
The equity markets continued to rebound in 3Q20, as 

the S&P 500 rose by 9.04%, U.S. small caps by 5.03%, 

U.S. mid-caps by 4.74%, international developed by 

5.46% and emerging markets by 10.25%. 

In March, for accounts in our models, we bought equi-

ties near the stock market lows, and we also decreased 

exposure to U.S. Treasuries and allocated the proceeds 

for an increased corporate bond exposure. We continue 

to hold that higher corporate bond allocation, and those 

corporate bonds have risen by 10.99% since March, sig-

nificantly enhancing our fixed income returns in an envi-

ronment where the 10-year Treasury yield is only 0.67%. 

We believe 0.67% is unsustainably low for the 10-year 

Treasury yield. The Federal Reserve has targeted 2.00% 

inflation, and interest rates tend to rise when the econo-

my transitions from a recession to an economic expan-

sion. As such, if interest rates were to fall significantly 

further, we are prepared to decrease the duration of our 

fixed income allocations, which would better insulate 

investors in case interest rates rise.     

We remain modestly underweight equities for accounts 

in our models after taking some profits on equities in 

late May. In September, the S&P 500 declined by –

3.74%. We are monitoring this recent stock market de-

cline closely and stand ready to buy equities back up to 

target weight if the decline were to continue much fur-

ther. Modest 5-10% stock market declines are common, 

even amidst an upward-prevailing trend.      

Many clients are understandably nervous about the up-

coming election. However, the stock market has histori-

cally posted solidly positive returns under both Demo-

cratic and Republican presidents. Furthermore, the stock 

market has risen 5.75% on average in the year after elec-

tions since 1928, not including dividends. Evidently, the 

election outcome itself is less important to the stock 

market than the removal of the uncertainty. 
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External sources: Bloomberg pricing data. Returns based on ETFs tracking the respective indices. 
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