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Q3 2020
US Markets Return

NASDAQ Composite Total Return 11.24%

VAL ANN S&P 500 Total Return 8.93%

e NASDAQ Composite Total Return N2k 52.58% Dow Jones Industrial Average Total Return 8.22%
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Q3 2020 ® MSCI Emerging Markets Total Return 9.70%  44.39%

MSCI World Ex USA Total Return 501%  21.43%

Global Markets Return o MSCI EAFE Total Return 488%  20.80%
MSCI Emerging Markets Total Return 9.70%
MSCI World Ex USA Total Return 5.01%
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Presenter
Presentation Notes
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 again by the gains of large technology companies.  Globally, emerging markets provided returns in excess of developed markets.  The charts in this slide indicate, however, that 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 no end yet in sight for the pandemic, most expect market volatility to continue through the end of the year.
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@ Consumer Discret Sel Sect SPDR® ETF Total Return
Materials Select Sector SPDR® ETF Total Return

® Financial Select Sector SPDR® ETF Total Return
Real Estate Select Sector SPDR® Total Return

Q3 2020

w Cyclical Sectors Return
| ///_//‘/\»/\/ " |Consumer Discret Sel Sect SPDR® ETF 15.34%
e TR o |iEeia SeieciSecionSPORBIETE 13.49%

e Financial Select Sector SPDR® ETF 4.61%
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@ Consumer Staples Select Sector SPDR® ETF Total Return
Utilities Select Sector SPDR® ETF Total Return
® Health Care Select Sector SPDR® ETF Total Return

Q3 2020

Defensive Sectors Return

Consumer Staples Select Sector SPDR® ETF 9.97%
Utilities Select Sector SPDR® ETF 6.14%
Health Care Select Sector SPDR® ETF 5.83%

Jul'20 Aug 20 Sep'20
@ [ndustrial Select Sector SPDR® ETF Total Return
Technology Select Sector SPDR® ETF Total Return
® Communication Services Sel Sect SPDR®ETF Total Return

Energy Select Sector SPDR® ETF Total Return Q3 2020
Sensitive Sectors Return
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Presenter
Presentation Notes
One of these things is not like the other ones…

Energy was the sole sector to finish the Q3 2020 in the red, down a whopping 19.5%.  With continued slack in demand for energy, the companies depending on these commodities have struggled to maintain profitability. All other sectors proved highly correlated over the time period.   Consumer stocks performed especially well with consumer discretionary companies seeing a lift on increased retail sales (covered in a later slide) and the best performing sector in the “defensive” group (sectors typically more resilient in down markets but less benefitted by bull markets) was consumer staples. Raw materials’ gains could indicate an increase in economic development as demand picks up early in the supply chain.
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Asset Class Performance:

Trailing Periods
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Asset Index

Dow Jones US Real Estate

US Real Estate Index Total Return

US Growth
Stocks

Russell 1000 Growth Total
Return

Commodities S&P GSCl Total Return

URESIELNe-T"l Russell 2000 Total Return
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Stocks Return
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Markets Return
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Barclays US Treasury Total

US Treasuries
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Presenter
Presentation Notes
This table represents key asset classes and their respective trailing performance as of the end of Q3 2020.  The clear trend has been that US large cap and growth stocks have dominated over the long running bull market and the 3 months ending 9/30/2020 were no different in that regard.  The variety of the ranking for each asset class, over different timeframes, creating this “quilt” effect is an endorsement for diversification.  This picture helps to show longer term trends which you can see by moving from the left to the right across the chart.  
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Presenter
Presentation Notes
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 latest period was again dominated by US growth stocks but we also saw continued strength in emerging markets.  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.   Less volatile asset classes, like treasuries and bonds, tend to have more consistent return values, but also don’t provide a lot of upside in bull markets.


Interest Rates
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US High Yield B
Effective Yield
US High Yield BB
Effective Yield
us corporate BBB
Effective Yield
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0.29%
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12/30/20 313021 9/30/22

~a—Today 0.10% 0.11% 0.13%
3 Mo Ago 0.16% 0.18% 0.16%
—e—Last Year 1.88% 1.83% 1.63%

9/30/23 9/30/25
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1.56% 1.55%
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0.49% 0.66% 1.18% 1.41%
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Presentation Notes
We ended the quarter with a “normal” shaped yield curve for the first time in quite a while.  Currently, no part of the curve is inverted, or, for any increased duration, the associated rate with that maturity is higher.  This is notable as, like the chart here shows, the last year involved some significant inversions – especially at the short end of the curve.  Recently, though, the curve moved to a more normal shape by “steepening” throughout.  Lower duration rates decreased while the longer-term rates moved slightly higher.  Overall, however, rates remain historically very low.  With the Fed indicating that rates will remain low for the foreseeable future we expect the short end of the curve to stay close to zero and will be keeping an eye on the longer end to see how willing investors are to lock in low rates for longer time periods.
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Presenter
Presentation Notes
Generally, investors turn to bonds for consistent income and look to equities for capital appreciation.  In a time with historically low bond yields, however, 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 will the dividend payments of S&P 500 companies be going forward?  While treasury coupon payments are guaranteed by the federal government, companies can change their dividend policy with little to no notice. 
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USA Trade & Dollar Strength

Total QoQ YoY Canada QoQ YoY Mexico QoQ YoY EU QoQ YoY China QoQ YoY OPEC QoQ YoY
Total: $631.4B -20.9% -22.8% $89.9B -24.8% -26.1% $73.4B -27.1% -29.1% $152.1B -20.6% -30.6% $42.0B 6.7% -11.0% $19.8B 0.7% -15.0%
Goods: $411.1B -28%  -30% $73.3B  -33% -35% $65.2B -37%  -41% $81.8B -30% -43% $27.6B  23% 4% $122B 2% -20%
Services: $2203B -23% -29% $16.6 B -35% -37% S8.1B -40% -42% $70.3B -21% -46% S143B -26% -43% $7.6B  -1% -14%
Total: $783.6B -14.3% -18.2% $92.1B -19.4% -26.2% $99.9B -28.7% -29.4% $182.7B -21.0% -28.5% $122.5B -7.5% $15.5B -6.4% -31%
Goods: $635.6 B -15% -20% $82.4B -23% -33% $92.6B -38% -40% S130.0B -23% -33% $117.3B  29% -7% S129B -10% -53%
Services: | $148.0B -26%  -32% $9.6B  -36%  57% $7.3B| 66%  69% | $52.7B -36% _ 57% $5.2B  -14% _ -35% $2.6B 9% -4%
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@ US Dollar to Pound Sterling Exchange Rate ® US Dollar to Japanese Yen Exchange Rate

0.84

0.80
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1 Year w/ Avg. 1 Year w/ Avg.
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Presentation Notes
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 relatively low that activity had been in prior periods due to policy and tensions.  Imports from China to the US are still significantly lower than they were in 2019.

The US Dollar has also depreciated a bit compared to other major currencies – at least from the strength it has experienced over the last few years.  The dollar remains strong compared to long term historical averages, but as government spending continues to increase it will be worth keeping an eye on how desirable the dollar remains to other currencies.
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Indicator Q32020 Q22020 Q12020 Q42019 Q32019 2018 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007

NY Fed Business

Leaders Survey Current ) 56 & 167 W 06 W 2 W 78 & 789 W 641 W 25 o 1224 4 119
Business Activity

10-2 Year Treasury Yield

" 0.56% . 0.50% .~ 0.47% 4 0.34%
Spread

0.21% 0.51% & 1.25% W 1.21% W 1.50% ¥ 153% W 1.64% A 1.49% A 0.99%

-11.9

Philly Fed
Manufacturing Activity g 5 108
Index

& 216 ¥ 95 A 205 A 62 A 4 W 33 ¥ 156 4 164

S&P 500 Return 8.93% 4 20.54% W -19.60% W -4.38% 4. 21.8% 4 12.0% W 1.38% W 13.7% A 16.0% W 2.11% W 15.1% 4. 26.5% 5.49%

US Index of Consumer

804 W 781 W 891 926 A 936 A 825 A 728 W & 745 A 725 75.5

Sentiment

US Change in Business

Inventories (YoY) -5.87% W -5.75% W -0.48% W 1.87% W 3.41% A& 4.70% A 3.31% 4 2.00% W 1.42% W 368% W 3.93% W 567% W 5.58%
US Housing Starts
{Lalz:zinT%I'M? 14,896 W 15,851 4. 16,384 & 15543 W 14,806 4 15,004 & 14,506 4 14,128 4 13,281 4 11,992 4 11,138 & 9,405 = 10,800 ¥ 16,102
US Building Permits
15,293 W 16,614 . 17,015 - 16,633 4 16,083 . 15,962 4 15442 & 14,495 4 14,140 o 12,639 o 11,847 . 9,945 W 10,750 W 16,698

(Latest TTM)

US Change in Retail
Sales (YoY)

5.10% < 5.68% W -2.60% 4 563% < 3.68% W 0.52% A 493% A 365% W 2.82% W 292% W 330% W 431% W 6.07% 2.98%
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Presentation Notes
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 and 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, which will be further examined on a later slide.  It’s interesting to look at how the Fed’s actions to overcome the current recession may be having a more direct impact on rates, equities markets, and consumers than on businesses.
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US Personal Income % Change
® US Monthly GDP % Change

Case-Shiller Home Price Index: National % Change
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Presentation Notes
Many of us have heard debates about whether the US is experiencing a “V-shaped” recovery from the current recession.  Looking at this chart, it’s easy to see the quick recovery in the stock market.  Housing and personal income have yet to show any weakness since the official start of the recession.  Jobs and GDP, however, are still well off the highs from early in 2020.
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Mortgage Rates and Originations . . .
© NAHB/Wells Fargo Single-Family Homes Present Sales Conditions

NAHB/Wells Fargo Single-Family Homes Sales Conditions in the Next Six Months
© NAHB/Wells Fargo US Housing Market Index
NAHB/Wells Fargo Traffic of Prospective Buyers

® 30 Year Mortgage Rate

2016 2017 2018 2019 2020
® US Mortgage Originations % Change

80.00%
40.00%
0.00%

Q4'16 Q417 Q4'18 Q4'19

© US Mortgage Originations, Refinance Share

m 25.00

40.00%

30.00%

20.00% 0.00
Ve YO Ve YET) 2016 2017 2018 2019 2020

Indicator Review

Last Release 1 Mo. Ago 3 Mo. Ago 1Yr. Ago
Overall Indicator Name Date Frequency Value 1 Mo. Ago % Change 3 Mo. Ago % Change 1Yr. Ago % Change

Case-Shiller Home Price Index: National 9/29/20 monthly 219.0 218 0.38% 218 A 0.60% 209 4.79%
US Housing Starts 9/17/20 monthly 1,416 1,492 -5.09% 1,038 A 36.42% 1,377 2.83%
US Building Permits 9/17/20 monthly 1,470 1,483 -0.88% 1,216 A 20.89% 1,471 -0.07%
US New Single Family Houses Scld 9/24/20 monthly 1,011 965 4.77% 698 A 44.84% 708 43.20%

dh

v

b

US Pending Home Sales Index 9/30/20 monthly 133 122 8.76% 100 33.33% 107 24.23%
-7.35% 3.64% -20.33%
1.83% 122,335 A 4.01%

4P <)

30 Year Mortgage Rate 10/8/20 weekly 2.90% 2.91% -0.34% 3.13%
US Households 7/28/20 monthly 127,245 127,045 0.16% 124,960
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Presentation Notes
Here we have a closer look at the housing situation.  Mortgage originations continued to surge as current and prospective homeowners look to lock in low rates.  Speaking of low rates, the average rate on a 30 year mortgage is below 3% for the first time ever based on our data that begins in 1971.  The chart on the right indicates that sentiment towards the housing market has not only recovered from the dips experienced early 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 a year ago.  Household formation remains on the rise and our next slide looks at the supply and demand situation in the housing market.
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US Home Ownership Rate
US Existing Home Months' Supply
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Presentation Notes
This chart illustrates how a limited supply of homes for sale may be contributing to the housing market strength.  Also, the sharp tick up in home-ownership indicates that supply is quickly being bought up by new homebuyers as there is a renewed desire to own homes fueled by the pandemic and low rates.
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# S Unemployment Rate

Sep 20 7.90%
Hi: 14.70% i
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400%
Low: 3.50%
® US U-6 Unemployment Rate Sep'20 12.80%
24.00%
13.00%
----------------------------------------------- S-S - ST ST EwT T T T wwww 6.00%
# US Initial Claims for Unemployment Insurance Oct3'20 840000.0
Hi: 6.867M Lo
Low: 193000.0
# UUS Nonfarm Payrolls MoM Sep ‘20 661.00K
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Presentation Notes
While the job market data continues to improve after the sharp decline earlier in 2020, there is still some significant ground to make up to return to pre-recession levels.  The unemployment rate is almost 8% and when you consider those that are “underemployed”, it’s close to 13%.  It’s encouraging to see that new claims for unemployment insurance are trending down, but the latest value of 840K is still much higher than what we were seeing for the past few years.
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Housing and Employment: Data by Race

Home Ownership by Race in US

® US Home Ownership Rate

US Non-Hispanic White Home Ownership Rate
o US Hispanic Home Ownership Rates

US Black Home Ownership Rate
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Unemployment by Race in US

© US Unemployment Rate
US Unemployment Rate: White

® US Unemployment Rate: Black or African American
US Unemployment Rate: Hispanic or Latino

20.00%

\ 7.90%

2012 2014 2016 2018 2020
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Presentation Notes
Here you can see how ownership and employment rates in the US break down by race.  While the increase in home ownership has been significant for persons of color, there is still a wide gap in the data.  On the employment side, the data illustrates that persons of color saw a more severe impact from the current recession and the recovery has been slower relative to the overall data.
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Presentation Notes
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 normal.
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® S Monthly Treasury Outlays
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® US One-Year Ahead Government Debt Growth Expectations
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Lastly, we have a look at the changes in government spending and debt.  With record stimulus packages announced and rolled out in recent months, treasury outlays saw significant spikes. Most recently, that number has returned closer to normal but still well above the longer-term average.  We’ve yet to seen the data reported for how that stimulus impacted the overall US public debt, but expect the ~2T of treasury outlays from the last few months to increase that value considerably.
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e The COVID-19 pandemic has undoubtedly become the global
interloper in world growth expectations and economic outcomes. After
its designation as a pandemic on March 11, 2020, the virus has
prompted lockdowns, quarantines and social isolation measures
throughout the world in a struggle to contain the contagion curve. This
has resulted in several unprecedented events occurring in the second
quarter of 2020:

S5

trillion
Over 40 million  Extreme impact to Exogenous Shock L L
Americans have the healthcare downward revisions S5 trillion in stimulus Over 42 million
filed for system, which must  ;, 5rowth acrossthe ~ Packagesin the US, COVID-19
unemployment deglhvglsiih;?fg;:;\rza, world, including the the largest in its _Cases; 8.2
benefits, an all- . recent World Bank history. million in the U.S.
. T diseases, as well as : . alone.
time historical all the potential estimate of a major
record. cases of COVID-19 global contraction.

from mild to severe.
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GDP Growth 2019-2021 %‘6‘5%5}

Region Real GDP

Growth 2019 2020 2021
North America 1.9% -4.9% 3.3%
Canada 1.7% -7.1% 5.2%
Mexico -0.3% -9.0% 3.5%
United States 2.2% -4.3% 3.1%
Puerto Rico 2.0% -1.5% 1.5%
South America -0.2% -8.1% 3.6%
Cenfral America 3.2% -5.9% 3.6%
Caribbean 0.5% -9.9% 4.0%

Source

: Birling Analytics & IMF
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