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SUMMARY: The global rebound in stocks advanced into its fifth straight month in August, with U.S. equities recording
their best monthly performance since the rally began in April. All three major U.S. indexes are now net positive for the
year and are up well over 50% since their March 23 lows. The rally is being driven by a strong recovery from the
pandemic shutdown and continued support from the Federal Reserve, which said it would keep interest rates “lower for
longer” than it has in the past even if inflation overshoots its 2% target for an extended period.
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All three major U.S. equity indexes moved into the green for the
year-to-date in August after stocks recorded their best monthly
gains since April. NASDAQ continued to lead the pack, returning
9.7% last month to increase its year-to-date return to 32.1%. The
S&P 500 returned 7.2% to boost its 2020 gain to 9.7%, while the
Dow Jones Industrial Average added 7.9% to lift its 2020 return
into the green at 1.3%. Since hitting their March 23 lows in
response to the economic shutdown due to the coronavirus, the
three indexes have rebounded by 72%, 56% and 53%, respectively.
The Dow underwent a major revamp at the end of last month, as
Apple split four-to-one and Amgen, Honeywell and Salesforce.com
were added to the index, replacing Exxon Mobil, Pfizer and
Raytheon. Smaller cap stocks had positive returns in August but
remain in the red for the year.

Information technology stocks had the best returns among the
S&P’s 11 sectors last month, adding 12.0% to their market-
leading 36.0% year-to-date gain. Consumer discretionary stocks
were the second-best performers for both the month and 2020, at
9.5% and 28.0%, respectively. Utilities (-2.6%) and energy (-1.0%)
were the only sectors with negative returns last month. For the
first eight months of this year, energy stocks are the worst
performers at -39.3%, while financial stocks are down 17.3%,
mainly due to large loan loss provisions related to the shutdown
and record low interest rates.

Foreign stocks also had positive returns in dollar terms last
month, boosted by a weaker dollar, although they remain largely
in the red for the year. Japanese stocks had the best returns in

dollar terms, gaining 7.6% last month, while Asian stocks ex Japan
returned 5.8%. Chinese stocks, one of the few markets outside the
U.S. to post positive returns so far this year at 19.7%, added
another 5.7% in August. Eurozone stocks gained 4.3%.

Bond returns were mixed for the month but remain mostly
positive for the year. The Bloomberg Barclays U.S. Aggregate lost
0.8% as yields on U.S. Treasury securities moved higher; however,
the index is up 6.9% so far this year. Corporate bonds also had
negative returns at -1.3%, but high-yield bonds returned a positive
1.0% while bank loans gained 1.5%. Foreign bonds, as measured by
the Bloomberg Barclays Global Aggregate ex-U.S. index, returned
0.3% last month and are up 5.4% so far this year.

Looking at the economy, the U.S. is rebounding stronger than
many had predicted. Second quarter GDP was revised slightly to
show a historic annualized drop of 31.7%, better than the 32.9%
plunge originally reported. But the New York and Atlanta Feds are
calling for a third quarter rebound of +15.3% and +28.9%,
respectively. The Institute for Supply Management’s
manufacturing index remained well in expansion territory for the
fourth straight month, rising nearly two points in August to 56.0
from 54.2 in July and well ahead of expectations. Industrial
production rose 3.0% in July after rising 5.7% in June, while the
capacity utilization rate rose more than two percentage points to
70.6%, its fourth monthly increase in a row. Durable goods orders
jumped 11.2% in July, well ahead of forecasts, and 2.4% when
excluding the volatile transportation sector. Core capital goods
orders rose 1.9%, also better than estimates. Leading indicators
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rose for the third month in a row, and retail sales rose 1.2% in July
after climbing an upwardly revised 8.4% in June, or 1.9% after
subtracting auto sales. Personal consumption expenditures, a
broader category, rose a better-than-expected 1.9%. Most
importantly, even though the unemployment rate was above 10%
the economy added 1.7 million jobs in July, reflecting continued
improvement in labor conditions.

The one sector that is showing a roaring recovery is the housing
market, which continued to outperform in July. The boom is being
driven by historically low interest rates and a rush out of cities into
the suburbs as working-from-home gains wider acceptance.
Existing home sales jumped a record 24.7% to an annual rate of
5.86 million, erasing the previous record of 20.7% set in June. Sales
are now 8.7% higher than they were a year ago despite an 8.5%
rise in the median home price. Pending home sales, an indicator of
future sales, rose 5.9%. Sales of new homes also remained strong,
climbing 13.9% to an annual rate of 901,000, the highest level
since December 2006. Housing starts jumped 22.6% to an annual
rate of nearly 1.5 million, while building permits, another indicator
of future sales, rose 18.8% from the prior month and 9.4%

compared to last year. Not surprisingly, the National Association of
Home Builders’ confidence index soared six points in August to 78,
matching the record set in December 1998.

INVESTMENT OUTLOOK

The Federal Reserve’s confirmation that it will remain stimulative
and accommodative even if inflation starts to run hotter and
longer than it has historically is a significant reason to be positive
about the investment outlook, we believe. The new policy, which
largely validates what the Fed had already been doing, “reflects
our view that a robust job market can be sustained without
causing an outbreak of inflation,” Fed chair Jerome Powell said at
the annual Jackson Hole retreat, held virtually this year. Of course,
it remains to be seen when the jobs market will once again
become “robust” enough for the Fed to worry about it sparking
inflation above its 2% target, but the announcement confirms that
interest rates will remain at record lows “for as far as the eye can
see,” in the words of several pundits. That should be bullish for
both economic growth and riskier assets, in our opinion. Days after
Powell spoke, Vice Chair Richard Clarida hinted that one of the
Fed’s next steps might be further expansion of its monthly asset
purchases, which would also buoy stock and bond prices.
Currently, the Fed’s balance sheet totals about $7 trillion, including
Treasurys, mortgage-backed securities, and corporate bonds.
There are other reasons to be positive. The U.S. money supply
currently totals a record $18.5 trillion, up from $15.5 trillion in
February and nearly double what it was in 2010, after the global
financial crisis, indicating a lot of potential investment money
parked on the sidelines. At the same time, work progresses on a
virus vaccine, with possible availability by yearend. All in, we
believe the prospects for the rest of the year remain positive,
although the upcoming November election – just two months
away – may cause come some people to postpone major decisions,
another reason for investors to stay focused on their long-term
goals with high quality investments.

August Last 12 Mos.

Dow Jones Industrial Average 7.9% 10.3%

Nasdaq Composite 9.7% 49.3%

S&P 500 Composite 7.2% 21.9%

S&P MidCap 400 3.5% 4.2%

S&P SmallCap 600 4.0% -0.5%

MSCI World  ($) 6.7% 16.8%

MSCI World ex U.S. ($) 5.2% 6.0%

Bloomberg Barclays U.S. Aggregate -0.8% 6.5%

90-Day Treasury Bills 0.0% 1.3%

Consumer Price Index NSA* (Jul 2020) 0.5% 1.0%

*NSA: Not Seasonally Adjusted     Sources: Bloomberg LP & Wright Investors' Service, Inc.

Total Investment Returns — 8/31/2020
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