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MARKETS CONTINUE RECOVERY
Markets across the globe continued to
climb higher in the third quarter of 2020
as most economies began to emerge from
recession, further reopening amidst the
ongoing COVID-19 pandemic. Most equity
indices are up sharply from their March
lows, although not all have risen back to
previous highs, and returns are uneven
geographically and between sectors.
The S&P 500 gained 9.0% for the third
quarter, up more than 50% from its
spring low. S&P 500 returns have largely
been driven by technology stocks, which
remain the year’s best performers, with
the NASDAQ up 24.5% YTD and 11.0%
for the quarter. Based on its market
capitalization weighting, the S&P 500 is
heavily skewed by technology, however
the “equal weighted” S&P 500 index
remains down -6.3% YTD, illustrating
the unevenness of the recovery and the
lingering recessionary drag in the
broader market.

Foreign stocks have also rebounded, but
are less technology weighted and remain
in negative territory for the year. The MSCI
Emerging Markets index closed the quarter
down -1.2%, significantly ahead of the
developed markets index, with the MSCI
EAFE down -7.1% YTD. Varied responses
to the pandemic from both public health
and economic policy standpoints have left
countries in different stages of distress
or recovery.
In the US, unemployment has improved
regaining about 10 million of the 22
million jobs lost, and economic activity is
expected to show significant growth for
third quarter after a steep contraction for
the first half of the year. The economic
and market recovery seemed to be
slowing toward the end of the quarter.
Uncertainties abound, with the continued
spread of the virus and a push to develop
an effective vaccine, heightened social
tensions surrounding race, ongoing trade
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tensions with China, and a contentious US
election all weighing on investors. Absent a
safe, effective vaccine, economic activity is
unlikely to reach pre-recession levels, and
another round of fiscal stimulus in the US
looks questionable before the election. As
a result, we expect heightened volatility in
the near term.

ELECTIONS ARE EMOTIONAL
Elections can be emotional, especially
in a year such as 2020 in the midst of
a pandemic and economic recession.
Markets can also be emotional, particularly
in the short term, but long-term it is
fundamentals that drive results. Diversified
portfolios created based on an investors
risk tolerance and objectives, are meant to
withstand periods of volatility, and remain
invested even through contentious election
years. In fact, historically markets tend to
be more positive than negative after an
election, no matter what the makeup of
political parties is.

Since 1937, when the President and
Congress represented the same party,
the one-year return for the S&P 500
was positive 74% of the time. If the
President and Congress represented
different parties, the one-year return for
the S&P 500 has been positive 78% of
the time. (Hartford Funds, How Political
Parties in Power Influence Markets) It is
generally better to separate politics from
investing and those who can stay with a
long-term strategy should be rewarded. To
quote famous investor Sir John Templeton,
“The four most dangerous words in
investing are ‘this time it’s different’”.
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2020 OUTLOOK
FIXED INCOME — After a strong first half, bonds posted more modest returns in the third quarter. The yield
on the 10-year US Treasury bond started the quarter at 0.66% and ended at 0.69%. The Federal Reserve
announced a change of rate policy to an “average inflation targeting” approach, stating they will allow inflation
to rise above the 2% mandate for some time before raising rates. It is widely expected that interest rates will
remain low for an extended period, which is beneficial for borrowers but not for those looking for income from
safer assets. Despite more muted return expectations, we continue to recommend a combination of bonds
and alternatives as important risk management tools in a low rate, high uncertainty environment. For both fixed
income and alternatives, we are in favor of active management to navigate complex and changing conditions.

Our View — Maintain allocation,
use active management to
adjust for changing conditions

US EQUITIES — There has been a huge variation in returns among US stocks this year due to the nature of the
recession. Year-to-date, outperforming industries include: Online Retail +60%, Home Improvement +33%, and
Information Technology +29%, while the worst performers have been: Energy -48%, Airlines -46%, and Hotels,
Resorts, & Cruise Lines -45%. (JP Morgan Guide to Markets, Sept 2020) While some stocks may look expensive
after a solid rebound, there are many that do not. Some industries and sectors may be cheap for a reason
therefore selectivity will be key going forward to identify remaining areas of value and opportunity. Growth has
continued to outperform value, a trend that could persist, however based on current valuations and the rebound
potential for value we recommend an equal weighting at this time. Given current uncertainties we also have a bias
toward larger companies due to their generally stronger financial positions and diversified geographic exposures.

Our View — Overweight large US
companies, equal preference for
growth and value

INTERNATIONAL EQUITIES — Certain countries and regions have fared much better than others, and results
appear correlated to control over the virus. Generally speaking, Asia has had less viral spread and better market
performance while Europe and Latin America have seen higher infection numbers and lower returns. Many emerging
countries have had less issues with the virus than originally feared, possibly due to younger populations and a
less mobile lifestyle. The recovery in Europe is being aided by a coordinated fiscal policy effort, a strategy not seen
before despite the common currency. We favor maintaining exposure to both emerging and developed markets for
diversification and long-term opportunity. Foreign stocks look relatively cheaper, and a declining US dollar could
also be a tailwind for returns. Given the disparity of economic conditions, we believe active management may
be beneficial.
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DISCLOSURES
This material is being provided for information purposes only and is not a complete description, nor is it a recommendation. Any opinions are those of Ascential Wealth Advisors and not necessarily those of Raymond James. The information has
been obtained from sources considered to be reliable, but Raymond James does not guarantee that the foregoing material is accurate or complete. Investing involves risk and investors may incur a profit or a loss regardless of strategy selected.
Prior to making an investment decision, please consult with your financial advisor about your individual situation. Past performance is not a guarantee of future results. Investments mentioned may not be suitable for all investors. Diversification
does not ensure a profit or guarantee against a loss. Individuals cannot invest directly in any index, and index performance does not include transaction costs or other fees, which will affect actual investment performance. There is no guarantee
that these statements, opinions or forecasts provided herein will prove to be correct. The S&P 500 is an unmanaged index of 500 widely held stocks that is generally considered representative of the U.S. stock market. The Dow Jones Industrial
Average (DJIA), commonly known as “The Dow” is an index representing 30 stock of companies maintained and reviewed by the editors of the Wall Street Journal. MSCI EAFE (Europe, Australasia, and Far East) is a free float-adjusted market
capitalization index that is designed to measure developed market equity performance, excluding the United States & Canada. The EAFE consists of the country indices of 22 developed nations. The Barclays Capital Aggregate Bond Composite
Index (BC Ttl Bond) measures investment grade, fixed-rate, taxable bond markets of roughly 6,000 SEC registered securities with intermediate maturities averaging approx. 10 years. The MSCI Emerging Markets is designed to measure equity
market performance in 25 emerging market indices. The index’s three largest industries are materials, energy, and banks. This information is not intended as a solicitation or an offer to buy or sell any security referred to herein. International
investing involves special risks, including currency fluctuations, differing financial accounting standards, and possible political and economic volatility. There are special risks associated with investing with bonds such as interest rate risk, market
risk, call risk, prepayment risk, credit risk, reinvestment risk, and unique tax consequences. To learn more about these risks, please contact our office. Investing in emerging markets can be riskier than investing in well-established foreign
markets. Investing involves risk and investors may incur a profit or a loss. Dividends are subject to change and are not guaranteed. Dividends must be authorized by a company’s board of directors. The NASDAQ composite is an unmanaged
index of securities traded on the NASDAQ system. Bond prices and yields are subject to change based upon market conditions and availability. If bonds are sold prior to maturity, you may receive more or less than your initial investment. Holding
bonds to term allows redemption at par value. There is an inverse relationship between interest rate movements and bond prices. Generally, when interest rates rise, bond prices fall and when interest rates fall, bond prices generally rise.

