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Stock Markets Performance

Despite the COVID-19 Pandemic retaining its
stronghold on the global economy, stock markets
around the world posted significant gains for the
second quarter in a row. The Nasdaq repeated as
the highest performing index driven once again by
the gains of large technology companies.

Globally, emerging markets provided returns in excess
of developed markets. However, as both charts show,
the market was more bullish in the first two months of
the quarter and slowed, giving up some of those gains,
in September. With the looming election and still no
end in sight for the impact of the pandemic, we
anticipate market volatility to continue through the end
of the year.



US Sector Performance

One of these things is not like the other ones…

Energy was the sole sector to finish the quarter
in the red, declining a whopping 19.5%. With
continued slack in the demand for energy, the
companies depending on these commodities
have struggled to maintain profitability.

All other sectors proved highly correlated over
the period. Consumer stocks performed
especially well with consumer discretionary
companies seeing a lift on increased retail sales
and the best performing sector in the
“defensive” group was consumer staples.

Keep an eye on the materials sector as the
recent gains could indicate an increase in
economic activity as demand picks up early in
the supply chain.



Asset Class Performance – Trailing Periods

This table represents the major asset classes and their respective
performance as of the end of the 3rd Quarter 2020. The clear trend
has been that US large cap and growth stocks have dominated over
the long running bull market and their leadership continued over the
three months ending 9/30/2020.

The variety of the ranking for
each asset class, over different
timeframes creates this “quilt”
effect and is an endorsement for
diversification. By having
exposure to each of the various
asset classes an investor gets the
benefits of the stronger
performers but the drag of the
underperformers is minimized.
Over time this results is less
portfolio volatility.

This picture helps to show longer
term trends which you can see by
moving from the left to the right
across the chart.



Asset Class Performance – Quarter by Quarter

Whereas the last table
depicted the trends emerging
over longer periods of time,
this table shows the return for
each key asset class quarter-by-
quarter for the last several
years.

The most recent period was
again dominated by US growth
stocks but emerging markets
also showed continuing strong
performance.

From this table you can also
see how correlated the returns
were of various assets over
different time periods, as well
as the relative volatility
associated with each.



Interest Rates

The quarter ended with a “normal” shaped yield curve for the first time in quite a while. Currently, no
part of the curve is inverted. Meaning that for each future period of time, the respective interest rate is
higher than the rate for shorter periods of time. Lower duration (shorter maturity) rates decreased while
the higher duration/longer-term rates moved slightly higher. This is notable as the past year involved
some significant inversions, especially at the short end of the curve. Overall, however, rates remain
historically very low. With the Fed indicating that rates will remain low for the foreseeable future, many
investors believe the short end of the curve will stay close to zero. Longer maturities should be
monitored to see just how willing investors are to lock in such low rates for these longer time periods.



Treasury vs. Dividend Yield

Many investors invest in bonds for consistent
income and invest in equities seeking capital
appreciation.

With bond yields historically low, it begs the
question: at what point does a higher dividend
yield attract the investment dollars that would
typically go into bonds?

As this chart shows, you could buy the S&P 500
and receive a higher yield than a 30-year
Treasury bond.

The important question, then, is how reliable
the dividend payments of the S&P 500
companies will be going forward?

While Treasury coupon payments are
guaranteed by the federal government,
companies can change their dividend policy
with little to no notice.



USA Trade & Dollar Strength

Global trade has continued to slow as the pandemic has greatly impacted the movement and production of goods. Even with our closest neighbors, Canada
and Mexico, the decrease in goods and services is immense. Imports from China saw a strong uptick, but mostly due to how low that activity had been in
prior periods due to trade policy and tensions. Imports from China to the US remain significantly lower than they were in 2018.

The U.S. Dollar has also weakened slightly compared to other major currencies – at least in contrast to the strength experienced over the last few years. The
dollar remains strong compared to long term historical averages, but with interest rates so low and government spending only increasing, it will be worth
keeping an eye on demand for the U.S. dollar compared to other currencies.



Leading Indicator Summary & Trends

This table shows current and historical data for several economic indicators that are thought to be “leading” or predictive of where the economy is headed. The
latest data was mixed with positive trends in consumer behavior as well as the positive stock and bond market movements. While business activity and
inventories trended in the wrong direction. Housing data ticked down from the prior quarter but remains strong. It’s interesting to look at how the Fed’s actions
to overcome the current recession may be having a more direct impact to rates, equities markets, and consumers than it is on actual businesses.



V-Shaped Recovery?

By now you have probably heard the debate
over whether the U.S. economy is
experiencing a “V-shaped” recovery from
the current recession.

Looking at this chart, it’s easy to see the
stock market’s sharp decline in March
followed by a robust bounce back in the
following months giving it a distinct “V-
shape.”

However, housing and personal income have
yet to show any real weakness since the
official start of the recession. Government
stimulus and low interest rates have
provided a buffer this far in the economic
slowdown.

Meanwhile, jobs and GDP, remain well off
the highs from earlier in 2020. With so many
businesses forced to close and many
remaining closed, there are simply fewer
jobs available than there were 6-7 months
ago.



Housing Indicators

Mortgage originations continue to surge as current and prospective homeowners
look to lock in the current extraordinarily low rates.

The average rate on a 30-year mortgage is below 3% for the first time ever based on
data that begins in 1971. Several data points suggest that sentiment towards the
housing market has not only recovered from the dips experienced earlier in the year
but are the highest they’ve been in many years.

While housing starts and new permits ticked down month-over-month, they are
both higher than they were one year ago as household formation remains on the
rise.



Employment Situation

While the job market data continues to
improve following the sharp decline
earlier in 2020, there is still some
significant ground to make up before
returning to pre-recession levels.

The unemployment rate is almost 8%
and when taking into account those that
are “under-employed” (those not
currently working or not working as
much as they would like) the U-6 rate is
closer to 13%.

While it’s encouraging to see that new
claims for unemployment insurance are
trending down, the latest value of
840,000 is still much higher than what
we were seeing during the past few
years.



Consumerism

It didn’t take long for Americans to start spending again. Data indicates that the American consumer is back in full force. After the sharp decline in retail
sales, several months of increasing spending has the headline sales number back to all-time highs. Americans are still saving more than they have
historically but the relationship between personal spending and personal savings has trended back towards the historical norm.



Government Spending & Debt

Finally, we have a look at the changes in
government spending and debt.

With record stimulus packages announced and
rolled out earlier this year, Treasury outlays saw
significant spikes. Most recently that number
has returned closer to “normal” but is still well
above the longer-term average.

We’ve yet to see the data reported for how that
stimulus impacted the overall US public debt,
but expect the approximately $2 Trillion of
Treasury outlays over the past few months to
increase that value considerably.



YCharts is not registered with the U.S. Securities and Exchange Commission (or with the 
securities regulatory authority or body of any state or any other jurisdiction) as an investment 
adviser, broker-dealer or in any other capacity, and does not purport to provide investment 
advice or make investment recommendations by or through the Content found on the Site or 
otherwise. The Site and the Content are provided for the sole purpose of enabling you to 
conduct investment research. Other uses of the Site and the Content are expressly prohibited. 
Full disclosure: https://ycharts.com/about/disclosure

Q3 2020

Released October 2020

For more information please visit  https://rivergladesfo.com/

•All investment strategies have the potential for profit or loss. Changes in investment
strategies, contributions or withdrawals may materially alter the performance and
results of your portfolio.

•Different types of investments involve varying degrees of risk, and there can be no
assurance that any specific investment will either be suitable or profitable for a client’s
investment portfolio.

•Economic factors, market conditions, & investment strategies will affect the
performance of any portfolio there are no assurances that it will match or outperform
any particular benchmark.

•The information contained herein has been obtained from sources believed to be
reliable but the accuracy of the information cannot be guaranteed.

•This is not to be considered a solicitation for the purchase or sale of any individual
security or investment strategy.
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