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Despite some choppiness in September, the S&P 500 Index rose 8.9% in the quarter and has recovered all its losses 
for the year. Without the FANMAG stocks (Facebook, Amazon.com, Netflix, Microsoft, Apple, and Google/Alphabet), the 
S&P 500 would still be down for the year.

Underneath the surface, mega-cap growth names continue to lead the U.S. market. They now dominate the index, but 
their outsized past returns have come from their ascension to the top, not from owning them once they were already 
there. Owning the largest stocks has badly lagged owning the diversified index over time.

The U.S. mega-cap growth effect has driven the relative returns of U.S. versus foreign stocks this year. Developed 
international stocks gained 6.0% this quarter, almost three percentage points behind U.S. stocks, though, emerging-
market stocks outperformed U.S. stocks with a return of 10.2%. Both groups still trail U.S. stocks year to date.

Bond markets were calm throughout the summer, thanks in large part to the Federal Reserve’s extremely 
accommodative monetary policy. With Treasury yields unchanged, core investment-grade bonds gained 0.6% in the 
third quarter. 

In riskier segments of the bond market, high-yield bonds and floating-rate loans were each up over 4% but remain 
slightly negative for the year.

Economic Review



2020  October Quarterly Review

2

Despite a shaky September, the third quarter of 
2020 was a good one for most asset classes.
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(And September is historically a weak month in 
the market anyways...)
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In the US, economic activity picks up after a 
pause
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A large portion of jobs lost in the spring have 
been recovered but there is still improvement 
needed.
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Leading economic indicators continue to 
improve, but the pace is moderating.
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And signs of recovery are being seen across 
many global economies.
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In the US, stocks are pricing in a substantial 
earnings recovery.
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The S&P 500 reached all time highs in the 3rd 
Quarter...
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...driven by massive concentration in the top ten 
holdings of the S&P 500.
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The top 6 companies in the S&P 500 are up 
4.09% YTD. The other 494 companies in the 
S&P 500 are down -3.62%.
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Compared to historical valuation metrics, the 
stock market looks expensive...
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...but compared to bond yields, the market 
looks fairly valued.
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In election years, volatility tends to spike in the 
4th quarter.
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Historically, market performance has been 
positive around elections.
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However, investors dislike uncertainty, and 
during the 2000 recount, all risk assets declined 
in value...
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...while 'safe' assets held their value.
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While the election uncertainty is a concern, the 
larger worry for US businesses is COVID-19.
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Infection rates continue to climb around the 
world, but the mortality rate is holding fairly 
steady.
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An interesting chart published by Bank of 
America in April 2020 about the probable next 
phases forward...
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The pandemic has weighed heavily on certain 
industries, which will most likely have a difficult 
recovery path until a vaccine is approved.
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And a massive number of vaccine trials are 
under way...
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Globally, recovery has been strong but muted 
compared to US recovery.
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Most global economies have regained full 
mobility, which should help continued 
economic growth.
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Non-US equity valuations are relatively attractive.
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International stocks have been comparatively 
weak when the dollar rises - and comparatively 
strong when it falls.
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Across the world, fixed income yields remain low...
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...and in the US, the Federal Reserve intends to 
keep them low for a long time.
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The yield curve is extremely flat, with very little 
reward for long term bond holders.
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After inflation, real bond yields are deeply 
negative.
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Most asset yields barely clear inflation 
assumptions of 2% annually...
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...making it difficult for savers to keep up with 
rising costs of living.
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A balanced portfolio has helped to provide long 
term returns with lower on average risks.
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A balanced portfolio was able to recover quicker 
after large decline in March as it had fallen less 
than the market.



October  2020Quarterly Review

35

Patience continues to be an asset to all 
investors.
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Going into the final quarter of 2020, multiple crosscurrents and uncertainties are presenting both investment 
opportunities and risks. 

There are reasons to be cautiously optimistic: An economic recovery is underway. A vaccine is likely in 2021. Monetary 
policy is extremely supportive. And U.S. stocks are cheap relative to bonds. 

There are also reasons for caution: Election uncertainty could cause financial market volatility. A disputed result 
or ballot-counting delays could mean greater volatility than usual. The pandemic remains a significant societal, 
economic, and financial market risk. U.S. stocks are expensive relative to history. And there is always the potential for a 
geopolitical or other unknown shock. 

Our watchwords for portfolio construction and positioning remain balance and resilience. Our portfolios are balanced 
and diversified across multiple dimensions. And we believe they can provide strong returns in our base-case and more 
optimistic economic scenarios, while still maintaining resilience should a more challenging scenario play out.

Investing in a way that accounts for the wide range of plausible outcomes requires discipline, patience, and a 
willingness to stand away from the herd at times. It can feel uncomfortable to stay the course, or add to equities, 
when markets are plunging or to care about valuation and not chase markets higher when they are soaring. But in the 
end, this is the best approach we’ve found to achieving one’s long-term investment goals.

Portfolio
Implications
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