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SUMMARY: Despite losing ground in September, global stocks had strong positive returns in the third
quarter as economies reopened following the pandemic-induced shutdown. In the U.S., both NASDAQ and
the S&P 500 are in the green for the year-to-date while the Dow has only a modest loss. The Federal
Reserve said it would “do what we can, for as long as it takes,” to help the economy get back to where it
was, including holding interest rates near zero until at least 2023, even if inflation stays above its 2%
target “for some time.” For now, the economy looks like it could use another dose of stimulus. The
upcoming election, with the added element of President Trump’s positive Covid-19 test, creates additional
uncertainty over the next few months.

U.S. stocks had solid positive returns in the third
quarter despite recording their first negative month
since March in September. NASDAQ, which is by far
the best performer among the three main equity
indexes so far this year, had the biggest loss in
September at 5.1% but still managed to return 11.2%
in the quarter, boosting its year-to-date return to
25.3%. The S&P 500 returned 8.9% in the quarter
despite a 3.8% loss last month and is up 5.6% for the
year-to-date. The Dow Jones Industrial Average gained
8.2% for the quarter after losing a relatively modest
2.2% last month; year-to-date, the index is slightly in
the red with a negative 0.9% return. All three indexes
are up sharply from their lows of late March, with
both the S&P 500 and Dow up 25% over the past two

quarters and NASDAQ up by about 44% in price terms.
Smaller cap stocks continued to lag the major equity
indexes. The S&P 400 Mid-Caps returned 4.8% in the
third quarter but are down 8.6% year-to-date, while
the 600 Small-Caps gained 3.2%; that index is down by
15.2% so far this year.

S&P 500 SECTORS

All but one of the S&P 500’s 11 sectors produced
positive returns in the third quarter, although only
two managed to stay in the green in September.
Consumer discretionary was the best performing
sector in the quarter with a 15.1% return, followed
by materials (+13.3%) and industrials (+12.5%).
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U.S. 9.5% 0.6% 16.4% 7.0%

Canada 6.2% 1.8% -3.0% 5.4%
Mexico 4.6% 3.5% -20.4% 1.6%
Japan 6.9% 2.4% 6.9% 0.3%
Pacific ex Japan 2.0% 4.5% -6.1% 9.7%
     Australia 2.8% 5.0% -7.7% 9.3%
     China 12.5% 2.5% 33.6% 7.5%

     Hong Kong 1.6% N/A -1.6% N/A
Europe 4.5% 6.0% -0.8% 8.0%
     France 2.8% 5.4% -6.2% 5.7%
     Germany 8.3% 4.8% 10.0% 6.9%
     Italy 1.3% 8.0% -10.1% 7.3%
     Netherlands 5.9% 5.0% 12.6% 7.1%
     Spain -3.8% 5.2% -21.0% N/A

     Switzerland 5.1% 4.0% 11.0% 7.1%
     U.K. -0.2% 4.0% -15.8% 8.7%
World 7.9% 2.7% 10.4% 6.2%
World ex U.S. 4.9% 4.1% 0.2% 5.5%

Sources: MSCI Stock & Bloomberg Barclays Bond Indexes as of 9/30/2020
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Information technology remained the best performing
sector for the nine months with a 28.7% return after
gaining another 12.0% in the third quarter. Energy was
the only sector to produce negative returns in the
quarter, losing 19.7% to reduce its year-to-date return
to -48.1%. Six of the S&P 500’s sectors are up so far
this year while the other five are in the red.

FOREIGN STOCKS

Stocks outside the U.S. had mostly positive returns in
dollar terms in the third quarter, helped by a weaker
dollar. China, which has outperformed most of the
rest of the world so far this year, did so again in the
third quarter, gaining 12.5% to raise its 2020 return to
16.4%. Emerging markets were the second best
performer for the quarter, returning 9.6%, although
they are down 1.2% so far this year. Japanese stocks
gained 6.9% for the quarter while eurozone stocks
were up 5.9%, although both are down modestly for
the year-to-date. The dollar fell against the euro, the
British pound and the Chinese renminbi by about 4%
in the quarter.

BONDS

Bonds had positive returns in the third quarter. The
Bloomberg Barclays U.S. Aggregate returned 0.6% in
the quarter and is up 6.8% over the first nine months
despite a small loss in September as bond yields held
fairly steady. High-yield bonds were the best
performers in the quarter with a 4.6% return, followed

closely by bank loans at 4.1%; year-to-date, however,
the two sectors are narrowly mixed, with high-yield
bonds up 0.6% while bank loans are down by 0.7%.
Corporate bonds are up 6.4% this year after adding
another 1.5% in the third quarter. Outside the U.S.,
the Bloomberg Barclays Global Aggregate ex-U.S.
index returned 4.1% in the quarter to increase its
year-to-date return to 4.8%. In commodities, gold lost
some of its shine in September, falling 4.2%, but
remained 23.9% higher for the year after gaining 4.8%
in the third quarter.

U.S. ECONOMY

While it’s premature to call the coronavirus
pandemic over, we believe the worst of the
economic effects have passed, although the
economy is still below where it was before the
outbreak. The second quarter ended with a 31.4%
annualized drop in GDP, but since then the economy
has rebounded strongly, and consensus expectations
are for a more than 25% annualized growth rate in
the third quarter. In the manufacturing sector, the
Institute for Supply Management’s widely-followed
manufacturing index rose for the fifth consecutive
month in September to 55.4. Even more
impressive, the ISM’s services index, which tracks
most of the economy, rose nearly a point to 57.8,
ahead of forecasts. Durable goods orders and
industrial production both rose 0.4% in August,
their fourth straight monthly increases; new orders
for nondefense capital goods, a proxy for business



investment, increased by 1.8%. Leading indicators
rose 1.2% and factory orders rose 0.7% in August.

THE CONSUMER

Consumer spending and confidence remained
upbeat despite the expiration of federal
government stimulus measures and extra
unemployment benefits as more people returned to
the workforce. Retail sales rose for the fourth
straight month but August’s 0.6% increase was below
expectations and down from July’s 0.9% rise.
Personal consumption expenditures, a broader
category, rose 1.0% despite a 2.7% drop in personal
income. Nevertheless, the Conference Board’s
Consumer Confidence Index jumped an unexpected
15.5 points in September to 101.8, well above
forecasts and its biggest one-month increase since
2003. “A more favorable view of current business and
labor market conditions, coupled with renewed
optimism about the short-term outlook, helped spur
this month’s rebound in confidence,” the board said.
“Consumers also expressed greater optimism about
their short-term financial prospects, which may help
keep spending from slowing further in the months
ahead.”

JOBS

Of course, employment and jobs – not just
government stimulus benefits – will drive consumer
spending and mood, and right now the situation
remains positive. The unemployment rate edged
down again in September to 7.9%, still higher than
March’s pre-pandemic 4.4% rate but down sharply
from April’s peak of 14.7%. The economy created
another 661,000 jobs last month, below
expectations, after adding 1.5 million in August. The
economy has recovered more than half of the 22
million jobs lost in March and April, a remarkable
performance, we believe, in such a short amount of
time when many industries, such as entertainment,
travel and hospitality, are still operating well below
capacity and many large states, notably California,
continue to impose restrictions. Weekly
unemployment claims appear to have plateaued at
less than 900,000, which is another good sign.

HOUSING

Probably no sector of the economy has benefited
more from the effects of the pandemic and the
Federal Reserve’s low-rate policy than housing,
where 3% or below long-term mortgage rates and
the work-from-home trend are boosting home sales.
Sales of existing homes rose for the third straight
month in August, climbing 2.4% from the previous
month to an annual rate of 6.0 million units, which is
10.5% higher than a year earlier. That has boosted
the median price of an existing home to $310,600, up
11.4% in the past year. At the same time, the
inventory of houses for sale has been reduced by
18.6% compared to 2019, indicating further upward
pressure on home prices. The National Association of
Realtors’ pending home sales index, a harbinger of
future sales, jumped 8.8% in August to a record
132.8, as contract signings surged 24.2% year over
year. The market for new homes is just as hot, with
sales rising 4.8% in August to 1.0 million, the highest
level in nearly 14 years, despite higher prices. Not
surprisingly, the National Home Builders Association’s
confidence index rose five points in September to an
all-time high of 83.

INVESTMENT OUTLOOK

While the continued rebound in the economy is
certainly dependent on the future path of the
pandemic, we do believe that the worst is behind us
and that life is likely to return to normal sometime
in 2021, more quickly if an effective vaccine comes
to market soon. At its September 15-16 monetary
policy meeting the Fed reiterated its intention to
keep its benchmark interest rate at or near zero until
at least 2023, and that it would let inflation run
above its 2% target “for some time,” presumably
several months, to help encourage employment
growth. At the same time, it revised upward its
forecast for the U.S. economy, catching up with many
other analysts – including some within the Fed –
who are forecasting a much brighter picture than
Fed Chair Jerome Powell and many other Fed officials
have been painting over the past couple of months.
The Fed now expects U.S. economic growth to drop
3.7% for full year 2020, up from its projection of
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Past performance is not indicative of future results.

negative 6.5% growth back in June. It also expects
positive growth of 4.0% next year, which would put it
back to pre-pandemic levels. Likewise, it expects the
unemployment rate to decline to 7.6% by the end of
this year from its June projection of 9.3%, before
decreasing further to 5.5% next year, 4.6% in 2022
and 4.0% – i.e., full employment – in 2023.

Other Fed officials are more optimistic. James
Bullard, the president of the St. Louis Fed and one of
the most dovish Fed officials, went so far as to
project that it wouldn’t be “out of the realm of
possibility” that the economy may be back to near
full recovery as early as the end of this year. New
York Fed president John Williams, who also serves as
the vice chairman of the Fed’s monetary policy
committee, said “the recovery has actually been
stronger, more robust than many were expecting”
and that he is “optimistic that we’ll be able to
continue to see a pretty strong economic recovery
for the rest of this year, into next year.”

Of course, the other big unknowable hanging over
the market and the economy is next month’s
election. We don’t presume to know who’s going to
win, nor could we say for certain who would be a

more market friendly president. What is clear is that
some investors are likely to make knee-jerk reactions
based on each day’s swing in the polls. The possibility
of a contested election, with no clear winner on
Election Night, adds another element of uncertainty
into the proceedings. As a result, the remaining
weeks before the election could be volatile, and long-
term investors are wise to ignore the noise and stay
the course.

In the end, we believe Fed monetary policy is likely
to be an important factor on the investment
outlook. The Fed will “do what we can, for as long as
it takes, to ensure that the recovery will be as strong
as possible, and to limit lasting damage to the
economy,” Powell told Congress last month. Support
for the Fed – shaky at times under President Trump –
is now fairly universal in Washington as well as Wall
Street. We expect the Fed to remain accommodative
over the next couple of years, as it has promised. As
a result, our long-term investment outlook remains
positive. We certainly agree with Powell’s declaration
that “our economy will recover fully from this difficult
period.” Remaining fully invested in high-quality
assets for the long term therefore makes as much
sense today as ever.
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Log Scale

2018 Q1 3.8% 2.4% 16.3% 1.7% 2.7%
Q2 2.7% 2.3% 19.4% 1.9% 2.9%
Q3 2.1% 1.5% 24.6% 2.2% 3.1%
Q4 1.3% 1.9% 19.4% 2.4% 2.7%

2019 Q1 2.9% 1.2% 14.6% 2.4% 2.4%
Q2 1.5% 2.1% 8.7% 2.1% 2.0%
Q3 2.6% 1.9% 1.3% 1.8% 1.7%
Q4 2.4% 1.3% 1.6% 1.5% 1.9%

2020 Q1 -5.0% 1.6% -3.8% 0.1% 0.7%
Q2 -31.4% -0.8% -15.4% 0.1% 0.7%
Q3 e 25.1% 1.2% -24.8% 0.1% 0.7%
Q4 e 5.0% 1.2% -30.7% 0.3% 0.8%

2021 Q1 e 4.0% 1.2% -22.0% 0.3% 0.9%
Q2 e 4.0% 1.7% 0.3% 0.4% 1.0%
Q3 e 3.2% 1.6% 29.0% 0.4% 1.1%
Q4 e 3.2% 1.7% 47.0% 0.4% 1.2%

e: Bloomberg Consensus Estimates; *: Annual Rates; #: Year-Over-Year Change in S&P500 EPS

Sources: Bloomberg LP, Wright Investors' Service, Inc.
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