Q2 2020 Market Perspective

Virtually all asset classes produced gains in the second quarter, although only precious metals and fixed
income were positive for the year to date. After the “sell everything” decline in March, markets reflected
a “buy everything” mood in the second quarter. In fact, financial markets have been moving in tandem
more than any other time in the last two decades, in an investment environment dominated by pandemic
economics and central bank stimulus. 1 As noted in our last newsletter, April was the worst month in
modern economic history, but the second-best month in 33 years for the S&P 500. 2 By the end of the
quarter, some economic metrics had improved, but major health and economic concerns remain.
| EQUITY MARKETS
U.S. equities rebounded strongly throughout the second quarter, although there was a great deal of
disparity in performance. The S&P 500 was up over 20% for the quarter but down 3% year to date. The
New York Stock Exchange (NYSE) as a whole gained over 15% for the quarter, but was still down almost
15% year to date. The NASDAQ gained over 30% for the quarter, the only major equity market to show
a year to date gain (up 12%).
International developed-market equities were roughly in line with the NYSE, up almost 15% for the
quarter and down over 11% for the year. Emerging market equities did somewhat better, up over 18%
for the quarter but still down for the year almost 10%.
The stock market rally has been fueled by an unusual amount of individual day trading. While
professional investors have remained skeptical, retail investors showed unwavering enthusiasm for their
favorite companies. Record numbers of brokerage accounts have been opened and trading volume in
some companies has been unusually heavy.3
Some observers are also concerned that the market is becoming detached from economic reality based
on expectations of unlimited support from the Federal Reserve and U.S. lawmakers. 4 The S&P 500 is still
trading at some of the highest multiples of one-year earnings since 2002, while unemployment is still at
levels not seen since the Depression of the 1930s. Those looking for historical reference would conclude

that this divergence is unlikely to
continue. The S&P 500 has never reached
a bottom in fewer than six months after
falling more than 30% during a
recession.5 If that holds true this time, the
equity markets will revisit their March
lows. It is also generally true that longer
recessions tend to produce longer bear
markets.
| FIXED INCOME
Fixed income assets gained during the
quarter regardless of maturity. Corporate
bonds, particularly lower quality bonds, gained due to the Federal Reserve’s aggressive intervention. As
corporate bond spreads began increasing in March, the Federal Reserve took unprecedented action to
support fixed income markets. It expressed support for the entire market, including high yield debt,
previously off limits.6 Most notably, the Fed began to directly buy the world’s largest corporate bond
ETF, BlackRock’s LQD, which has been pushed to an all-time high. The Fed is now the third largest
shareholder in LQD.7 Federal Reserve Governor Carol Brainard said that economic activity would have
a hard time gaining traction in the face of the pandemic, and she has advocated for a new Fed policy
involving long-term interest rate targeting known as yield curve control. 8
| PRECIOUS METALS
Precious metals enjoyed a strong quarter with gold, silver and mining companies all posting gains in
excess of 12%, 30% and 59% respectively. Gold was up
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over 17% year to date and mining companies over 25% for
the year as of June 30. Silver had a strong rally at the end
of the quarter to finish positive year to date, for the first
time in 2020.
Given the massive increase in the money supply,
historically low and declining real yields, and
unprecedented economic uncertainty, gold is now widely
viewed as an attractive investment. Goldman Sachs
recently elevated their forecast for gold bullion to achieve
$2,300 per ounce, calling this an “ideal scenario for
gold”.9,10 In the second quarter, Bank of America raised its
18-month gold price target to $3,000 per ounce,11 and
some fund managers claim that $4,000 per ounce “would
not be an unreasonable move”.12,13 In a survey of nine
private banks which collectively oversee $6 trillion for the
world’s wealthiest investors, all said they had advised their
clients to increase their allocations to gold. 14
Silver and mining companies appear poised for a
significant move upward. Silver is supported by rising gold
prices, a weaker dollar, and rising industrial use. As the
gold-to-silver ratio reached historic levels in the second
quarter, investors began to move into silver. Looking back
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over recent decades, silver was never as cheap relative to gold as it became in the second quarter of
2020. At the end of June and into early July, silver is beginning to close the gap.
Broad-based commodities also experienced strong gains during the quarter. Generally, massive
monetary and fiscal stimulus take six to twelve months to work their way through the economy and
impact the financial system. The CRB, a broad-based commodities index, was the last asset class to hit
bottom in the second quarter. However, from the April low commodities gained over 30% to the end of
June. Perhaps commodities and precious metals are signaling the beginning of inflationary pressures.
| ECONOMIC OUTLOOK
The first quarter decline of 5% in U.S. gross domestic product (GDP) was the steepest decline since the
2007 recession, but only “the tip of the iceberg”. 15 GDP in the second quarter fell by 32.9%.16 More than
40 million people lost jobs in March,
April and May, although May also
produced what was perceived as a
shockingly good jobs report; the
Bureau of Labor Statistics reported that
nonfarm U.S. payrolls increased by 2.5
million people for the month. The
Congressional Budget Office (CBO)
anticipates that the American economy
will generate $8 trillion less in
economic activity over the next decade
than it projected just a few months
ago, and that a full recovery might not
take place until the 2030s. 17
At least four major factors are concerning economists and weighing on the recovery: the household
fiscal cliff, the great business shrinkage, the state and local budget deficit, and the lingering health
crisis.18 Less affluent workers who entered this recession with no financial cushion have borne the
heaviest employment and earnings losses, which is expected to result in a loss of demand throughout
the economy, absent further federal intervention.
The CBO forecasts that American
consumers will buy $300-$370 billion
less every quarter through the end of
2021 than they would have if the
pandemic had not occurred. A steep
decline in consumer spending will
hasten business failures. Already an
estimated 100,000 small companies
have closed permanently.19 Numerous
other companies and entire industries
face severe and daunting problems (e.g.
airlines, restaurants, hotels, live events,
private schools and colleges, oil and gas
companies, etc.).
State and local governments face an unprecedented budget shortfall. Unlike the federal government,
most cities and towns and all but one state (Vermont) require themselves to have a balanced budget.

With a collapse in revenues - sales tax, income tax, real estate transfer taxes, fines and fees are all way
down – state and local governments are facing a budget gap expected to total $1 trillion next year. 20
Without federal intervention, that will necessarily mean massive cuts in government services and job
losses estimated at 5.3 million people. Former Federal Reserve Chair Ben Bernanke wrote that the most
important thing Congress can do to fix the U.S. economy is to provide help to state and local
governments.21
As bad as the household fiscal cliff, the great business shrinkage, and the state and local budget crisis
are, the most terrifying factor of all is the health crisis itself. With infections surging, we will simply not be
able to return to normalcy. Ending the pandemic is the best single thing we can do to preserve our
economy.

