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2020 3rd Quarter Market Review
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S&P 500 Chart for 3rd Quarter 2020

Source:  Big Charts/Marketwatch

Recap Summary

The 3rd Quarter of 2020 continued a solid recovery, as the S&P 500 rose to positive 
territory for the year after the steep drop in March.  Over this time period, the S&P 500 
saw an increase of 8.49%, building on the gains from the 2nd Quarter. Large cap growth 
has continued to provide market leadership, as scale and technology has been seen as 
more favorable in the current market environment.  While all major asset classes were up 
in the 3rd quarter, only the S&P 500 is now positive for the year. 
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As the chart above indicates, small and mid cap stocks have trailed in the recovery in a 
considerable way so far in 2020.  This is typical from what we have seen in past cycles, 
as smaller companies tend to underperform in the short term but outperform later.  Due to 
the pressure put on the economy from COVID-19 and the related social distancing, large 
retailers and tech related companies have benefited the most with changes to behavior. 

 
 

 
Source: FactSet, FTSE Russell, NBER, J.P. Morgan Asset Management 
 
 
Notice from the chart below that technically we had a “bear market” in the first quarter as 
defined by a larger than 20% drop to the S&P 500.  The duration of this cycle was only 
one month and many analysts indicate that it may still part of the larger bull expansion 
which is 138 months in duration.  Also notice that the cause is being deemed a result of 
COVID-19 and the ensuing oil price war when demand for energy crashed in March.   
  

 
 

Looking at the past two market 
drawdowns including the Tech 
Bubble in early 2000-01 and the 
Financial Crisis of 2008-09, we 
observed that small cap stocks 
eventually outperformed large cap 
in the next 12 months.  
Conventionally, large cap stocks 
have been viewed to be more 
stable in turbulent markets while 
small cap stocks provide greater 
upside returns over time.   
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Surveying the Current Economy 
 
Even with the considerable rebound with large cap stocks since April, the returns have 
not been uniform due to the current economy as a result of COVID-19.  Some sectors of 
the economy have been under great pressure such as airlines, energy, residential and 
office REIT, hospitality and energy.  This should not come as a surprise, as social 
distancing requirements and government shutdowns have made for dramatic shifts in 
behaviors such as working remotely, limiting large gatherings and decreased travel.  So 
much of the economy is affected by these changes, as there is so much less demand for 
energy and transportation.  Online retail has been an enormous winner along with 
groceries and home improvement, as people are spending much more time at home.  
While we anticipate that some of these shifts may be lasting, we should also see a gradual 
return to some sense of normal in the coming year.  This experience, which the world has 
not seen before, does provide opportunities to evaluate established norms in an effort to 
find greater efficiencies and new preferences in the future.  

 
Unbalanced Performance in the S&P 500 

 
 

 
 

One of the most compelling observations in the 
current cycle is the rise of video conferencing as 
an alternative for face-to-face communication.  
This is especially the case for businesses and 
schools during the shutdowns.  Currently, we 
observe that Zoom is now worth almost twice as 
much as the 7 largest airlines in the world.  
While Zoom has emerged as the industry leader, 
it is unclear whether they will continue to 
dominate this space.  
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According to statistics provided by TSA checkpoints, the number of passengers screened 
in the United States remains roughly 1/3 what it was from the prior year.  This dropoff in 
volume is somewhat mitigated by the fact that business travel accounts for the majority of 
profits for most airlines.  Most airlines continue to limit routes and are not filling middle 
seats due to health precautions and lack of demand.   
 

 
Source:  TSA, Statista 

 
The work-from-home phenomenon is not only being observed in the U.S., but all around 
the world.  A recent study from Harvard found that as of late summer an average of 40% 
of all office workers in Europe were at home at least 3 days a week.  In addition to this, 
meeting lengths saw almost a 20% reduction in terms of time.  It is uncertain if this will 
become a long-term trend, but it does indicate that there may be lasting efficiencies and 
changes to business collaboration that might impact areas such as real estate demand, oil 
consumption, transportation, etc.  The related impact to global or national GDP may be 
neutral as businesses adapt and new services arise to fill the gaps.   
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Despite the changes to the economy in 2020 and the disruption caused by COVID-19, a 
consensus of analysts’ expectations for future corporate profits for the S&P 500 is 
expected to continue to reach new highs in 2021.  This explains in part why the markets 
have been rising in recent months, as profits ultimately drive valuations.  The forward 
price to earnings ratio was 21.54x at quarter end, which is higher than the 25-year 
average of 16.46x.  However, this is against the backdrop of historically low interest rates 
and the resulting lack of viable low risk investment alternatives such as bank CD’s or 
government bonds.  As profits catch up with valuations as the underlying economy 
recovers, we may see the PE ratio return to more normalized levels.  

 

 
 

Since the shock in April, it is worthy of note that unemployment has been steadily 
improving each month to a current level of 7.9%.  In general, roughly half of the jobs 
have been recovered since the peak of the crisis as economic conditions have improved.  
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Election Year Commentary 
 
In each presidential election cycle, it is natural to wonder about market volatility and the 
impact of the election itself on an investment portfolio.  Several of our research and 
investment management partners have done studies on the past market behavior as it 
relates to market performance.  The first related chart indicates how markets have fared 
under both Republican and Democratic presidencies.   
 

 
 
Vanguard recently published an article entitled Elections Matter, But Not So Much To 
Clients' Investments, in which they provide several key historical return and volatility analysis as 
it relates to markets in an election year. They indicate that both of these key measurements show 
that elections have statistically no impact to the markets on average.  The below chart 
demonstrates the performance of a 60/40 balanced portfolio since 1870 during election years.  
Surprisingly, the results indicate superior performance of election years vs. non-election years. 
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Vanguard also observed that market volatility in the 100 days before and after a 
presidential election was statistically equivalent, covering the period from 1964 to 2019.  
While elections have significant consequences for the nation in so many facets, research 
indicates that the impact to financial markets has been negligible.   
 

 
 

It is interesting that history strongly favors the election of an incumbent, as three out of 
four presidents have been re-elected since 1932.  Since that time, an incumbent president 
has not lost a re-election campaign unless there has been a recession during their term.  
The present year has been very challenging, but has not technically been deemed a 
recession.   Of course, the past is no certain indication of the future.   If we see a change 
in administration, any impact will be primarily dependent on that candidate’s ability to 
implement and pass new legislation.  Unless one party is able to consolidate control of 
the President, House and Senate, making significant changes would seem less likely.  A 
new administration may have different stances on issues such as taxes, trade policy, near 
term government shutdowns, and regulation that may impact the markets accordingly.   

As it relates to the election, the Federal Reserve had outlined their fiscal policies earlier 
in the year, with indications to maintain rates at a low level or near zero for some time to 
come.  They also have indicated a willingness to allow the inflation rate to “moderately 
exceed the 2% target” in an effort to support employment to prior levels.  However, 
inflation continues to track well below this threshold.   

 

Summary 

It is our position to continue to maintain the long-term asset allocation strategy with 
rebalancing for each of our clients.  We should expect to see volatility in markets as a 
natural flow of the investment cycle.  Therefore, it is our guidance to avoid significant 
market timing as it relates to events including the presidential election.  Whatever the 
outcome of the election, we believe that markets have and will continue to adapt in time 
to allow commerce to continue to grow.   

 



Selected Funds 2019 2020 2020 Third Third YTD YTD
Share Price Share Price Share Price Quarter Quarter Dollar Total %

31-Dec 30-Jun 30-Sep $ variance % change variance Change*
Primarily International (Index MSCI/EAFE) Symbol
Artisan Partners International Small - Mid APDJX 15.37 15.33 17.35 2.02 13.18 1.98 12.88
American Funds Europac Growth Fund F-2 AEPFX 55.46 52.77 57.86 5.09 9.65 2.40 4.33
Thornburg International Value TGVIX 24.12 23.00 25.70 2.70 11.74 1.58 6.55
Invesco Oppenheimer Global Fund Y OGLYX 96.17 94.48 104.72 10.24 10.84 8.55 8.89
Invesco Oppenheimer Developing  Markets Y ODVYX 43.84 41.60 45.04 3.44 8.27 1.20 2.74

Large Cap Growth (Index Russell 1000 Growth)
Fidelity Advisor Growth Opportunities FZAHX 100.18 118.47 138.87 20.40 17.22 38.69 38.62
Harbor Fund Capital Appreciation HACAX 75.75 89.69 103.89 14.20 15.83 28.14 37.15
T. Rowe Price Blue Chip Growth TBCIX 124.47 138.25 155.18 16.93 12.25 30.71 24.67
Vanguard Large Cap Growth ETF VUG 181.31 202.09 230.54 28.45 14.08 49.23 27.15
Fidelity Growth FDGRX 21.36 26.47 31.16 4.69 17.72 9.80 45.88

Large Cap Value (Index Russell 1000 Value)
T. Rowe Price Value Fund I TRPIX 37.91 32.74 35.36 2.62 8.00 -2.55 -6.73
Dodge & Cox Stock Fund DODGX 193.76 160.70 166.53 5.83 3.63 -27.23 -14.05
Harbor Large Cap Value HAVLX 17.41 15.92 17.16 1.24 7.79 -0.25 -1.44
Vanguard S& P 500 Idx ETF VOO 292.90 283.43 309.60 26.17 9.23 16.70 5.70
Vanguard Large Cap Value ETF VTV 117.86 99.59 104.58 4.99 5.01 -13.28 -11.27
American Funds Washington Mutual F2 WMFFX 48.10 43.48 45.81 2.33 5.36 -2.29 -4.76

Mid Cap Blend (Index S&P 400)
Harbor Mid Cap Growth HAMGX 9.44 10.99 12.93 1.94 17.65 3.49 36.97
Vanguard MidCap Index Fund ADM VIMAX 220.66 202.96 218.24 15.28 7.53 -2.42 -1.10
William Blair Small - Mid Companyy WSMDX 26.99 27.20 29.47 2.27 8.35 2.48 9.19

Small Cap Growth (Index S&P 600)
Harbor Small Cap Growth HASGX 13.93 14.02 15.56 1.54 10.98 1.63 11.70
Harbor Small Cap Value HASCX 34.93 29.35 30.40 1.05 3.58 -4.53 -12.97

Small Cap  (Index S&P 600)
Vanguard Small Cap Index ETF VB 165.93 145.72 156.00 10.28 7.05 -9.93 -5.98

High Yield Corporate Bonds
T. Rowe Price High Yield Fund PRHIX 6.68 6.20 6.37 0.17 2.74 -0.31 -4.64
Fidelity Floating Rate High Income FFRIX 9.48 8.74 8.98 0.24 2.75 -0.50 -5.27
PGIM High Yield Z PHYZX 5.59 5.14 5.32 0.18 3.50 -0.27 -4.83

Intermediate Term Bonds
Vanguard Bond Index Interm Bond ADM VBILX 11.81 12.59 12.65 0.06 0.48 0.84 7.11
Vanguard Short Term Inv. Grd Bond ADM VFSUX 10.73 10.94 10.98 0.04 0.37 0.25 2.33
Vanguard Interm Term Inv. Grade ADM VFIDX 10.05 10.52 10.61 0.09 0.86 0.56 5.57
PGIM Total Return Fund Z PDBZX 14.40 14.70 14.85 0.15 1.02 0.45 3.13
Transamerica Intermediate Term Muni Bond TIMUX 11.85 11.84 11.92 0.08 0.68 0.07 0.59

Global Bond Funds
PGIM Global Total Return PZTRX 6.91 6.82 6.82 0.00 0.00 -0.09 -1.30

Selected Indices
S&P 500 (Large Capitalization) 3230.78 3100.29 3363.00 262.71 8.47 132.22 4.09
S&P 400 (Mid-Level Capitalization) 2063.02 1783.21 1861.29 78.08 4.38 -201.73 -9.78
S&P 600 (Small Capitalization) 1021.18 831.69 855.27 23.58 2.84 -165.91 -16.25
Dow Jones Industrials (Large Capitalization) 28538.44 25812.88 27781.70 1968.82 7.63 -756.74 -2.65
Nasdaq 8972.60 10058.77 11167.50 1108.73 11.02 2194.90 24.46
5-year Treasury Note Yield(percent) 1.69 0.29 0.27 -0.02 -6.21 -1.42 -83.93
10-year Treasury Note Yield (percent) 1.92 0.65 0.68 0.03 4.15 -1.24 -64.72
MSCI/EAFE (International Equities) 68.47 60.87 63.65 2.78 4.57 -4.82 -7.04
Prices	and	values	sourced	from	finance.yahoo.com,	a	source	deemed	reliable	but	not	guaranteed.		
Investment	Advisory	Services	are	offered	through	Chancellor	Wealth	Management,	Inc.




