Consequently, my total 
“artistic” output is limited to 4 paintings, all during my 
first year in college.  The Bradley signature is a little em-
barrassing.  In my life, there have been only two people 
allowed to call me that, my mom, who loved the name, and 
my 1st steady girlfriend.  She’s the one who insisted I sign 
my masterpieces as “Bradley”.  Of course, a few years lat-
er, no one could have persuaded me to do that.  But, it was 
excusable then because I was young enough to believe that 
she had monopoly power over an activity that was of great 
interest to me.  So, that’s why my artistic nom de plume 
was Bradley instead of Brad. 

I took lessons from a neighbor who was an artist by avoca-
tion.  Hilda was a recent German immigrant who seemed 
ancient at the time but was probably 50ish.  She was very 
sweet and was quite evangelical about spreading the joys 
of oil painting.  She was also quite adamant that Hitler 
wasn’t such a bad guy because “he took care of the old 
people”.  Even to a callow youth, that seemed like selec-
tive memory.  Certainly not “woke” by current standards, 
and based on the picture above, in addition to being politi-
cally suspect, Hilda wasn’t much of an art teacher either! 

 



Past performance does not guarantee future performance and your actual results will vary. These opinions are for general information only and are 
not intended to provide specific advice or recommendations for any individual. Consult your attorney, accountant, or tax advisor with regard to your 
individual situation. The S&P 500 is an unmanaged indexes reflecting the overall returns attained by leading US stocks. The MSCI EAFE is com-
prised of large company stocks in established foreign markets.  The MSCI EM (Emerging Markets) Index is a free float-adjusted market capitaliza-
tion weighted index that is designed to measure the equity market performance of the emerging market countries of the Americas, Europe, the Mid-
dle East, Africa and Asia. Govt bonds and T-Bills are guaranteed by the US government as to the timely payment of principal & interest and, if held 
to maturity, offer a fixed rate of return a& principal value. The Barclay’s  bond indexes are representative of total returns earned by various seg-
ments of the bond market.  Indexes cannot be invested into directly & are unmanaged.  International and emerging market investing carries special 
risks such as currency fluctuation and political instability.  The Russell 2000 Index is an unmanaged index generally representative of the 2000 
smallest companies in the Russell 3000 index, which represents approximately 10% of the total capitalization of the Russell3000 Index. The Bar-
clays  High-Yield Market Index captures the performance of below-investment-grade debt issued by corporations domiciled in the United States or 
Canada. Stock investing involves risk including loss of principal. Bonds are subject to market and  Interest rate risk if sold prior to maturity. Bond 
values and yields will decline as interest rates rise and bonds are subject to  availability and change in price.  Economic forecasts set forth may not 
develop as predicted and there can be no guarantee that strategies promoted will be successful. No strategy assures success or protection against 
loss. The NASDAQ Composite Index measures all NASDAQ domestic and non-U.S. based common stocks listed on the NASDAQ Stock Market. 
The market value, the last sale price multiplied by total shares outstanding, is calculated throughout the trading day, and is related to the total value 
of the Index.  The prices of small cap stocks are generally more volatile than large cap stocks. International investing involves special risks such as 
currency fluctuation and political instability and may not be suitable for all investors. These risks are often heightened for investments in emerging 
markets. 

 

Business Philosophy 

Our objective is to make working with us a pleasant as well 
as rewarding experience   

�� We take our responsibilities seriously 

�� We return calls promptly 

�� We’re nice when someone does call 

�� We don’t lie or mislead 

�� We do what we say we’re going to do. 

�� We’re knowledgeable and  current in our discipline 

�� We admit (infrequent) mistakes and do our best to right 
the wrong 

�� We listen to suggestions and take them seriously 

�� We work in your best interest in the most straightfor-
ward and transparent way possible 

Brad Lancaster is a Registered Principal with and securities 
offered through LPL Financial, Member FINRA/SIPC 

Enclosed please find our newest regulatory document, SEC form CRS 
(Customer Relationship Summary). According to  the Securities Ex-
change Commission, the relationship summary is designed to assist retail 
investors with the process of deciding whether to (i) establish an invest-
ment advisory or brokerage relationship, (ii) engage a particular firm or 
financial professional, or (iii) terminate or switch a relationship or specific 
service.  We’re also including our current Privacy Policy state-
ment.  Please call us if you have any questions regarding either.  Please 
notify me in writing if you would like a hard copy of our full ADV part 
2A brochure or if there are any changes to your financial situation or in-
vestment objectives  

Leading the Descent 

Thank You ! ! 

Special thanks to the following people for referring 
their friends, family and associates 

Kim Rouse 

 

 

The Creek fire has been horribly devasting.  It seems 
like it’s been burning forever.  It’s now late October 
and still barely 50% contained.  It’s less than 10 miles 
from our place in Mammoth  Depending on the wind 
direction, the skies can be crystalline blue or a murky 
smokey grey.  The two pictures show a normal day 
and then a typical afternoon as the smoke rolls in. 


