
 

Advise, Guide and Protect 
 

Third Quarter 2020 Market Commentary 
  

We start every market commentary by highlighting an observation from our previous 
commentary.  This quarter we are going to revisit some of our prior year 
commentaries, specifically the third quarter of 2012 which was just before the election 
of President Obama for his second term.  Regarding politics, nothing has really 
changed going all the way back to Thomas Jefferson allegedly hiring journalist James 
Thomson Callender to write “unpleasant things” about John Adams.  And consider 
the following which we wrote in the third quarter of 2012 (can it really be 8 years 
ago?): 
 
“To get the economy moving in the right direction we need to expand the base of taxpayers, enact real tax reform that lowers rates 
by closing loopholes in the code, and encouraging businesses to invest.  That approach is better than giving tax cuts like the Social 
Security Tax cut that will be hard to take back in an election year.” 
 
Aside from the Social Security Tax cut that was proposed as a stimulus measure, what 
we wrote in 2012 replicates the issues today, with some variations depending on the 
party of choice.  The point of this exercise is to remind investors that the stock 
market does not care about who occupies various offices.  Granted, there can be a 
short-term drop, or surge, depending on the party, but over the long run what they 
care about are the rules of the game.  If Wall Street has a level field on which to 
operate, markets can work under any administration.  Given the last “Presidential” 
debate on September 29th, (not very presidential), maybe the following chart will 
provide some comfort regarding the outcome: 
 
 



 

 

 
 

A Lot More of the Same 
 
Back in 2012 we were still coming out of the shock of the Financial Crisis and the Fed 
was on a spending binge on par with today’s Fed.  In 2007 the Federal Reserve’s balance 
sheet was about $800 billion, in 2012 it was $2.9 trillion, and it was estimated that it 
would grow to nearly $6 trillion by the end of 2015, while the Federal Government’s 
debt was surpassing $16 trillion (oh to have that as our debt today!).  As a percentage 
of GDP, the Federal debt now exceeds 100% of total GDP (see chart below).  
Meanwhile the Federal Reserve balance sheet had dropped to $3.8 trillion in 2019, only 
to reinflate again this year to help keep the economy afloat. 
 
 



 

 
 

Looking Forward – “It’s the Pandemic, Stupid” 
 

To paraphrase Jim Carville’s words to Bill Clinton, “it’s the pandemic, stupid.”  This is 
the first time in history that we are in a purposely caused recession.  Think about that.  
No one, regardless of who they are in our business, has ever seen a recession that was 
purposely caused.  As a result, a lot playbooks are out the window.  We must survive 
through this pandemic. 
 
It really is that simple when you consider where we were at the beginning of the year.  
The economy was vibrant, and things were looking good; then the “black swan” hit 
the windshield.  It is estimated by University of Chicago professor Raghuram Rajan 
that the impact to the economy by the Covid-19 virus is $15 billion per month.  If and 
when a vaccine or therapeutic becomes available imagine the improvement to the 
economy (despite who occupies 1600 Pennsylvania Avenue).  A one-month 
improvement to the economy of $15 billion more than pays for “Operation Warp 

http://fred.stlouisfed.org/graph/?g=w59H


 

Speed.”  We are certainly praying that the brilliant scientists working on this issue 
from around the world are successful in finding a vaccine, we think they will. 
 
As we enter the flu-season we think there could be a silver-lining since most people 
understand the transmission of the flu.  Most every American has, at some point in 
their lives, gotten the flu.  Therefore, we think there will be a surge in flu vaccinations, 
mask use, handwashing, continued social distancing which will result in a milder flu 
season and, with hope, a lower infection rate.  Obviously, as activities move indoor 
for the winter months, (dining, movies, etc..) there will be an impact to those service-
related industries.  And, with hope, those with children at Universities will be very 
circumspect upon their return so no unanticipated infection occurs. 
 
Has this worked in the Southern Hemisphere where the flu season is just wrapping 
up?  According to a CNN Health report, the April to September flu season was very 
mild.  In August 2019 there were 61,000 laboratory confirmed cases of influenza in 
Australia. In August 2020?  There were 107.  That is not a typo; 107 laboratory 
confirmed cases.  Consider the 2018-2019 flu season for the USA; a report of 44 
million cases of the flu over 60,000 deaths (https://www.cdc.gov/flu/about/burden/2017-2018.htm#table1). 

Imagine the impact we can all have this flu season!  It will come at a cost, but personal 
responsibility combined with a vaccine could put a stake in the heart of this virus. 
 
Finally, let us not forget that we are entering the holiday season and shopping will, no 
doubt, start much earlier than “Black Friday”.  Fortunately, there will be no “Black 
Friday” rampages which, just from a humanistic perspective, is a good thing.  Look 
for Wal-Mart, Target, Kohl’s and Amazon to all be duking it out for the consumer 
dollar.  UPS and Fed-X, as well as curbside pick-up will be the norm.  Consumers that 
will miss the “Black Friday” tradition may turn to their local small retailers who can 
better handle crowds with distancing, cleaning regimes, and good selections.  They 
will need the revenue. 
 
 
     
  

https://www.cdc.gov/flu/about/burden/2017-2018.htm#table1


 

DOMESTIC EQUITY STATISTICS 
 

Index Past Three Months 
Thru 9.30.2020 

S&P Small Cap 2.8% 

S&P Technology Sector 11.7% 

Dow Jones Average 7.6% 

S&P 500 Index 8.5% 

                                         (Period Ending 9/30/2020.  Source:  S&P Dow Jones Price Weighted Indices) 
 
 
 
 

SECTOR PERCENTAGE WEIGHT Past Three Months Thru 
9.30.2020 

   
S&P 500  8.5% 
Energy 2.1% -20.9% 

Materials 2.6% 12.7% 
Industrials 8.3% 12.0% 

Consumer Discretionary 11.6% 14.9% 
Consumer Staples 7.0% 9.6% 

Health Care 14.2% 5.4% 
Financials 9.7% 3.8% 

Info. Technology 28.2% 11.7% 
Communication Services 10.8% 8.7% 

Utilities 3% 5.2% 
Real Estate 2.6% 1.2% 

   
 

Source:  Standard and Poor’s (www.spindices.com), price returns as of 9/30/2020. 
 

  

http://www.spindices.com/


 

 Style Return Box 3Q 2020 

 VALUE CORE GROWTH 

LARGE 4.7% 8.5% 11.6% 

MID 2.0% 4.7% 7.0% 

SMALL 2.2% 3.3% 4.2% 

Source:  Morningstar, price returns. 

 
Domestic Markets 

 
We live in an uncertain world.  What is certain is that the United States will go forward over 
time – Warren Buffett, CNBC, 9/22/2010 

 
We continue our emphasis on the US Domestic markets as an overweight in a 
portfolio relative to international and emerging markets.  Why?  There are many 
factors to cite: 
 

• An accommodative Federal Reserve 
• A “spring-back” economy once the virus is brought under control 
• Weaker dollar making US goods more competitive in the world 
• More favorable regulatory and tax regimes 
• Drive to bring back manufacturing to the United States 
• Attractive entrepreneurial system 
• Continuing embrace by US firms of ESG policies (environmental, social and 

governance) 
• Large trading block with the recently enacted USMCA accord with Canada and 

Mexico 
 
The continuing gap in style returns continued in the third quarter as large growth 
outperformed large value by nearly 700 basis points. The performance spread was 
narrower in the mid and small cap ranges but has been consistent over the past many 



 

years.  Energy, Financials and Utilities sectors, which make up the bulk of dividend 
paying value stocks are a good place to find the disparity.  While energy’s impact on 
the S&P 500 is greatly diminished (there was a time when it made up over 10% of the 
index weight), those investors seeking dividends in this space got pummeled on a 
return basis.   
 
When looking at the performance of a portfolio then, an investor must “disaggregate” 
the performance to see what worked an what did not, and the relative weight assigned 
to each area.  This quarter Consumer Discretionary was the big winner with a 14.9% 
return.  This index tracks “big ticket” items like appliances and cars, and it follows 
that this is the winner for the quarter as the economy began reopening.  On the style 
front, as we said, growth beat value.  
 
For the value investor it continues to be a difficult space to trod when one sees the 
gains generated in the growth space.  However, note that technology now commands 
28% of the S&P 500 which means the violent moves in the markets, when “black 
swans” arrive, will only become more pronounced.  Good diversification, while not 
always the optimal winning hand, is a good place to reside when considering the long-
term approach to investing. 
 
As for additional diversification, we do believe international and emerging market 
exposure are warranted but we have never encouraged international weightings above 
15% in the portfolio; while many in the industry advocate for 30% or more.  We are 
not xenophobic to the global market- place, we simply realize that capital flows to 
where it is well treated, and the United States treats capital very well. 
 
We are not in the clear relative to the domestic or global markets and the virus.  We 
simply believe that upon successful conclusion of a vaccine trial, and the continuing 
improvement (despite hotspot flare ups) by citizenry to exercise good hygienic 
practices, the world will experience a resurgence of economic activity, with the United 
States leading the charge. 
 
  



 

If you do nothing else, do not panic 
 
Early in the year we mentioned the difficulty of staying fully invested when the 
markets are volatile.  We highlighted the chart below in a previous commentary.  The 
chart reflects the impact to an investor’s return if they miss the best 10 days of a 
decade.  Given the environment we are moving into, namely the elections, we think it 
is timely to show this chart again, especially as investors consider tactical changes to 
their portfolios. Tactical allocation, meaning the weightings assigned within a 
portfolio, can move around as conditions dictate.  This is different from being “all in, 
or all out” of the market via market-timing.  An investor may wish to overweight 
technology as an example, but not to the abandonment of all other classes. 

 
 
October is known as the “scariest month” or the “jinx month” especially when you 
consider the following events occurring in October: 
 

• Crash of 1929 
• Crash of 1987 
• 2008 Meltdown 

 



 

But October had some great moments.  Back in 2011 and 2015 October put on 1,000 
Dow points.  So here again, you cannot time the best or worst months in the market.  

 
International Markets 

 
Nothing has really changed our view about the international markets, as we continue 
to overweight the Domestic US markets.  It is a trade that has worked and with a 
second wave of Covid threatening the Continent, GDP is bound to be impacted.  
Currency exchange is also providing a headwind as the strengthening Euro makes 
foreign products less competitive, especially against products from the United States.  
 
Without one of its main components for revenue, mainly tourism, Europe will 
continue to have a weaker economy.  The same goes for other parts of the world.  
Consider some of the following facts by Statista (www.statista.com) and the European 
Travel Commission (etc-corporate.org): 
 

• 600 million foreign tourists arrive to the Continent each year 
• Southern Europe reported $234.4 billion dollars in international tourism 

receipts for 2019 
• Bookings to Europe are down 96.9%.  “Tourism as we knew it has ceased to 

exist”. (ETC Quarterly Report Q2-2020). 
 
Beyond this gloomy scenario for tourism and travel we know that once the virus is 
under control, tourism will surge back.  Let us face it, while we may not miss the day-
to-day of corporate business travel, leisure travel is a whole different level.  We are 
social creatures and want to visit our favorite spots around the world.  When the 
travel bans are lifted, revenue will flow to these depressed spots which will then trickle 
through the entire economy.  Until then, we remain underweight to the international 
markets. 
 
  

http://www.statista.com/


 

Fixed Income  
 

As we mentioned in our previous communiques fixed income has had an exceedingly 
difficult bout with volatility during the March selloff.  While we have not been sellers 
of fixed income, we have, up until recently, been parking cash in money market funds 
as the yields were very reasonable.  Now that the Federal Reserve has entered the 
marketplace as a “buyer of last resort,” and the recent pronouncement that they will 
not be raising rates until the end of 2023, one half of the “bond killer” has been 
neutralized, namely rising rates. 
 
What we must be vigilant about is inflation which is the “kryptonite” of the bond 
world.  On one side of the equation, rates are being held down by an accommodative 
Fed, while on the other side the same Fed is trying to stimulate inflation (by holding 
on to low rates).  That is a good-ole fashioned conundrum about fresh funds going 
into fixed income.  Low rates that encourage inflation?  We think inflationary 
pressures are moderate and if inflation does occur, it’s because of positive economic 
forces.  That tide should life all boats, especially if tied to a vaccine. 
 
Therefore, we have been cautiously adding uninvested cash destined for fixed income 
back to the space, but only cautiously.  To obtain any type of higher yields, a “barbell” 
approach of some high yield bonds paired with short duration high quality bond 
funds does yield much better than cash.  We think the risk is reasonable relative to 
earning nothing in cash. 
 
  



 

Looking Forward 
 

In this market, if you want to test positive for anything, test positive for optimism.  
This year has been the worst “black swan” year in our careers.  We thought 2008-09 
was bad, but this year is the topper.  It will have the same lingering impression on an 
investor’s psyche as that of the Great Recession.  The “latent tendency” of the Covid 
virus will impact investors for years to come.  While we do not mean the virus will 
reoccur, we do mean that the effects of what we have gone through will affect the 
decisions investors make in the future.  We still see this “latent tendency” from the 
effects of the Great Financial crisis.   
 
We are also entering the last days of the most contentious political battles ever waged 
in modern history.  It is highly probable that the results of the election will not be 
known for weeks or months, and the results could end up in the courts, and civil 
unrest continue.  This will put a short-term pall on the markets even during what is 
usually a positive time during the holiday season.  So, do not be surprised if we see a 
short-term market slump as a result. 
 
Therefore, studying this period, right now, is important to the future success of 
investors.  Looking in the rear-view mirror, two years from now, the returns are not 
going to look particularly impressive, especially when the rolling period might be 
March of 2020 to any period in the future ending in March!  This has been a forced 
shut down of the economy and it must be earmarked as such.  Therefore, as we make 
decisions around investing you will remember the “black swan” that was 2020. 
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