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⚫ Signs of economic recovery continued during the 3rd quarter despite a slight decline in risk appetite 

during September.  The Federal Reserve has expressed it remains highly accommodative. While Covid-19 

vaccines are gaining developmental traction, uncertainty is shifting towards the US presidential election 

1 month away...

⚫ GLOBAL FINANCIAL MARKETS – EQUITIES & COMMODITIES

➢ US shares gained in Q3, supported by signs of economic recovery and loose monetary policy. The Federal Reserve will now use average 

inflation targeting in setting interest rates, allowing for temporary overshoots in inflation.

➢ Eurozone shares were virtually flat, lagging behind global markets as Covid-19 infections rose sharply in several countries and local 

restrictions to curb the virus were reintroduced.

➢ Japanese shares gained over the quarter, despite the yen strengthening. Shinzo Abe resigned as prime minister due to poor health and 

was replaced by Yoshihide Suga.

➢ Emerging market equities advanced in Q3 2020, despite a further acceleration in new cases of Covid-19 in certain countries, and an 

escalation in US-China tensions.

➢ Commodities delivered a positive return. Livestock and agriculture were the best-performing components while industrial metals 

posted a strong gain. Energy was the only component to finish in negative territory, posting a slight fall. Crude oil prices fell back in 

September amid concern over the sustainability of the recovery in global growth.

Summary Capital Market Commentary – 3rd Quarter 2020

Source: Schroders & SAA
The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed. 3



⚫ Signs of economic recovery continued during the 3rd quarter despite a slight decline in risk appetite 

during September.  The Federal Reserve has expressed it remains highly accommodative. While Covid-19 

vaccines are gaining developmental traction, uncertainty is shifting towards the US presidential election 

1 month away... 

⚫ GLOBAL FINANCIAL MARKETS – FIXED INCOME

➢ Broadly, government bond yields were mixed. European government bonds performed well as sentiment toward the region improved 

markedly after the EU announced a €750 billion pandemic recovery fund. 

– The US 10-year yield finished at 0.68%, three basis points (bps) higher from last quarter.  The US 5-year and US 2-year yield 

finished at 0.27% and 0.13% respectively, both two basis points lower from 6/30.

– Corporate bonds enjoyed a decidedly positive quarter, as riskier assets were broadly buoyant and monetary policy helped 

anchor yields at low levels. Investment grade corporates returned 1.5%, while high yield debt returned 4.6%.

Summary Capital Market Commentary – 3rd Quarter 2020

Source: Schroders & SAA
The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed. 4



❖ KEY THEME – Upon the enormous monetary and fiscal stimuli worldwide, global markets continued their recovery even though the 
uncertainty from COVID-19 remains unabated.

Capital Markets’ Performance

Indices sorted high/low by Q3-2020 performance.

Source: Zephyr StyleAdvisor

Index Asset Class Jul-20 Aug-20 Sep-20 Q3-2020 YTD Trailing 1 Yr Trailing 3 Yr Trailing 5 Yr

BofA Merrill Lynch US Convertibles U.S. Convertible Bond 7.26% 8.56% -2.16% 13.93% 22.18% 31.20% 15.21% 13.78%

S&P Composite 1500 Growth U.S. Equity 6.92% 9.10% -4.55% 11.34% 18.71% 28.48% 17.95% 17.63%

MSCI EM (Emerging Markets) International Equity 9.03% 2.24% -1.58% 9.70% -0.91% 10.91% 2.79% 9.37%

S&P 500 U.S. Equity 5.64% 7.19% -3.80% 8.93% 5.57% 15.15% 12.28% 14.15%

S&P Composite 1500 U.S. Equity 5.55% 6.91% -3.79% 8.56% 4.13% 13.42% 11.34% 13.59%

Dow Jones Industrial Average U.S. Equity 2.51% 7.92% -2.18% 8.22% -0.91% 5.70% 9.98% 14.02%

MSCI World Index World Equity 4.82% 6.72% -3.41% 8.05% 2.12% 10.99% 8.33% 11.10%

MSCI World Ex. US Index World Equity 2.69% 5.18% -2.77% 5.01% -6.75% 0.63% 1.14% 5.86%

MSCI EAFE Index International Equity 2.35% 5.15% -2.55% 4.88% -6.73% 0.93% 1.11% 5.77%

MSCI EAFE (Net) International Equity 2.33% 5.14% -2.60% 4.80% -7.09% 0.49% 0.62% 5.26%

S&P MidCap 400 U.S. Equity 4.61% 3.51% -3.25% 4.77% -8.62% -2.16% 2.90% 8.11%

S&P GSCI Commodities U.S. Equity 3.80% 4.59% -3.64% 4.61% -33.38% -27.84% -9.46% -7.88%

Barclays Capital U.S. Corporate High Yield U.S. Fixed Income 4.69% 0.95% -1.03% 4.60% 0.62% 3.25% 4.21% 6.79%

S&P Composite 1500 Value U.S. Equity 3.57% 3.64% -2.59% 4.55% -12.29% -3.78% 3.52% 8.51%

S&P/LSTA US Leveraged Loan Index U.S. Fixed Income 1.96% 1.49% 0.63% 4.14% -0.66% 1.06% 3.10% 4.01%

S&P SmallCap 600 U.S. Equity 4.11% 3.99% -4.70% 3.17% -15.25% -8.29% -0.33% 7.20%

Barclays U.S. Treasury: U.S. TIPS U.S. Fixed Income 2.30% 1.09% -0.37% 3.03% 9.22% 10.08% 5.79% 4.61%

Citigroup WorldBIG Index World Fixed Income 3.43% -0.32% -0.40% 2.68% 6.39% 6.77% 4.27% 3.99%

Barclays Capital U.S. Corporate Investment Grade U.S. Fixed Income 3.25% -1.38% -0.29% 1.54% 6.64% 7.90% 6.41% 5.98%

Barclays Capital Municipal Bond U.S. Fixed Income 1.68% -0.47% 0.02% 1.23% 3.33% 4.09% 4.28% 3.84%

Dow Jones U.S. Select REIT U.S. Real Estate 3.33% 0.70% -3.10% 0.83% -21.36% -22.33% -1.85% 1.99%

Barclays U.S. Government/Credit U.S. Fixed Income 2.01% -1.16% -0.05% 0.78% 8.04% 8.03% 5.86% 4.66%

Barclays Capital U.S. Aggregate U.S. Fixed Income 1.49% -0.81% -0.05% 0.62% 6.79% 6.98% 5.24% 4.18%

Barclays Intermediate U.S. Government/Credit U.S. Fixed Income 0.75% -0.12% -0.01% 0.61% 5.92% 6.32% 4.43% 3.39%

S&P GSCI Crude Oil U.S. Equity 2.03% 5.16% -6.49% 0.33% -66.49% -61.96% -25.45% -21.18%

5-Year US Treasury U.S. Treasury 0.40% -0.22% 0.01% 0.18% 7.44% 7.19% 4.66% 2.89%

Merrill Lynch US Treasury Master U.S. Fixed Income 1.21% -1.20% 0.19% 0.18% 9.22% 8.25% 5.65% 3.87%

10-Year US Treasury U.S. Treasury 1.16% -1.33% 0.22% 0.04% 12.73% 10.74% 6.97% 4.28%

Citigroup 3-month T-bill Cash/Cash Equivalent 0.01% 0.01% 0.01% 0.03% 0.56% 1.02% 1.65% 1.16%

Alerian MLP Master Limited Partnerships -3.55% 0.52% -13.62% -16.26% -46.16% -48.35% -20.75% -11.58%

The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed. 5



U.S. Equity Market – Beneath the “Recovery”

❖ KEY THEME – The degree of exposure to the technology sector generated materially different perspectives regarding the US 
equity market’s “recovery” from the initial COVID-19 shock that occurred in March. 

❖ FANGS – 100% Technology (GREEN)

❖ NASDAQ 100  – 55% Technology (RED)

❖ S&P 500 – 28% Technology (WHITE)

❖ S&P 500 Ex-Technology (BLUE)

Source: BloombergThe information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed. 6



Fixed Income Yields

Source: Bloomberg Barclays & ICE Fixed Income Indices

❖ KEY THEME – Low yields are here to stay, at least, through 2023 according to the Federal Reserve. As a result, fixed income portfolios 
(especially investment grade) will face investment income erosion due to materially lower reinvestment yields for the foreseeable future. 
Shorter maturity portfolios will experience this income erosion much sooner then longer maturity portfolios.

Index YTW 12/31/2019 6/30/2020 9/30/2020 Chg Prior Qtr Chg Calendar Yr

Aggregate 2.31% 1.25% 1.18% -0.07% -1.13%

Intermediate Aggregate 2.14% 0.97% 0.89% -0.08% -1.25%

U.S. Treasury 1.80% 0.50% 0.48% -0.02% -1.32%

U.S. 2-Yr Treasury 1.56% 0.15% 0.13% -0.02% -1.43%

U.S. 5-Yr Treasury 1.68% 0.29% 0.27% -0.02% -1.41%

U.S. 10-Yr Treasury 1.91% 0.65% 0.68% 0.03% -1.23%

U.S. 30-Yr Treasury 2.38% 1.41% 1.45% 0.04% -0.93%

U.S. Agency MBS 2.54% 1.36% 1.29% -0.07% -1.25%

ABS 2.05% 0.85% 0.54% -0.31% -1.51%

CMBS 2.48% 1.72% 1.44% -0.28% -1.04%

U.S. Credit 2.79% 2.05% 1.91% -0.14% -0.88%

A-Rated Corporates 2.64% 1.81% 1.67% -0.14% -0.97%

BBB-Rated Corporates 3.19% 2.68% 2.43% -0.25% -0.76%

Municipal Bond 1.78% 1.50% 1.32% -0.18% -0.46%

U.S. High Yield 5.19% 6.87% 5.77% -1.10% 0.58%

Global Aggregate (USD) 1.45% 0.95% 0.90% -0.05% -0.55%

U.S. Agg. vs. Global Agg. 0.86% 0.30% 0.28% -0.02% -0.58%

UST 2yr-10yr Spread (bps) 35.0 50.0 55.0

UST 2yr-5yr Spread (bps) 12.0 14.0 14.0

UST 5yr-10yr Spread (bps) 23.0 36.0 41.0

Source: Bloomberg Barclays Indices & BofA ICE Indices

The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed. 7



ECONOMIC OUTLOOK
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Coronavirus, COVID-19, and Behavior Changes

Source: Statista, Johns Hopkins University, PEW Research Center

KEY THEMES:

❖ While the U.S. has the dubious 
distinction of the worse confirmed 
COVID-19 case count, the world is still 
clearly in the midst of a pandemic.

❖ The coronavirus (as seen above) has 
changed and is changing the lives and 
expectations of billions of people.

The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed. 9



IMF World Economic Outlook

Source: IMF World Economic Outlooks, Jan, Apr, Jun, and Oct 2020

KEY THEME

❖ The smoothness of the 3yr global 
GDP growth estimate at Jan 2020 
was sneezed, coughed and wiped 
away courtesy of the coronavirus.

❖ Although overall GDP growth 
estimates from the IMF remain 
positive for 2021, the paths to 
economic growth will likely be 
markedly choppy and uneven given 
the breadth and depth of COVID-19 
impact by sector.

The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed. 10



US Treasury Yields – Low again, and lower than 2008/2009

❖ KEY THEME – Unlike 2008/2009, the Treasury yield curve is exceedingly flat with very little 
incremental yield available with longer maturities. As a result, overall market yields are 
very, very low; however, spread sector yield curves remain much steeper than the Treasury 
curve and offer more incremental yield as maturity increases.

The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed. 11

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


US Unemployment Rate – Mandated Shutdown to Structural Unemployment?

❖ KEY THEME – Unlike the financial crises of 2008/2009 from which we were really just emerging, the sharp 
spike in unemployment was due to a mandated, economic shutdown to mitigate spread of the coronavirus. 
While employment has recovered somewhat, the changes in consumer behavior will have wide-ranging, 
short/long-term implications across the U.S. and global economy, especially within those sectors hit 
hardest by the pandemic: Leisure/Hospitality, Airlines, Energy…to name a few.

The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed. 12



Unemployment – Continued Claims

Source: FRED & Statista

KEY THEME
❖ Approximately 28 million 

U.S. workers rely on 
unemployment benefits or 
about 18% of the U.S. work 
force…

❖ How will future fiscal stimuli 
be applied to those workers 
permanently displaced by 
COVID-19 consumer 
behavioral changes…?

The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed. 13

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


DEBT - Fiscal Stimulus Impact & Trends

Source: Congressional Budget Office (CBO)

KEY THEME – While U.S. debt rises as a percentage of GDP, the actual cost of servicing that debt will fall through 2023 and is 
less than 1.6% of GDP through 2028… Even so, U.S. demographics are working against the “grow your way out” theory on 
deficit spending…

The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed. 14



By the way…US Presidential Election on November 3rd

Source: Statista, Gallup & YouGov

KEY THEME
❖ Americans go to polls on November 3rd to decide the presidency and key senatorial races. As of this writing, the polls and 

capital markets were beginning to lean into an expected “blue wave” to wash over the White House and Congress. 
❖ Regardless of the election outcome, the fact that the issues regarding “peaceful transition of power” were raised and 

discussed is many things: sad, terrifying, and perplexing. Still, capital markets remain relatively unperturbed…

The information contained herein has been obtained from sources believed to be reliable, 
but the accuracy of the information cannot be guaranteed. 15



⚫ Look Ahead – Rinse & Repeat from Q2

o Fallout (expected and unexpected) from U.S. Presidential and key Senatorial races…

o COVID-19 Containment vs. Economic Carnage

o US Debt Growth & Monetization

o US Tax Revenue Slowdown & Implications

o Increasing Income Inequality & COVID-19 Sector Displacement

o Student Loan Crisis & COVID-19 Implications

o Qualified Immunity Evolution (for risk pools)

o Climate Change Issues (ESG Investing)

⚫ Strategic Asset Allocation & Investment Policy

o Confirm and/or reexamine investment risk appetite and liquidity needs allowing for any potential use(s) 

of your organizations’ surplus to support members/policyholders tactically and/or strategically as a result 

of COVID-19 implications.

Navigating Uncertainty Remains…
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