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INVESTMENT REVIEW

Market Review and Outlook
Market Rally Continues
Despite continued economic
shocks and pain in COVIDimpacted sectors of the economy,
stock markets continued to surge
on the back of unprecedented
global monetary stimulus.

Markets continued to rally during the third quarter, with
many indices moving into positive year-to-date territory.
The reopening of the U.S. economy coupled with vaccine
progress and massive fiscal and monetary stimulus
boosted investor optimism. Despite some profit-taking
during September, the S&P 500 Index gained 8.9%,
developed foreign markets rallied 4.8% and emerging
markets were up 9.6%. Fixed Income markets were also
positive, incrementally adding to their year-to-date
gains.
The COVID-induced work from home environment
continues to speed up consumer preference transitions
that would normally take years. Those companies in a
position to benefit from these trends have performed
extremely well. The well-known mega-caps such as
Apple, Netflix and Amazon have continued to gain but
the winners include smaller companies such as Peloton,
Carvana, Etsy, Zoom, and DocuSign, which are all
benefiting from our remote lifestyles. While technology
stocks have been the big winners, companies such as
Target and Walmart have also benefited; these
companies are positioned with solid online offerings that
are starting to compete better with Amazon. The
technology-laden Nasdaq Composite rallied 11% during
the quarter and has gained 24.5% year to date.
Conversely, the sectors being left behind with negative
year-to-date returns include Energy (-48%), Financials
(-20%), Real Estate (-7%), and Utilities (-6%).
Looking forward, it is difficult to be overly conservative
about investing in global equity markets. It is natural for
investors to try and identify parallels between current
day and historical events as a guide to how markets will
perform. Most investors lived through the Great
Financial Crisis (GFC) and observed that federal policy
(through massive quantitative easing) gave support to a

decade-long equity market rally. The current fiscal and
monetary response is like the GFC-response on steroids;
it has never been harder to go against the philosophy of
“never fight the Fed” and, indeed, it may be unprofitable
to be a contrarian at this time. UBS estimate that global
fiscal stimulus is equal to 5.2% of global GDP. From a
fiscal point of view, the U.S. has been one of the most
aggressive nations with stimulus of $2.2 trillion equating
to 10.7% of U.S. GDP. Investors will be keenly monitoring
how much of this fiscal support gets removed next year
(the ‘fiscal cliff’).
The economic backdrop in the U.S. is highly supportive
of a continuing economic expansion that will fuel
corporate earnings and provide support for further
equity price gains. The description of a ‘K-shaped’
recovery implies that higher income households are
benefiting from a ‘V-shaped’ recovery while lower
income households are suffering from an anemic
recovery at best. While this results in even greater socioeconomic divergence, investors are focusing on
consumer confidence in the higher income households.
Continued monetary easing and low interest rates set
the stage for rising equity markets and property values
to propel household net worth even higher. As a
proportion of GDP, household debt in the U.S. is at the
lowest level since the early 2000’s, the COVID-induced
savings rate is at a record high, and September’s
Consumer Confidence reading just rebounded by the
greatest amount since 2003. As employment slowly
recovers from the hard lockdown, the stage is set for a
continued period of strong economic growth.
Despite
massive
‘second
certain

this optimism, the next six months brings a
amount of uncertainty about how severe a
wave’ of COVID-19 will be. While it appears
that the number of COVID-19 cases will
Continued next page ...
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While this could well result in choppy market
conditions, investors generally look through short-term
issues and focus on the bigger picture. Over the longterm, which Party’s candidate occupies the White
House has had little discernible effect on stock market
returns. There may be rotation between sectors as new
policies impact segments of the economy differently –
such as spending on defense, healthcare, or the
nations’ infrastructure. There may also be new tax
policies that we need to individually plan for. Despite
these impacts, the big picture outlook is that the
economy is recovering, and it is going to be difficult for
whoever wins the Election to mess it up. As is looking
increasingly probable, a clean Democratic sweep would
likely be viewed positively by investors as it would
increase the chances of additional fiscal stimulus as well
as the long-awaited infrastructure and green energy
spending. Assuming that the Election is not contested
and that a winner is pronounced in short order, we
expect equity markets to be positively buoyant through
year-end.

Asset Class Returns - Trailing Periods

Period ending September 30, 2020

Return (%)

significantly increase, the many predictive models have
an extremely high degree of dispersion when
considering the number of hospital admissions and
deaths that this surge in cases may cause (as it is
generally younger people becoming infected). If that
was not enough, we have a contentious Presidential
election that currently appears likely to result in a
regime change with consequential impacts on the
Federal Government’s response to both the virus and to
the economy.

3Q20

YTD

1-yr

3-yr

5-yr

10-yr

S&P 500 Index

8.93

5.57

15.14

12.26

14.12

13.72

Russell 2000 Index

4.93

-8.70

0.37

1.75

7.97

9.84

MSCI EAFE Index

4.88

-6.69

0.99

1.18

5.85

5.20

MSCI Emerging Markets Index

9.65

-0.96

10.84

2.75

9.37

2.86

Barclays U.S. Aggregate Index

0.62

6.79

6.98

5.24

4.17

3.63

Source: Rocaton Quarterly Market Review, 3rd Quarter 2020; FactSet. Periods greater than one year are annualized.

Both the Tax and Investment Teams will be keeping you
up to date with impacts to your portfolios and taxplanning strategies as we go through this Election
season.
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U.S. Equities
Highlights

Markets Continue to Rise as Election Looms Closer

•

U.S. Markets posted yet another solid return in the third quarter, with the S&P
500 returning 8.9% as the US continues to benefit from historic monetary and
fiscal policy.

Markets began to waver late in the quarter when
COVID-19 cases began to resurge as states across the
country continue to relax restrictions. These increasing
case rates in conjunction with uncertainty surrounding
the outcome of November’s election resulted in
September showing some of the first real signs of
market weakness since the lows seen in March.

•

Growth stocks once again demolished value with largecap growth outperforming large-cap value 13.2% to
5.6%. Value stocks continue to struggle to recoup the
losses seen in March, with small cap value down 21.6%
year to date compared to large-cap growth’s massive
24.3% return. Large-cap equities outperformed smallcap equities once again, with large-cap growth stocks
beating out their small-cap counterparts by as much as
6%.

•

4

The Consumer Discretionary and Materials sectors led
the charge this quarter, returning 15.1% and 13.3%
respectively. Energy was the laggard this quarter
returning -19.7%; the Energy sector continues to
struggle with a massive supply/demand imbalance, and
is down a catastrophic 48.1% year to date. The
implications of COVID’s demand shock and OPEC+’s
oversupply on the sector cannot be understated.

Return (%)

•

U.S. Sector Returns QTD vs YTD

Source: Bloomberg

Style Returns QTD vs YTD

Return (%)

The Federal Reserve announced further monetary
stimulus in August, stating that the federal funds rate
would maintain its low levels until 2023 as well as a
shifting from a target inflation rate to an average
inflation rate. This important distinction will allow the
Fed to continue their expansionary monetary policy
with less regard for their inflation target; by keeping
inflation low during times of crisis and raising it during
times of expansion, they will be able to focus on getting
the economy back on its feet without the looming
worry of raising inflation at an inopportune time.

Source: Bloomberg
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International Equities
Developed Markets Post Strong
Returns as Countries Work to
Overcome COVID-19
International stocks continued their
rally in the third quarter with the
MSCI EAFE Index returning a solid
4.9%, despite highly varied levels of
success in containing COVID-19
across developed markets.

•

•

Sweden and Germany were the top performers this
quarter, returning a respective 14.3% and 8.1%, as
Sweden’s central bank continues to roll out
expansionary monetary policy; the Riksbank declared
that they would leave interest rates at zero until at
least 2023 and also announced a fourth quarter bond
buyback program. Germany continues to outpace
many of its European counterparts as their swift policy
responses pay dividends, stimulating their labor
market as their case numbers dwindle.
The UK had a challenging quarter, with the FTSE 100
performing the worst out of all major developed
indices, up just 0.1% as uncertainty surrounding a hard
exit from the EU dominates the market. The EU and
UK are currently amid an uncomfortable stalemate in
negotiations as they edge closer to their year-end
trade deal deadline.

•

Spain was the hardest hit country this quarter, with
the IBEX index losing 2.7% as the country struggles to
maintain its footing amidst an extremely severe
second wave of the pandemic. Spain faces challenges
on multiple fronts, as it must juggle increasing case
numbers, massive unemployment, and an economy
highly reliant on their tourism industry.

•

Growth continues to outperform value across
developed markets; large-cap growth and small-cap
growth returned a respective 10.3% and 13.1%
compared to their value counterparts, which returned
1.5% and 7.9%, respectively. Small cap equities were
the strongest performer this quarter as they maintain
their historic trend of outperforming after market
downturns.

3rd Quarter Style Performance

Return (%)

Return (%)

Country Returns QTD vs YTD

Highlights

Source: Bloomberg

5

Source: Bloomberg

Market Street Trust Company Investment Review

Emerging Market Equities
The MSCI Emerging Markets Index
returned an impressive 9.7% in the
third quarter as emerging markets
economies worked to reopen amidst
a worldwide resurgence of COVID-19.

Return (%)

Country Returns QTD vs YTD

Source: Bloomberg
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Highlights
•

•

India and China led all other countries this quarter.
Indian equities gained 13.7%, driven by optimism
surrounding its reopening despite its struggling
economy and burgeoning case rates. China’s Shanghai
Composite Index returned 13.4% as the country
benefits from the extreme early shut down measures
taken to stop the spread of the COVID-19 outbreak as
well as supportive fiscal action as its economy
continues to recover.
Brazil posted a challenged performance of -3.6% as it
continues to struggle with its management of COVID19, having the third most cases worldwide. Between
its labor market having its highest unemployment rate
on record and now facing its largest ever fiscal deficit,
Brazil’s road to economic recovery seems to grow
longer by the day.

•

Cyclical sectors continued to outperform in emerging
markets as the Consumer Discretionary and
Technology were the top two sectors in the third
quarter, returning 26.8% and 20.5%, respectively. The
Utilities sector was the weakest performer, returning 4.3% as defensive sectors broadly underperformed.

•

Emerging
market
small-cap
stocks
broadly
outperformed large-caps in the third quarter,
continuing their historic trend of outperformance
following recessions; small-caps returned 12.0%
compared to 10.0% for large-caps. Emerging markets
saw the same style bias as other markets with the
MSCI Emerging Markets Growth Index once again
beating out its value counterpart, returning an
impressive 14.2% versus value’s 4.7%.

Emerging Markets Sector Returns QTD vs YTD

Return (%)

Emerging Markets Strengthen as
Countries Continue Reopening

Source: Bloomberg
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Fixed Income
Risk taking in fixed income
markets
The third quarter was more tame than
the second quarter as fixed income
markets saw limited yield movements
despite volatile equity markets. U.S.
Treasuries which had a strong run into
the second quarter were essentially flat
in the third quarter while riskier bond
markets, high-yield corporates and
high-yield municipals, led quarterly returns, suggesting an increased appetite
for risk.

Highlights
•

Treasury bond yields were range bound and ended
the third quarter within five basis points of its
second quarter yield. Treasuries were range bound
despite a deluge of Treasury and investment grade
issuance in the third quarter as Federal Reserve
bond buying and record low yields left investors
unimpressed.

•

The municipal bond market has remained attractive
to investors with 21 straight weeks of investment
inflows. Municipal bond yields remained elevated
relative to U.S. Treasuries on an absolute and taxequivalent basis making them attractive to nontraditional municipal buyers. There are some
concerns for specific municipalities amid pandemic
related budget crunches but default activity remains
non-existent.

•

High-yield municipal bonds continued to flourish in
the third quarter amid more risk taking. The
municipal market remains safer than high-yield
corporate bonds while providing attractive taxexempt yields. While high-yield municipal bonds

Municipal Yields More
Attractive than Treasuries

returned 3.0% in the third quarter, cracks have
started to emerge. Fund flows for high-yield
municipals saw outflows for most of September
following inflows since June and default activity has
started to creep up but remains very low.
•

High-yield corporate bonds outperformed in the
third quarter, returning 4.6%. High-yield corporate
bonds remain extremely risky amid the economic
degradation we have seen but that concern seems to
be secondary to investors in search of higher yields.
This hunt for yield has seen the high-yield corporate
bond index yield (yields move inversely to price)
move from 9.5% in March down to 5.8% in
September. While the economic recovery is slowly
taking hold, a 3.7% decline in yields for the riskiest
part of the bond market that does not have the Fed’s
full support is more risk-taking than fundamental
investing suggest is prudent. Sentiment is not that
positive either with rating agency Fitch, expecting a
3-year cumulative default rate of 15-18% for highyield bonds.

Yield (%)

Yield (%)

Risk Taking Despite Weaker Fundamentals

Source: Bloomberg
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U.S. Economy
Highlights
The U.S. economic recovery has started but the easy
part is done.

•

Second quarter U.S. GDP saw an annualized decline
of 31.4% (-7.85% quarter over quarter) which was
much better than original fears of an annualized
decline of 40%+. While its hardly something to
celebrate, it is a positive that we are not having to dig
ourselves out of a deeper hole. There is some good
news as the Atlanta Fed’s GDPNow forecast for third
quarter is an annualized 34.6% (8.65% quarter over
quarter). The bad news is that the less than feared
second quarter decline and strong third quarter was
helped by the large fiscal stimulus package that is
mostly spent with little probability of another
package prior to the Election.
While the consumer is in a tough spot with minimal
fiscal stimulus and high continuing jobless claims, it is
tough to see the light at the end of the tunnel just
yet. However, the savings rate remains high at 14.1%
and household balance sheets remain at elevated

•

One area of the economy that has been resilient and
seen improved activity is housing. Housing has
significant tailwinds that include low rates, low
inventories, and a trend of decampment from major
cities and cramped housing. New and existing home

•

PMI surveys that provide a sense of business
sentiment have become another positive amid bleak
economic data. Both manufacturing and service PMI’s
have crossed the 50-threshold, the difference
between expansion and contraction. While the rise
from their May bottoms could be a bit of overexuberance, it also signals there is optimism amongst
businesses and that we are in fact slowly recovering.

Personal Income and Spending

Percent

•

The U.S. economy has started to see progress in its
economic recovery with 11.42 million jobs added
since May, but we are still 10 million jobs below
where we were prior to March. While the U.S.
economy has recovered jobs at a rapid pace, the
September payrolls report showed the pace slowing
with 661,000 jobs added versus an average of 2.7
million per month from April to August. Initial
unemployment claims have fallen from an average
over 1 million to over 800,000 while continuing
claims have declined from the 20 million range to
11.8 million. This shows the easy part of the recovery
is likely done while the grind toward pre-pandemic
levels is still ahead.

sales have seen dramatic monthly increases of 20%+
before slowing in August but month-over-month
increases are likely to remain positive going forward.

PMI Chart

PMI

•

levels versus prior recessions. The consumer’s ability
to continue the weather the storm remains intact but
cracks are showing with personal spending and
income declining amid the removal of government
aid in August. This shows the consumer is still in need
of a helping hand to keep our recovery going.

Source for all U.S. Economy charts: Bloomberg
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International Economy
Highlights
Early measures allowed for a quicker reopening and
recovery but that recovery has begun to stall amid
rising COVID-19 cases and increased restrictions.
The European economic recovery was off to a quick
start but has since stalled amid rising COVID-19 cases.
The region is heavily dependent on trade and exports
but is also a tourist destination. While manufacturing
remains resilient the services side has already started
rolling over after peaking in the summer. As
restrictions increase and COVID-19 cases rise, it is
likely the services sector will struggle in Europe,
increasing the disproportionate economic impact on
countries like Italy and Spain that rely so much on
tourism.

•

Political disputes remain a risk to Europe’s recovery.
The European Commission’s €750 billion recovery
fund was a bright spot for fiscal support but political
disputes are already infringing on its role and could

•

Although the economic recovery is underway the
duration is what is important. While the great
financial crisis was started by financial imbalances
and contagion, the current recession is much
different. Weaker countries, like Italy and Spain, took
years longer than wealthier, more economically
diversified countries like Germany. The chart below
displays the length to recover from the financial
crisis. Using IMF estimates for GDP growth, estimates

Recovery
Country/Region

for growth to hit pre-pandemic levels are unequal as
is the duration to achieve those levels. Headlines may
say we’re coming back but history and forecasts
show it’s a lot longer than one may expect.
•

As we mentioned in the second quarter, emerging
markets have a compelling long-term investment
thesis amid a rising middle class and forecasted
higher than average GDP growth rates. While trade
has been significantly disrupted amid the pandemic,
emerging markets have significant support that is not
U.S. or Europe dependent. China, which is already
seeing a rapid acceleration of its middle class and a
strong economic recovery, provides a significant floor
to other emerging Asian nations with 56% of imports
coming from Asia. While China is months ahead in
the global recovery, its growth resumption is a
significant tailwind for emerging market economies.

China-Asia Imports/Exports
Months to recover Pre-GFC GDP

Months Till Pre-COVID GDP*

Spain

99

84

Italy

87

123

UK

27

60

Eurozone

33

48

Germany

27

24

France

39

63

Percentage

•

hinder its goal of supporting the regional recovery.
Additionally, Brexit talks are continuing but running
into trouble. The European Union and the U.K.
remain at loggerheads with the U.K. ready to walk
away if a deal cannot be completed by mid-October.
Brexit was able to be delayed amid the pandemic but
risks of a no-deal Brexit are increasing as we
approach year-end when the U.K. will leave the
trading bloc.

*Estimated using IMF and Bloomberg GDP forecasts
Source: Bloomberg
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Commodities
Highlights
Commodity markets were mostly positive in Q3 with
gains across the energy, precious metal, and livestock
markets.
•

•

The energy complex was the weakest of the
commodities during the third quarter. WTI crude oil
prices gained 2.5% to end the quarter at $40.22/
barrel. As a result of the slump in economic activity,
continued high inventories and excess production are
likely to cap further oil price gains (see chart below).
The Bloomberg Commodity Index, a broadly
diversified commodity index, returned 9.1% for the
third quarter but still stands at a 12.1% loss over the
year to date.
The share of U.S. electricity generated from
renewable sources is forecast to increase from 17% in
2019 to 22% during 2021 as a result of increased

Commodities Return

wind and solar generating capacity; GMO estimate
that the cost of wind and solar power generation has
fallen to levels that are competitive with natural gas.
•

•

Precious metals such as gold, silver, and platinum, all
rallied during the recent quarter as the world’s
central banks continues to add stimulus. Silver gained
26.7% while gold and platinum rallied 5.9% and 7.7%,
respectively.
Natural gas, which accounts for around a quarter of
U.S. energy consumption, rallied 44% during the third
quarter, recovering from prices that had hit 30-year
inflation adjusted lows during the second quarter.
Prices were even higher in August but declined
because of cooler than normal weather and a
reduction in LNG exports due to hurricane activity in
the Gulf of Mexico. The U.S. Energy Information

Agency expects natural gas prices to move sharply
higher in the coming months with both winterinduced domestic demand and LNG exports
increasing.
•

Global real estate made a modest recovery during the
third quarter but remains significantly lower year to
date. U.S. REITS rallied 1.4%, improving their 2020
return to -17.5%. As can be expected, COVID-induced
losses abound within the hotel, retail and office
sectors. Self-storage and Data-Center REITs are
amongst the few positive performing sub-sectors in
2020. With a shift to Work-From-Home, city center
office rental prices are likely to remain under
pressure for the foreseeable future.

World Liquid Fuels

Production and Consumption Balance

Return (%)

Million Barrels per Day

Source: Bloomberg

10

Source: U.S. Energy Information Administration, Short-Term Energy Outlook, October 2020

Market Street Trust Company Investment Review

Special Topic: Fed Policy and Market Impact
The Fed is All In!

Prior to the pandemic, the Fed had begun a strategic
review of their policy mandate and its effectiveness.
Part of the review was its policy mandate of a 2%
inflation target and maximum employment. The Fed
had been successful on the employment side but has
missed its inflation target for over a decade. Following
the Fed’s September meeting and its strategic review,
the Fed changed its inflation policy to be an average of
2% over time. The Fed also committed to not raise rates
until we are deeper into an economic recovery and
using its toolkit to achieve its mandate. The Fed
essentially committed to an ultra-accommodative policy
for the foreseeable future with the first hike estimated
to happen in 2023 at the earliest.
This policy change is important as the Fed started its
policy tightening in December 2015 when previous Fed
Chair, Janet Yellen, raised rates 0.25%. Tighter policy
continued through December 2018 with nine rate hikes
before rate-cutting and loosening policy in the summer
of 2019. The issue with tightening policy was that the
economic recovery had not grown legs to run on its
own and inflation was nowhere close to target before
the Fed started tightening. If this new policy had been
in place in 2015, its highly unlikely we would have seen
nine rate hikes.

economy grows. This is a significant swing to more
cyclical sectors of asset markets that benefit from rising
inflation and economic growth.
The sectors most likely to benefit are the more value
and cyclical oriented sectors such as Industrials,
Materials, Energy, and small-cap stocks. Each sector has
their own industry specific dynamics that will impact
returns but these are the ones that benefit the most
from a rising inflation environment.
Markets have given hints of this rotation as the
“Defensive Technology” plays fell apart in September,
while the aforementioned sectors along with smallercap stocks outperformed. Some may say it was because
Technology stocks were overvalued (and they were but
they are also cash machines, which is an entirely
separate topic) but Materials gained while Industrials
only fell 0.84% vs a -5.42% decline for Technology
stocks. Energy stocks did underperform but most of
that is due to an oversupplied oil market.

While the environment has been set up for a market
rotation there are a few other catalysts needed before
we may see a bigger buy-in; another fiscal stimulus
package to help ease the economic degradation that is
still occurring and a vaccine and improved or stable
virus data.
There is significant uncertainty around these catalysts
occurring in the near-term but the Fed policy shift has
ushered in a new environment of anchored nominal
rates, negative or flat real rates, rising inflation and an
economic recovery. The Fed’s policy shift and forward
guidance has committed them to keeping this intact
which will benefit the value/cyclical oriented stocks
over time. Timing is significantly uncertain but given the
environment that is being set up, it is clear that the
laggards have a chance to become the leaders in the
future, thanks to the Fed.

Would Fed Have Hiked Under Inflation Averaging?

Percentage

As the pandemic struck the economy and asset markets
in March, the Federal Reserve (Fed) unleashed a torrent
of monetary stimulus with numerous programs aimed
at supporting asset markets. The Fed’s hope was to
stabilize markets and provide a boost to the economy
as businesses large and small struggled.

This policy change will anchor real yields (nominal yield
minus inflation) below or near 0% for the foreseeable
future with the Fed letting inflation rise over 2% as the
Source: Bloomberg
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Special Topic: Presidential Election
Potential Market Impact as November 3rd Approaches
As if we don’t have enough with COVID on our minds,
we have the added uncertainty of a Presidential
election. As usual, the differences in policies between
the parties is wide and may have disparate impacts on
markets.
General consensus is that a Trump administration
would be more pro-business than a Biden one, and
therefore more positive for market returns. But a
review of policies provides less clarity than one may
think. The Trump administration implemented both
personal and corporate tax cuts, stimulating the
economy, but its trade policy, especially with China, has
caused difficulties and uncertainty with many
industries. COVID relief was a powerful economic driver
early in the pandemic, but Trump and Republicans have
ratcheted down the level of stimulus and in fact have
been reluctant to spend further on big relief packages.
We would expect more of the same, and possibly more
aggressive trade tactics in an unencumbered second
Trump term, which ultimately may provide less benefit
to markets.
The Biden platform offers significant differences,
starting with tax policy. Vice President Biden stated he
wants tax increases on the wealthy (anyone making
above $400,000) and corporations (from 21% to 28%).
But this possible draining of liquidity from the economy
would be met with much higher level of COVID (more in
line with Democrat’s $2 Trillion Heroes Act) and
infrastructure ($2 Trillion) spending. Infrastructure
spending would be beneficial for jobs and the economy,
but would be mostly focused on green infrastructure,
which would impact industries differently. In addition,
in keeping with the green theme, we would expect the
regulatory environment to become more restrictive,

12

especially as it pertains to climate change. Biden has
also stated a tough on China stance, but plans to take a
more multilateral approach, which would most likely be
less aggressive then the current administration.
Online betting indices (such as Predictit) currently
indicate a “blue” wave victory, putting the Presidency
and Congress in Democratic control. This outcome, in
our view, would initially be beneficial to markets, as the
prospect of enormous fiscal spending (COVID relief,
infrastructure) would provide a boost to markets. The
possible increase in taxes as well as worsening
regulatory environment may ultimately dampen the
euphoria, but the prioritization of these mandates will
be critical. We believe initial priorities (spending) will be

bullish for equities, especially to those industries that
have not currently participated in the current rally
(think anything outside of technology, Facebook and
Amazon) while bonds will pause or pull back as rates
rise. We also believe volatility will pick up around
election day as uncertainty about the outcome linger
for days or weeks, so the ride will be bumpy early on.
Caveat: Market performance will be overshadowed by
our progress against the spread of COVID-19 and the
development of vaccines and treatments. A worsening
of our current situation with a national lockdown or a
delay in implementation of vaccines, will have
significant impacts on markets no matter which
administration is sworn in on Inauguration Day.

Proposed Policy and Market Impact
Policy

Trump

Market Impact

Biden

Market Impact

COVID/
Stimulus

Push to keep economy open; less COVID
stimulus.

Initial stimulus and opening was
big a success, but we now face a
slowing recovery due to continuation of illness and less stimulus.

Most likely take more
restrictive measures on
shutdowns, but offset
by more stimulus.

Paying people to stay home
proved to be beneficial to the
economy; a large stimulus package will be a positive for markets.

Taxes

No changes to current tax structure.

Lower tax rates, especially to
corporations provided higher
EPS and boosted markets. This
bump is now in the past and has
less of an impact on markets.

Platform builds in significant tax increases,
especially on the
wealthy and corporations.

Goldman Sachs estimates a 9%
hit to corporate earnings with a
new 28% corporate tax rate,
which would negatively impact
valuations and markets.

Infrastructure

Wants to spend $1+
trillion, including
private/public partnerships.

Infrastructure stimulus would be
a market positive, but no serious
proposal has been considered by
the House.

Multi-trillion dollar
spending initiatives,
mostly in green infrastructure.

An additional $2-$3 trillion of
spending would be a positive,
although comes with a more
restrictive regulatory environment.

China/Trade

A continuation of the
more aggressive
unilateral approach
on trade, using tariffs
as a significant tool.

Markets have not fared well with
some of the uncertain policies
on trade. USMCA deal implications, though positive for US, still
unknown due to COVID.

A traditional, multilateral approach that will
most likely wind up less
aggressive than the
Trump Administration.

A more consistent approach to
trade issues and China will generally be a positive on markets.

Market Street Trust Company Investment Review

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

NEGATIVE

Third Quarter 2020

NEUTRAL

POSITIVE
Allocations towards high quality investment grade Fixed Income are marginally underweight.
Although yields remain low, investment grade fixed income remains a bedrock for portfolios
during volatile markets. Portfolios are generally overweight cash. While already overweight
equities, portfolios hold additional cash for opportunities that may present over the coming
months.
We have maintained an underweight exposure to municipal high yield debt. Although high
yield has continued to recover, default activity has crept up a little and there is headline risk
surrounding city and state financial positions. We continue to favor closed-end funds that are
trading at attractive discounts and which provide enhanced yields. Portfolios have a small
tactical allocation to dollar-denominated emerging market debt.

Emerging Market Debt
HEDGED ASSETS

Long/Short Equity
Distressed Credit

Portfolios remain 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

We remain positive towards U.S. equities and portfolios remain overweight. Despite the
uncertainly of an election year coupled with a resurgent COVID-19, monetary stimulus and
low interest rates provide for a strong underpinning of equity markets. The quality of U.S.
companies continues to outweigh the more attractive valuations found internationally.
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 remain underweight Real Assets with the sole exposure being 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. Additionally,
with a strategic shift towards renewables it is difficult to identify a catalyst to rerate the
sector and we are likely to further reduce client exposure to this asset class.

Natural Resources/Energy
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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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