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Q3 2020 Market Commentary

As the summer pulls to a close, a global reopening amidst
the COVID-19 pandemic has led to a resurgence in case
growth and fatalities. The final quarter of the year will
witness economies fighting for growth as the winter
challenges the pandemic response, as well as the most
contentious US election in recent memory.
Global Markets Performance

Per Morningstar, the US stock market, as represented by the S&P 500, finished up 8.93% on the quarter,
building on an over 20% return last quarter and posting a net 5.57% on the year so far. Smaller US
stocks1 rose less, up almost 5% for the quarter but are still down -8.69% this year. International stock
markets2 and emerging markets3 performed similarly to domestic equity markets with returns of 6.25%
and 9.56%. On the credit side, core bonds4 rose 0.62% and high yield bonds5 rose as well, up 4.71% for
the quarter, impacted primarily by moderately tightened spreadsa. Emerging market (EM) bonds6 rose as
well, up 2.28% on the quarter.

© Morningstar 2020. All data as of 09/30/2020. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/or
its content providers; (2) may not be copied, adapted or distributed; and (3) is not warranted to be accurate, complete or timely. Not all index
performance mentioned is displayed above. See references for more detail.7
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Coronavirus Update

Early in the fourth quarter of this year, global cases are approaching 37 million and global deaths have
surpassed 1 million. In the US, the case count is now over 7.5 million and the fatalities have surpassed
200 thousand8. Based on recent data from the CDC, US cases are rising at an average of between forty
and fifty thousand cases per day and the trend is higher9. The US continues to rank second globally in
terms of total cases (behind only India), but per capita case counts have trended lower over the past few
months8.
Daily Trends in Number of COVID-19 Cases, US

Source: CDC8.

Case count spikes are now occurring in areas of the country that initially avoided a substantial first wave,
particularly the Midwest and South10. Despite the resurgence in cases, the number of deaths has not
risen in the same degree as cases and thus the mortality rate appears to be decreasing. Additionally, the
percentage of deaths continues to skew heavily towards the elderly, with those sixty-five and over
accounting for nearly 80% of the total deaths in the US11.

Vote-atility: The US Presidential Election

If you’ve watched the news at all in the last few months you’ve undoubtedly been bombarded by
mention of the upcoming presidential election. It’s nearly impossible to miss across traditional, online,
and social media. And while in election years past you may have heard mention that elections have
minimal long-term consequences on capital markets, the same cannot be said with such conviction this
time around.
According to Pew Research, a non-partisan think tank, Americans are more polarized now than they
have been in at least the last twenty years. That polarization has led to, or been derived from, more
extreme positions on both sides of the aisle12. Thus, both the Republican and Democratic platforms are
substantially more conservative and progressive, respectively, and the outcome of the upcoming
election has both a wider range of potential policies and increased uncertainty.
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Political Polarization, 1994-2017

Source: Pew Research Center12.

In addition, betting markets are currently predicting a ‘blue wave’, or a democratic sweep of the
presidency, a majority in the Senate, and a majority in the House of Representatives13. This is important
because, according to economists at Morgan Stanley, a unified government has historically led to
greater policy change than divided government, which is more likely to lead to gridlock14. Thus, should
the democratic party sweep, it is plausible that more transformative economic policy could prevail than
in a typical election year.
Wrapping up all of these ideas, over the past few weeks numerous US banks have cautioned for
increased volatility as we approach and move past November 3rd. With the contentiousness of the
election, the probable increase of mail-in ballot voting, and the large number of Wall Street traders still
working from home, some banks are preparing for trading volumes to spike as much as eight times
higher than average levels on election night15.

Debt Issue, Rates Tissue

As we’ve touched on in previous missives, corporate debt issuance so far this year has been nothing
short of extraordinary. At of the end of the first quarter (the most recent quarter for which we have
data thus far), G4 non-financial corporate debtb is on pace for an annualized total of $3.5 trillion,
according to analysts at J.P. Morgan16. If that were to occur, that would be the highest level on record,
and US corporations already owe over $10 trillion17.
US Corporate Bonds Outstanding ($B)

Source: SIFMA18.

In tandem with this record issuance has
been a dramatic drop in interest rates on
both the shorter and longer terms. From
the end of January through the end of
September, three-month US government
interest rates dropped by over 93%, while
ten-year rates dropped by over 54%19.
Those lower rates have made it easier and
cheaper for companies to issue debt as the
relative interest burden for issuing debt is
now substantially lower, all else equal.
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If rates continue to stay low it is likely that issuance could remain elevated. Negative economic impacts
from the pandemic add further incentive to increase cash levels by issuing debt cheaply.

Looking Forward

While large swaths of the population will continue to stay home as the pandemic endures, the final
quarter of this year has the potential to be one of the most volatile in years in both the markets and the
world itself. To come are the results of the US presidential election as well as the initial results from
Phase Three trialsc of some of the leading COVID-19 vaccine candidates. In terms of the latter, it is
possible we may see results as soon as the end of October20.
The developments of these two events as we move through the quarter could add significant volatility
as the markets parse policy initiatives and the potential of a return to normality in our daily lives. As
always, it’s important to remember that markets will move in anticipation of these events and adjust on
an ongoing basis as each situation becomes clearer.
In the absence of a crystal ball, it’s essential that investors review their financial plans to align with their
financial goals. While the headlines will rage and markets will move, volatility is a normal process within
markets and not necessarily an impetus to alter your investment strategy. If your financial condition has
changed or you’d like to discuss the outlook in greater detail, please reach out to your financial advisor.
Ryan Walsh, CFA®, FRM® is an investment advisor representative of NWAM, LLC dba Northwest Asset Management and RIA Innovations, an
SEC registered investment adviser. This publication is in no way a solicitation or offer to sell securities or investment advisory services. Statistical
information, quotes, charts, references to articles or any other quoted statement or statements regarding market or other financial information
is obtained from sources which we believe reliable, but we do not warrant or guarantee the timeliness or accuracy of this information. All
domestic and international rights are reserved. No part of this newsletter including text, graphics, et al, may be reproduced or copied in any
format, electronic, print, et al, without written consent from Ryan Walsh, CFA®, FRM® and Northwest Asset Management or RIA Innovations.
Neither Ryan Walsh CFA®, FRM®, nor Northwest Asset Management or RIA Innovations provide legal or tax advice. Please be advised to consult
your investment advisor, attorney or tax professional before making any investment decisions.
As of September 30, 2020.
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Glossary:
Spreadsa – the difference in bond yields of the same maturity but differing qualities, e.g. corporate bonds vs. US government bonds.
G4 non-financial corporate debtb – debt issued by corporations not operating within the financial sector, e.g. banks. G4 refers to the US, the
Euro area, the UK, and Japan.
Phase Three trialsc – per the CDC, in Phase 3 the vaccines are “given to thousands of people and tested for efficacy and safety.” After Phase
Three trials are approved, vaccines can be issued to the general public.
Options – a contract that gives the buyer the right, but not the obligation, to buy or sell the underlying asset at a specified price prior to a
specified date
Blue chip – typically large capitalization, well-known brands.
Fiscal spending & budget deficits – fiscal spending relates to all government expenses, and a budget deficit implies a government is spending
more than it is receiving from taxes, interest, etc.
Liquidity vs Solvency – liquidity relates to having enough cash on hand to continue operating in the short term, while solvency relates to the
long-term and whether or not equity is sufficient to continue operating.
Repos (repurchase agreements) – in repurchase markets, borrowers needing cash offer lenders collateral, generally in the form of safe bonds
(such as US Government bonds), and in return receive a short-term loan. Repo agreements can be as long as one year, but are generally three
months or less, and the most popular tenure is an overnight loan.
Federal funds rate – the interest rate that banks charge other banks for lending them money from their reserve balances (held at the Federal
Reserve) on an overnight basis.
Agency mortgage bonds – mortgage securities that are issued by government-sponsored entities (GSEs) like Fannie Mae or Freddie Mac, or
guaranteed by a government agency like Ginnie Mae.
Strategic asset allocation – the long-term asset class goals for an investor which specify on average, how much of your money should be
invested into stocks, bonds, etc.
Goldilocks – describes an economy that’s neither too hot as to spur rapid inflation or too cold to cause a recession; it characterizes an economy
operating in an optimal state from a macroeconomic standpoint.
Yield curve – the graphic representation of US Treasury securities as defined by their yield and time to maturity.
One-month & ten-year rates – on the US government yield curve, the securities issued with maturities of one month and ten years,
respectively. The US Treasury also issues securities between one month and ten years, and longer than ten years.
Asset location – the tax-arbitrage strategy of placing high-tax exposure assets in low tax-paying accounts, and vice versa. The theoretical
benefit is to lower taxes from investments and compound higher long-term capital.

mABC Investment Advisors, LLC is a state registered investment advisor in the State of Texas and certain other states. This
content is provided by a third party and may not necessarily reflect the expertise of this Advisor. This publication is not intended
to provide investment advice and is intended for your information only. This publication is reprinted with the permission of
NWAM, LLC dba Northwest Asset Management and RIA Innovations, an SEC registered investment adviser. NWAM, LLC is
unrelated to mABC Investment Advisors, LLC.
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