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Our Mission is to help people with complex financial needs experience an EXCEPTIONAL life.
Our Website www.boxfinancialadvisors.com: easy access to account login, office directions, and more!
Our Investment Committee

Our Team

Each quarter our Investment Committee meets
to review the markets and economy. Three
voting members review significant market data
and hear from current advisors and appropriate
support staff. When necessary the Committee
adjusts the model portfolios managed by the
firm. Our quarterly newsletter represents the
Committee’s general thoughts behind any
adjustments.

B

ox Financial Advisors engages in quarterly service activities with local charities. Due to

the precautions taken in response to the spread of COVID-19, our team was unable to take
part in serving meals at the Ronald McDonald House in Minneapolis as previously
scheduled. As a result of our work with our clients, we were able to make a monetary
donation to Ronald McDonald House.
The families who visit the Ronald McDonald House report that complimentary meals are
the most important service provided. Visit www.rmhtwincities.org/mealsmatter/ for
information on how you can help during this time.

F

or many, a great summer memory is lying down and looking up at an uninhibited view of the night

sky. The majesty and vastness of it all is both mesmerizing and captivating. In many ways, realizing what we
see is so far away and the details are hidden from the naked eye adds to the wonder of a clear night sky.
In 1608, Galileo was given credit for enhancing the telescope. His work has brought much understanding of what is
beyond our natural sight. Just as an astronomer uses a telescope to gain understanding of what is beyond our
atmosphere, most stock market investors use data and research to understand what is beyond the present moment in
the economy.

What Was
There is nothing normal about the
nature of this cycle. We have never
seen a health crisis morph into an
economic crisis by virtue of a
government-mandated, full-stop
shutdown. As we move forward, the
picture of how bad things were during
the low point near the end of March is
coming into view. The Dow Jones went
from 29,551 to 18,591 in 39 days, a
decline of about 37%! Unemployment
went from 3.5% in February and spiked
to a peak in April of 14.7% after nearly
22 million net jobs were lost in March
and April (LPL Mid-Year Outlook). GDP
in the second quarter was a drop of
32.9% after the first quarter saw a
contraction of 5% on an annualized
basis. For the full year, expectations
indicate a contraction of 3-5%, but
most economists are looking beyond

this and beginning to wonder how
quickly everything can bounce back.
Will the recovery be a V, W, U, or even
something resembling a square root
sign?

What Is
The worst of the economic data
came around the end of March and
early April, so where are we now? We
are in the middle of a great data
disconnect. The stock market has
rebounded sharply, and some
economic data is beginning to look
positive, but everyday life
doesn’t always feel as rosy as these
data points suggest.
The Federal Reserve (FED) swooped
in and created policies to put cash into
the economy with three major pillars
(Blackrock Mid-Year Outlook). The first
was giving stimulus directly
to individuals instead of running the
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Figure 1: Source: US Bureau of Labor Statistics.
Figure 2: Source: LPL Research, Bloomberg 6/30/2020 — Data are from 1950-2019.
Figure 3: Source: JP Morgan Guide to the Markets—U.S. Data are as of 7/31/2020.

money through federal institutions.
This stimulus has, thus far, helped
bridge the gap by giving consumers an
extra unemployment check of $600/
week per person increasing incomes
by 10.5% and helping consumer
savings rates jump to 33% (LPL MidYear Outlook). The four stimulus
packages passed so far have totaled
nearly $3 trillion and the fifth package
could add more than $1 trillion to that
number (LPL Mid-Year Outlook).
The second policy pillar is the
increase of the Fed balance sheet. To
date, the FED has increased the
balance sheet by about 13% of GDP
(LPL Mid-Year Outlook) through
purchasing treasuries, corporate, and
high yielding bonds.
The third pillar has been to reduce
interest rates. The FED has reduced
interest rates to near zero, and we do
not expect them to increase any time
soon. Dallas FED President Kaplan
expressed he is open to overshooting
the inflation target of 2% stating, “We
should keep rates lower for longer.”
Unemployment has begun showing
signs of improvement with the June
rate coming in at 11.1%. Job openings,
as measured by the JOLTS report, was
7,012,000 in January and dropped to a
low of 4,996,000 in April, and has
rebounded to 5,397,000 in May
(https://fred.stlouisfed.org/series/
JTSJOL). Consumer spending is
approximately two-thirds of U.S. GDP
and growing so we watch consumer
data very closely. Retail sales
contracted about 15% in April year
over year, but in the month of June
this data point is actually a positive 5%
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from the previous year (https://
fred.stlouisfed.org/series/RSXFS).
The National Federation of
Independent Business (NFIB) is
reporting small business sentiment has
rebounded 13% from its lows and sees
small business remaining optimistic
about a short-term recession.
Manufacturing, as measured by the
purchasing managers index, is back in
expansionary territory at 52 (https://
tradingeconomics.com/united-states/
business-confidence). We expected
second quarter earnings to drop
considerably, but as companies
reported dismal earnings for Q2, many
are projecting stronger and positive
earnings guidance for Q3.
So how can we have a disconnect
from the market and what we are
experiencing today? The market tries
to predict where the economy will be
approximately six months from now,
and they are seeing these indicators
begin to turn the corner and pick up
leading to optimism in the
marketplace. That is how we have the
disconnect, so the real question is –
can we continue this trajectory?

schools stay open and parents try to
What Could Be
work from home and raise their
If the trajectory of economic
children? Will we get a vaccine?
improvement is to continue, many
Positive answers to these questions
variables will need to be navigated.
would certainly lead to confidence in
How will the United States respond to
reopening the economy fully. On the
COVID-19 moving forward? States are
other hand, a failed or delayed
moving forward with reopening plans
vaccine, more lockdowns, and/or more
at different speeds and plan variations. outbreaks would possibly lead to a
We find optimism in states acting
lengthened recession, which would be
seemingly more independently. We
more challenging to navigate.
believe such independence would
We expected 2020 to be a volatile
keep a general hard stop from
year due to the presidential election,
happening and a greater concentration and we are beginning to see election
of targeted defense strategy in this
tensions increase. Election years have
fight. The risk of a second wave
historically caused short-term volatility
remains. This risk raises many
based on the latest polling figures and
questions for the next quarter. Will
the changing expectations about the
next administration. History tells
Figure 3
us the best results for the
marketplace is a split congress
because the marketplace wants
checks and balances (LPL Election
Preview). History also tells us
recessions before an election are
not good for the incumbent
president. Each historical
evidence shows us the economic
movement over the next few
months should be a critical
indicator and a passionate issue

for both parties to debate before the
outcome of the November elections
(LPL Election Preview). Bottomline,
Americans often vote with their
pocketbook in mind.

one-year treasury are paying almost
nothing to investors. Even some fixed
income asset classes have become
increasingly expensive to own as
government entities and the FED are
purchasing these assets.

A

s we wrote about earlier, the

stock market tries to predict where the
economy will be. The greatest difficulty
for the market now is that future
earnings are as hard to predict as they
have ever been. Price to earnings ratios
are currently high, but how much
weight can we put in earnings
numbers? Are we truly going to see
companies have depressed future
earnings, or will business rebound and
be able to return to pre-COVID-19
levels? With these questions and
questions about low interest rates,
stimulus increasing demand for market
assets, and potential vaccine and
treatment breakthroughs, it is hard to
place too much emphasis on current P/
E ratios.
Non-equity sectors aren’t providing
much clarity either. With interest rates
near zero, even Capital Preservation
options have had difficulty finding any
kind of return. Bank accounts and the

G

alileo has been called the "father

of observational astronomy". With his
new high-powered telescope, he was
first in a remarkable series of
discoveries, including the four biggest
moons of Jupiter. Understanding the
patterns and unlocking the secrets of
the universe is exciting and challenging,
but much of it can only be seen
through a telescope.
This year the market has been cycling
at warp speed and in a way, nobody

could have predicted, but what do we
expect for the second half of the year?
It's especially difficult to make forecasts
during a global shock like the COVID-19
pandemic, but as we look beyond the
present, we see an economy wanting
to return to normal. As personal
savings jumped from averaging 6% to
over 33% and small business spending
down 33%, we see an economy with a
pent-up desire for normal only adding
more fuel to the fire of a potential
boom. But the boom will wait for a
vaccine or therapeutic treatment. So,
we wait. In our waiting, we will see
greater volatility, further testing our
patience. Yes, consumers,
governments, and business will
become exasperated waiting for a
return to normal, but a new normal will
emerge, one with greater optimism
and knowledge from our experiences.
Investing, whether it is in yourself,
marriage, your children or your
retirement, is an act of optimism.
Today we are optimistic that we will
emerge from this crisis and forge a
stronger path ahead. Long-term
investment success does not require
precisely picking market tops and
bottoms. That's gambling on moments
in time. Investing should always look
through the “telescope” of time.
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