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INVESTMENT REVIEW

Market Review and Outlook
A huge second quarter rally!
Lessening of COVID fears, a slow economic reopening, and massive monetary and fiscal stimulus measures
have allowed markets to stage a
mighty comeback from first quarter
lows.

In last quarter’s Investment Review, we wrote about the
end of the longest bull market in U.S. history as we
entered a recession and a bear market in late March.
The speed at which markets and the economy collapsed
was unprecedented, sparked by the response to the
COVID virus. Fast forward just about 90 days and we are
now talking about a bull market and a reversal from one
of the steepest slowdowns in history to one of the
sharpest pickups in economic activity. That we should
rebound from a recession is no surprise, but the speed
at which markets have recovered is somewhat shocking.
The S&P 500 had its best quarter since 1998, finishing
up 20.5%. Small cap stocks (Russell 2000) were up 25%
and even foreign markets were up 15% (MSCI EAFE) and
18% (MSCI Emerging Markets), respectively. Although
miniscule by comparison, bonds had exceptional
quarters too, with high quality indices up 2.5% - 3.0%
and high yield bonds up 4.6% to as much as 10.2%.
Needless to say, all major stock and high yield bond
indices are still negative for the year with only
investment grade bonds providing a positive return (low
to mid-single digits).
Obviously, the driver of the economy and the markets
has been the response to COVID-19, with the lessening
of the disease and reopening of the economy playing
front and center. After losing 21 million jobs in two
months, the U.S. has gained approximately 8 million
back in May and June. Retail sales and durable goods
orders have surged, manufacturing has picked up and
many services that had been shut down for months
were reopened. In addition, markets are flush with cash
as the Fed and the federal government have provided
about $7 trillion of stimulus, with European and
Japanese central banks adding another $4 trillion to
their balance sheets.

But there remains a great deal of uncertainty and a
definitive disconnect between Wall Street and Main
Street. Although the number of unemployed has
dropped to 18 million, the number of people claiming
unemployment benefits is 31 million (you actually have
to be actively looking for a job to be called unemployed
whereas anyone without a job can claim unemployment
benefits). Many businesses, especially small ones, are
barely hanging on and if a full opening does not occur
for several more months, many will go under.
Furthermore, the $600/week additional unemployment
benefit ends July 31st and the requirement for airlines
to hold on to employees terminates September 30.
Additionally, since mid-June, Coronavirus infections
have blossomed in the U.S., led by huge spikes in certain
southern states and California.
So, is the market telling us that things are not as bad as
it seems? We would posit that the opposite is true. Five
stocks—Apple, Amazon, Facebook, Google and
Microsoft—which account for 25% of the S&P 500 are
driving most of the returns while the majority of stocks
remain down significantly. By the end of June, these five
stocks were up 24% year-to-date while the other 495
stocks in the S&P 500 were down an average of 11%.
Value stocks are off 15% – 25% year-to-date with small
cap stocks (Russell 2000) still down 12%, while most non
-investment grade bond indices remain down 3% - 7%.
The biggest driver of market returns, earnings growth, is
unknowable at the moment. Factset reports only 49
companies in the S&P 500 have issued Q2 guidance
while 185 have withdrawn 2020 guidance. Factset also
reports an estimated 44% year-over-year decline in Q2
earnings while 2020 earnings are now estimated to
decline 22%, from $163 to $127 a share. Ironically, since
March 31, Q2 earnings estimates dropped 37% but the
Continued next page ...
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We believe now is not the time to get overly
aggressive. Although big name stocks have run to
record territory, much of the underlying market is
lifeless. The economic rebound from the catastrophic
stop in the economy was not unexpected, but so
much uncertainty remains. When do we ultimately
contain COVID and do we manage reasonably in the
meantime? What about China’s aggressiveness with
Hong Kong, India and the South China Sea and the
impact on trade and diplomacy? Although largely
ignored by Wall Street, culture wars at home,
magnified and distorted by Social Media, are making
civil discourse difficult. Plus, we have a presidential
election in the U.S. with various possible outcomes
that will impact policy and our economy.
Therefore, we continue to be disciplined in
reinvesting into this market. We took advantage of a
few opportunities in the credit markets early in Q2,
but with the speed of the market rebound, it has
been difficult to put further money to work. Given our
focus on managers investing in high quality
companies, and with most of the market still off
significantly, we think patience will be rewarded. We
think volatility will remain elevated over the next few
quarters and, therefore, good opportunities to enter
the market should become available. Cash balances
remain overweight, so most clients have “dry
powder” to move quickly.
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Asset Class Returns - Trailing Periods

Return (%)

S&P 500 rallied 20%. Our Q1 Investment Review
provided an example of how to think about market
pricing, but with the S&P sitting at about 3,100 and all
the overriding risks, even rosy scenarios seem fully
priced.

Period ending June 30, 2020

Market Returns %

2Q20

YTD

1-yr

3-yr

5-yr

10-yr

Russell 3000 Index

22.03

-3.48

6.53

10.04

10.03

13.72

MSCI EAFE Index

15.08

-11.07

-4.73

1.30

2.54

6.22

MSCI EM Index

18.18

-9.67

-3.05

2.27

3.24

3.63

Bloom Barc Agg.

2.90

6.14

8.74

5.32

4.30

3.82

Source: Rocaton Quarterly Market Review, 2nd Quarter 2020; FactSet. Periods greater than one y ear are annualized.
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U.S. Equities
U.S. Markets Rally as COVID
Worries Wane
As uncertainty surrounding COVID-19
started to fade and the country slowly began to reopen, the S&P 500
came rocketing back in the second
quarter. It was the largest 50 day advance in market history, returning
20.5% and closing out the quarter
back above 3,100.

Highlights
•

•

US Markets have taken an optimistic turn following
their March 23rd lows as the Federal Reserve (Fed)
was able to energize markets with unlimited
quantitative easing and a $2.3 trillion stimulus plan.
This coupled with COVID-19’s more muted effects on
the economy than originally anticipated and the Fed
indicating that it plans to keep interest rates near zero
until 2022, has led to an incredible rally in the markets.
The sectors leading this rally were Consumer
Discretionary, Technology and Energy, returning
32.9%, 30.5% and 30.5%, respectively. Consumer
Discretionary saw the strongest returns because of its
extremely high weighting toward Amazon. The worst
performing sectors were Utilities and Consumer
Staples, returning 2.7% and 8.1%, as more defensively

•

Set against a backdrop of low interest rates, less
economic impact than anticipated from coronavirus,
and a dovish Federal Reserve, growth stocks were set
up for incredible outperformance this quarter, with
large-cap growth outperforming large-cap value by a
whopping 14%.

•

Small-cap
recession
valuation
returning
small-cap
14.3%.

equities continued to follow their posttrend and outperformed across the
spectrum, with small-cap growth stocks
30.6% vs large-cap growth’s 27.8%, and
value returning 18.9% vs large-cap value’s

U.S. Equity Growth vs Value Returns

Return (%)

Return (%)

U.S. Equity Sector Returns QTD vs YTD

positioned stocks were overshadowed by their growth
-orientated counterparts.

Source: Bloomberg

4

Source: Bloomberg

Market Street Trust Company Investment Review

International Equities
Developed Markets Rally with
ECB Stimulus
The MSCI EAFE gained 14.8% in the
second quarter as the European Central Bank (ECB) kickstarted European
economies with its massive government bond purchasing program. This
was later expanded by another €600
billion in early June.

Highlights
•

Performance in the second quarter was largely
determined by the response each country had to the
pandemic, with Germany returning 27.0% and leading
all other developed countries as its markedly low
infection rate and announcement of a €146 billion
stimulus plan rallied the German economy.

•

The
Materials,
Technology
and
Consumer
Discretionary sectors were the top performers this
quarter as cyclical sectors reaped the benefits of the
recovery, returning 25.6%, 24.6%, and 20.0%
respectively, while the worst performing sectors were
Real Estate, down 8.1%, and Energy, down 10.2%.

•

The United Kingdom suffered this quarter as it
struggled to keep the virus under control, dealing with
a high death and infection rate which delayed hopes of
a reopening. This, when coupled with a very real worry
of the Brexit deadline fast approaching, paint a grim
picture for the U.K.’s stock market in the short term.

•

The growth edge persisted in international stocks this
quarter as riskier assets flourished. Smaller
capitalization stocks were the top performers as large
cap growth, which returned 18.1% and large cap value,
returning 12.3%, lost out to small cap growth and
value, which returned a respective 27.3% and 18.3%.

International Sector Returns 2Q20 vs 1Q20

Return (%)

Return (%)

Country Returns QTD vs YTD

Source: Bloomberg
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Emerging Market Equities
Emerging Markets Rebound with
Central Banks’ Relief Programs
Emerging market equities posted
strong returns this quarter with the
MSCI Emerging Markets index up
18.1%, the highest quarterly return in
a decade, as many countries’ central
banks enacted new relief policies to
combat the increasing threat of
COVID-19.

Highlights
•

Argentina and Brazil were two of the top performers in
the second quarter, up 45.1% and 24.0%, as they both
attempted to claw back some of the losses seen after
their respective stock markets were down 45.6% and
51.2% during the first quarter. Brazil, in particular,
continues to grapple with increasing case numbers as
President Bolsonaro stands firm on his dismissive
attitude toward COVID-19.

•

Indian stocks gained 19.7% as the Reserve Bank of
India announced a swath of relief programs during the
quarter to combat the economic fallout of increasing
case rates throughout the country. The pandemic
continues to test India’s healthcare structure and
policy response as the country struggles to implement
widespread testing while the impoverished population
suffers from the lockdowns.

•

Hong Kong and China were the worst performing
countries this quarter, returning 5.1% and 10.0%
respectively, as Hong Kong’s economy continues to be
whipsawed by the ongoing political protests in
conjunction with the threat of COVID-19. China
maintains its steady pace toward reopening, with
returns being muted as tensions began to resurface
with the United States.

•

Healthcare dominated emerging markets in the second
quarter, returning 37.5%, fundamentally benefitting
from the global pandemic and the search for its cure.
Real Estate and Financials were the worst performing
sectors, returning 5.9% and 7.7% respectively.

Emerging Markets Sector Returns QTD vs YTD

Return (%)

Country Returns vs MSCI EM Index Weight

Source: Bloomberg
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Fixed Income
“Volatility, where art thou?”
Following a rapid increase in volatility
in the first quarter, volatility was essentially non-existent in the second quarter. The MOVE index, a measure of U.S.
Treasury volatility, fell 36% in the second quarter as the Federal Reserve and
U.S. government’s record-setting stimulus measures were deployed and
helped to stabilize credit markets.

Treasury Volatility

U.S. Treasury Volatility

Source: Bloomberg
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Highlights
•

•

•

Treasury bond yields moderated in the second
quarter as credit markets stabilized and risk-on
sentiment took the place of haven demand. U.S.
Treasuries barely budged during the second quarter
despite rapid declines in the first quarter. While it is a
positive that credit markets stabilized, the negative is
that the U.S. Treasury rates are now at all-time lows
with no real catalyst to move them higher.
The Federal Reserve’s (Fed) asset purchase programs
were implemented in the second quarter. The Fed
has rolled out numerous lending facilities to backstop
credit markets along with its secondary market
facility that began buying corporate bond exchangetraded-funds on May 12 ($6 billon). The Fed backstop
helped lead to a red-hot corporate issuance market
with almost $3 trillion in new debt issued in the
second quarter.
The municipal bond market rebounded with a
positive return in the second quarter. The municipal
bond market was not immune to the liquidity dry-up
in the first quarter and had been trading at very

attractive levels. The muni market is likely going to
need Federal government help to pay outstanding
debts as the significant tax revenue hit from COVID19 lockdowns impacts budgets and the ability of local
and state governments to service debt.
•

High-yield municipal debt rebounded in the second
quarter with a 4.6% return as risk-on sentiment,
thanks to the Fed backstop, brought investors back
into the market. High yield municipal debt is at risk
from an economic slump since a lot of issuance is
project based (i.e. work needs to be done before
revenues start) and thus there are some default
concerns heading into the second half of 2020.

•

High yield corporate bonds were the biggest
beneficiaries of stabilizing credit markets and they
returned 10.2% in the second quarter. Despite the
rebound, the sector’s risks - over-levered companies
with dwindling profits and limited debt-service
abilities - never abated. Sentiment, not
fundamentals, boosted prices upward (yields down).

Yield Changes
12/31/2019

3/31/2020

1Q Change

6/30/2020

2Q Change

2-Year

1.58%

0.23%

-1.35%

0.16%

-0.07%

5-Year

1.69%

0.37%

-1.32%

0.29%

-0.08%

10-Year

1.92%

0.70%

-1.22%

0.66%

-0.04%

30-Year

2.39%

1.35%

-1.04%

1.41%

0.06%

U.S. Treasury Yields

Source: Bloomberg
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Commodities
Commodities Return

Commodities recover from brutal first quarter plunge

Return (%)

Commodity markets remain beholden to COVID-19 mitigation efforts, with low
demand likely to limit upside.

Highlights
•

Source: Bloomberg

Price ($)

Oil Price Chart

After the energy sector plunged in the first quarter
due to the OPEC oil war and significant demand side
shock from the global pandemic, the energy sector
experienced dramatic improvements during the
second quarter. WTI crude oil prices ended at $39.27/
barrel, up significantly from $20.48/barrel at the end
of last quarter. The Bloomberg Commodity Index, a
broadly diversified commodity index, returned 5.1%
for the second quarter.

•

During the second quarter of 2020, precious metals
gained ground as uncertainty persisted in global
markets. The S&P GSCI Precious Metals Index
returned nearly 11.5% for the quarter.

•

Natural gas prices ended the second quarter at the
lowest inflation adjusted monthly average price since
at least 1989 (EIA). The COVID-19 induced reduction
in demand is outweighing the reduction in domestic
supply, pressuring prices lower. The U.S. Energy
Information Agency expects this situation to continue

into the third quarter before a recovery towards the
end of the year as colder weather increases heating
demand.
•

MLPs (U.S. energy infrastructure) rallied 47% during
the recent quarter but remain down 38.7% year to
date. MLPs continue to offer a growing yield that is
vastly superior to other asset classes. While prices
have been volatile, we expect the long-term patient
investor to earn attractive returns.

•

Global real estate market returns began to climb back
during the second quarter. Specifically, U.S. REITs
fared significantly better than the first quarter,
returning 11.7%. The year-to-date return for U.S.
REITs is -18.5%, heavily weighed down by first quarter
results. The FTSE E/N Developed Asia Index also
posted gains in the second quarter returning 8.6%,
and the FTSE E/N Developed Europe Index posted a
positive return of 8.9% for the quarter.

Source: Bloomberg
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U.S. Economy
Highlights
U.S. economic resilience will be tested after lockdowns
slowed the economy to a halt.
•

Recession fears came to fruition, not because of
Federal Reserve (Fed) interest rate hikes or slowing
global growth, but due to the COVID-19 pandemic. As
lockdowns were enacted in mid-March, they
essentially halted the U.S. economy for the month of
April and parts of May. While first quarter GDP
growth was reported at an annualized -5.0%, the
second quarter will bear the brunt of the economic
shock with the Atlanta Fed estimating an 8.8%
quarter-over-quarter (-35% annualized) decline.

•

The Federal government and the Fed’s rescue have
led to a rebound in confidence but not the economy
just yet. Since the U.S. economy is 70% services
driven, the pandemic response (shutdowns) has led
to the largest increase in unemployment since the
Great Depression. Weekly initial jobless claims spiked
to 7 million while continuing jobless claims spiked to
24.9 million. The employment chart will be the best
real-time look at how the economy is recovering as it
provides us a weekly snapshot of how many people
are going back to work (continuing claims falling).

•

It is hard to call a bottom in the economy when most
of the data is backward looking. However, based on
surveys and leading indicators, it looks like May
started the recovery. Markit’s Manufacturing PMI, a
survey of industrial output, hit 49.8 in June
recovering from its low of 36.1 in April. The Services
PMI has also recovered from its 26.7 April low, rising
to 47.9 in June. These surveys provide a sense of the
improved business sentiment as states ease
restrictions on commerce.

•

While there have been many negatives, housing and
construction have shown some resilience. Although
both sectors have been hit by the halt in the
economy, both had been producing above average
numbers ahead of the economic shutdown. Building
permits have already started their recovery and
housing starts are inching forward. Both are longerterm projects and, if they can sustain their recoveries,
it will be a bright spot for the nation’s economic
resurgence.

Savings and Spending

•

The U.S. economic recovery is underway. What shape
that will take and how long it will be is going to be
decided by the consumer. As we move into the back
half of 2020, the pandemic will still be a headwind to
growth and employment. However, the consumer is
in their best shape for years as the personal savings
rate has remained well above the personal spending
growth rate, keeping household balance sheets
stronger and better able to weather a crisis.

Employment

Housing and Building Starts

Source for all U.S. Economy charts: Bloomberg
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International Economy
Highlights
The global economy is slowly improving from its initial
slump, but the strength and speed of the recovery will
depend on the how well the COVID-19 curve is crushed.
•

•

As the effects of COVID-19 become more profound,
estimates for European economic growth have
ratcheted lower. The European Commission is
forecasting an 8.3% decline in the European Union
economy this year, followed by a weak 5.8% recovery
next year. As with most economic forecasts at the
moment, this one assumes that lockdowns are eased
and that the continent escapes the impact of a
second wave of the virus later this year; the actual
outcome could be better or much worse than
currently forecast.

The virus’s impact has been felt most in the tourism
dependent countries of southern Europe, including

Greece, Italy, and Spain. These countries are
expected to contract by around 10% this year,
necessitating the need for financial bailouts by the
richer countries in northern Europe. The European
Commission’s proposed €750 billion recovery plan
aligns more closely with the U.S. federal model and,
if approved, could improve the cohesiveness of the
entire European Union.
•

The long-term case for investing in Emerging Markets
remains compelling; more than 2 billion Asians are
expected to attain middle class consumer status over
the next couple of decades. Although Asian countries
appear to have crushed their COVID-19 curves, the
virus’s impact on global growth will impact Asia’s
export-reliant economies. Regardless of the virus’s
impact over the next year or two, Asia’s rising middle

IMF Economic Growth Projections
2021

2020/2021

Developed Markets

-8.0%

4.8%

-3.6%

Emerging Markets

-3.0%

5.9%

2.7%

Emerging Asia

-0.8%

7.4%

6.5%

Emerging Europe

-5.8%

4.3%

-1.7%

Latin America

-9.4%

3.7%

-6.0%

Middle East

-4.7%

3.3%

-1.6%

Africa

-3.2%

3.4%

0.1%

10

•

compelling,

structural

growth

While COVID-19 appears to have taken strong hold in
Latin America with severe impacts to economic
growth, Asia represents 75% of the MSCI Emerging
Market Index market capitalization, providing for a
more resilient outlook for emerging market equities
overall. The International Monetary Fund (IMF) is
forecasting Emerging Asia to decline just 0.8% in
2020 with a 7.4% growth in 2021 compared to a 9.4%
decline in Latin America in 2020 followed by a weak
3.7% growth in 2021. The table below highlights the
disparity in growth rate forecasts across the various
emerging market regions. It is also obvious that
Emerging Markets overall are forecast to continue
their outperformance over developed markets.

Emerging Market Index Representation

2020

Source: International Monetary Fund (IMF), June 24, 2020

class provides
opportunities.

Asia Represents 75% of the MSCI Emerging Market Index

Source: Bloomberg
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Special Topic: Government Employment
Government Employment’s Negative Impact on Economic Recoveries

Most private payrolls have already made their major
adjustments, but government, specifically at the state
and local levels, has not. Government employment
tends to have a lower rate of turnover than private
payrolls but when budgets get tight, municipalities
must increase debt issuance, leverage rainy day funds,
or lay off employees.
State and local governments cannot operate like the
Federal government as they are unable to print their
own money. When municipalities budgets get
stretched, available courses of action (such as raising
taxes to generate more revenue or laying off employees
to reduce spending) are not supportive of an economic
recovery; municipal activity during recessions can be
counterproductive.
In the chart to the right, you can see that during the
Global Financial Crisis, government employment
peaked in May 2010, almost 2 years after the recovery
started! You also notice that government employment
falls below 2007-08 levels from July 2011 until it
bottoms in January 2014. During this time period, GDP
growth was volatile and anemic and municipal bond
issuance was at its lowest since the early 2000s. Add in
the loss of millions of government jobs and it seems as
if state and local municipalities can be acting against
their own interest during economies recoveries.

local governments could be the next employer to begin
massive layoffs. If our Federal government wants a
shorter recession and stronger recovery, a fiscal
package aiding states and local governments with
financial relief could limit the amount of
counterproductive actions that state and local
governments needs to take (no tax increases, limited
layoffs, etc.).
Recent data shows governments have been increasing
staff, following the same trajectory seen in the 2-years
post financial crisis. Most of these additions are likely
within the labor or healthcare offices and could be
temporary. However, in the absence of any Federal
fiscal relief, states and cities are going to have to take
actions to close budget gaps.
While politics have become quite divisive in America,
there is hope that a financial solution can be found to
keep government workers employed. The municipal
market has seen limited pain over the last 20 years with

only two negative return years, although it has been
over 100 years since we have suffered through a
pandemic. During the financial crisis, Build America
Bonds were issued to help create jobs and had special
tax credits for bond holders. It is possible a similar
program may be offered to the municipal bond market,
which would allow states and localities to be more
active issuing their own debt to keep services and staff
unchanged.
State and local municipal governments employ around
12% of the nation’s workforce - they have significant
localized economic impacts. As we navigate this
economic recovery, we are hopeful a fiscal package will
prevent the counterproductive nature of government
employment, thus allowing for a more robust recovery
rather than the see-saw recovery we saw after 2009.
History shows us what happens during economic
contractions; this time around we are hoping history
does not repeat itself.

Employment Chart

Millions

As the COVID-19 pandemic led to significant lockdowns
across the U.S., it resulted in one of the largest
unemployment pictures since the great depression.
While employment has improved from the April lows,
there is still one employer that has yet to adjust:
government.

Govt employment declines acting
countercyclical to an economic recovery

As we look forward, there are concerns that state and
Source: Bloomberg
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Special Topic: Mega-Cap Stocks
Mega-cap Stocks and Their Effect on the Market ’s Economic View
There seems to be a dislocation between the current
state of the actual economy and the markets view of
the economy. Market headlines for the past two
months continue to use phrases such as the “Fastest
Stock Market Recovery in History”, “S&P 500 Back
Above the All Important 3000 Level”, and “Best Quarter
Since 1998”. These are then placed in direct contrast to
pandemic headlines addressing increasing case rates
that are continuing to crop up throughout the United
States and other parts of the world. These opposing
headlines are confusing considering how intertwined a
country’s economy should be with the performance of
their stock market.

sectors, Energy and Financials, returned a respective 35.3% and -23.6%. There must be something hidden in
the data to create a schism of over 50% in the same
market.

Some clarity can be found once one starts to dig into
the market and finds that the overall indices and the
performance of their constituents start to tell a
different story. Taking a look from a sector level, we can
see that only two out of the eleven major sectors,
Technology and Consumer Discretionary, are currently
posting positive year to date returns, up 15.0% and
7.2% respectively, whereas the two worst performing

The disparities between the top and bottom performing
sectors and between growth and value stocks can start
to be reconciled when viewed through the lens of a
world dominated by the presence of the FAAMG stocks.
FAAMG, comprised of mega-cap stocks Facebook,
Amazon, Apple, Microsoft, and Google (Alphabet),
continues to grow by leaps and bounds as each
company has little in their business model that has

FAAMG Weight in the S&P 500

This same odd disparity in stock return can also be
found when analyzing the valuation spectrum. Small
cap value stocks, of which many are in the Energy
sector, are down 23.5% year to date, whereas large cap
growth stocks, among which tech companies are
prolific, are up a whopping 9.8%. That same stark
difference we saw in the sectors is present in styles, as
over a 30% difference is seen between the top and
bottom performers of this market.

been negatively impacted by COVID-19 or even
competition. Microsoft and Apple have supplied the
technology to make a work from home world possible,
Google and Facebook benefit off of the need to stay
connected, and Amazon is the only way that some
people have been getting their groceries and other
necessities for over three months!
These stocks have seen more tailwinds as their position
in consumer’s daily lives has increased and, as growing
mega-cap stocks, are one of the few places to look
when trying to add some stability to a portfolio in a
world ravaged by COVID-19. With high-quality bonds
offering increasingly lower yields, cash flow needs to be
found elsewhere; mega-cap companies that can offer a
high cash return to investors become increasingly
attractive.
Sure, it has been the ‘best quarter since 1998’, however
these FAAMG companies, which make up 25% of the
S&P 500 index, add some color to the return disparity
we have witnessed when compared to other stocks.
These five stocks alone returned 24% while the other
495 were down an average of 11%. To further illustrate
this point, Amazon, Apple, and Microsoft now have a
greater weight in the S&P 500 Index than the entire
energy sector. As the market allows large stocks to
grow larger, overall index returns start to skew and
form the vast differences in sector and style valuations
seen in today’s market. Many smaller companies
continue to feel the pain of the pandemic, while these
five companies have been positioned very well for
success in this market environment. A stealth bear
market could very much still be alive, further stressing
the necessity to have a well-constructed, diversified
portfolio now more than ever.

Source: Bloomberg
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Tactical Asset Allocation
Market Street Growth Strategy
ASSET CLASS
CASH
INVESTMENT GRADE BONDS
Municipal Bonds
HIGH YIELD DEBT
High Yield Municipal Bonds
High Yield Corporate Bonds
Emerging Market Debt
HEDGED ASSETS

Long/Short Equity
Distressed Credit

NEGATIVE

Second Quarter 2020

NEUTRAL

POSITIVE
Allocations towards high quality investment grade Fixed Income are broadly neutral. Despite
low yields, investment grade fixed income remains a bedrock for portfolios during volatile
markets. Portfolios are generally overweight cash. While already fully allocated to equities,
we retained some dry powder to enable opportunistic investment into equities should a
suitable investment opportunity present itself over the coming months.
With COVID-19 weakening state and municipal finances, we reduced exposure to high yield
municipal debt during the second quarter. The proceeds were partially invested into U.S.
equities and partly held in cash. During the first quarter we had taken advantage of attractive
pricing in the Closed End Fund market and we have maintained an increased exposure to
Closed End Funds investing in investment grade municipals. Portfolios continue to have a
small tactical allocation to dollar-denominated emerging market debt.
Portfolios are broadly neutral to marginally underweight hedge funds. As equity markets
continue to rally on the back of massive monetary stimulus, the diversifying and less
correlated attributes of hedge fund strategies become more attractive; hedge funds should
also provide some protection if markets sell-off. We expect our managers to use their flexible
mandates to take advantage of dislocations in the current environment.

EQUITIES
U.S. Equities - Large Cap
U.S. Equities - Small Cap
Developed Market Equities
Emerging Market Equities

Towards the start of the second quarter we reduced allocations to international equities and
added to U.S. equity exposure. Our relative confidence in the U.S. stock market is derived
from the greater monetary and fiscal stimulus provided by the Federal Reserve and Federal
Government. Additionally, the global dominance of U.S. technology companies (with the top
five firms making up 25% of the S&P 500 Index) provide a compelling investment case.
Market Street’s private equity program provides attractive exposures that cannot be
obtained in the public markets.

Private Equity
REAL ASSETS
MLPs
Global Real Estate/REITs

We continue to reduce Portfolio exposure to Real Assets (now around 1.5% of portfolios). The
Real Assets Fund remains solely invested in MLPs (U.S. energy infrastructure). While MLPs
have the potential to offer very attractive returns, we believe that active stock selection will
be more important than ever in this volatile sector.

Natural Resources/Energy
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INVESTMENT TEAM:
Michael R. Eisner, CFA
Chief Investment Officer
Robert J. White, CFA, CFP®
Director of Investments
Ross Miller, CFA
Senior Investment Analyst
Jim Talalas
Investment Specialist

This presentation has been prepared by Market Street Trust Company. The
views expressed herein represent opinions of Market Street and are presented
for informational purposes only. They are not intended to be a recommendation
or investment advice and do not take into account the individual financial
circumstances or objectives of the investor who receives it.
Certain statements included in this presentation constitute forward looking
statements. Forward looking statements are not facts but reflect current
thinking regarding future events or results. These forward statements are
subject to risks that may result in actual results being materially different from
current expectations.
Past performance (before and after taxes) does not guarantee future
performance. There is no assurance that Market Street Trust Company funds
will achieve their investment objectives, or that they will or are likely to achieve
results comparable to those shown herein, or will make any profit, or will be
able to avoid incurring losses. Exposure to foreign currencies may cause

additional fluctuation in the value of any investment. Each investor must assess
the suitability of an investment, one’s tolerance for risk and the impact on one’s
diversification strategy. This presentation does not constitute an invitation to
buy or an offer to sell securities, or any other products or services.
This is intended as general information only. Investors in these funds may be
required to meet certain criteria under the securities laws in order to qualify.
Any discussion of U.S. tax matters is not intended and cannot be used or relied
upon for the purpose of avoiding U.S. tax-related penalties.
Please visit our website for additional information on the funds and any
investment fund updates. As always, please feel free to contact us if you would
like to learn more about our investment program.

MARKET STREET TRUST COMPANY:
Main Office:
2 International Drive, Suite 301
Portsmouth, NH 03801
800.962.6876 phone
Representative Office:
499 Park Avenue, 26th Floor
New York, New York 10022
212.400.9070 phone
www.marketstreettrust.com
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