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 Most Risky asset classes continued to perform well during the quarter led by emerging markets, which was up 9.7% with the help of a weaking 
dollar. Large cap also performed well, up 8.9% with large growth stocks, up 13.2%, significantly outpacing large value stocks, up 5.6%. Large cap is 
the only More Risky asset class that is positive YTD, up 5.6% with large growth stocks, up 24.3% and large value stocks down 11. 6% YTD.  Less 
Risky assets classes such a short and intermediate taxable bond are outperforming most More Risky assets YTD, up 3.1% and 5.9% respectively. 

 The historic monetary and fiscal response to the pandemic by the Federal Reserve and Congress has dramatically increased the supply of dollars 
and level of public debt. We believe this will ultimately lead to a future with higher rates of inflation and taxation no matter who wins the 
upcoming Presidential Election. Although, tax increases would likely come sooner should there be Democratic sweep. 

 Government stimulus has lowered interest rates and significantly increased disposal income masking much of the pandemic pain for most 
people in the short run.  The result has been a strong housing market and sharp rebound in retail sales making the case for the “V-shaped” 
recovery.  However, other economic indicators, such as Industrial Production and airplane travel, are suggesting the recovery will take more time. 

 The stock market has risen to over-valued levels after responding favorably to the stimulus and optimism over the expectation that earnings will 
bounce back in 2021. The forward price/earnings multiple of 22 for the S&P 500 is now well above the 5-year average multiple of 17.  The CAPE 
ratio is also suggesting that valuations are unattractive and future expected returns are relatively low.  

 Since last year, we have been expecting the dollar to be entering the downside of ten year up and down cycle experience of the last several 
decades suggesting a change in asset class performance over the next ten years. We continue to favor a gradual shift to asset classes that tend to 
outperform in a declining dollar environment, such as emerging markets and precious metals.   

 A 2016 study by Mckinsey & Company found that the average time that a company spends in the S&P 500 has dropped from 61 years in 1958 to 
18 years. The study predicted that 75% of the companies quoted in the index could disappear by 2027.  History suggests that investors may be 
overestimating the ability of the current top ten S&P 500 companies – Apple, Microsoft, Amazon, Facebook, Google, etc. – to remain dominant 
over the coming decades. As these stocks are also the most highly valued, it makes sense to bring down any overexposure in portfolios. 

 There seems to be a disconnect between the level of enthusiasm for the stock market and the underlying economic fundamentals, not to 
mention the uncertainty surrounding COVID and the upcoming Presidential Election. Warren Buffett once famously said that it is wise for 
investors to be “fearful when others are greedy, and greedy when others are fearful.” 

 Given high market valuations, huge amounts of debt, COVID and election uncertainty, we suggest clients reduce their exposure to More Risky 
asset classes while tilting their allocation to asset classes with more attractive valuations or those with better prospects to outperform over the 
long-term. 

Summary: The third quarter saw continued enthusiasm from investors in the stock market, despite a resurgence in COVID and the heating up of extremely 
contentious campaigns as we head toward the Presidential Election in November. While not quite at the Euphoric heights that have marked stock market 
tops in past cycles, market valuations are now at levels that suggest unattractive future returns. The historic monetary and fiscal response to the pandemic 
has dramatically increased the supply of dollars and level of public debt. This response was very effective in reducing consumer’s borrowing cost and 
significantly raising disposable income, which led to a strong housing market and sharp rebound in retail sales making the case for a “V-shaped” economic 
recovery. Other economic indicators, such as Industrial Production and airplane travel, are suggesting that the recovery will take much longer. The moves 
to stimulate the economy may have contributed to a weakening of the dollar, although it is our view that the dollar was already in the early stages of a 
much longer downturn in its historical up and down cycle. Investors may be well-served by increasing exposure to asset classes that tend to outperform 
when the dollar is weakening. As the stock market moved higher, it has become much more concentrated as the top ten largest companies are dominating. 
As dominant as Apple or Amazon seem to be today, history shows that it is extremely difficult for any company to maintain its position over long periods 
of time. Investors should evaluate their exposure to the top ten S&P 500 companies. Given high market valuations, huge amounts of debt, COVID and 
election uncertainty, we suggest clients reduce their exposure to More Risky asset classes while tilting their allocation to asset classes with more attractive 
valuations or those with better prospects to outperform over the long-term. 
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