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DISCLOSURE
This document is intended for educational purposes only and should not be construed as investment advice. This document may
contain forward-looking statements within the meaning of the federal securities laws. Forward-looking statements are those that predict
or describe future events or trends and that do not relate solely to historical matters. Actual results could and likely will differ, sometimes
materially, from those projected or anticipated. Cook Street is not undertaking any obligation to update or revise any forward looking
statements whether as a result of new information, future events or otherwise. You should not take any statements regarding past
trends as a representation those trends or activities will continue in the future. Accordingly, you should not put undue reliance on these
statements.
Past performance is no guarantee of future results and every investment may lose money. No guarantees or assurances are or can be
made as to performance. Different types of investments involve varying degrees of risk. The investment return and principal value of
securities will fluctuate based on a variety of factors, including, but not limited to, the type of investment, the amount and timing of the
investment, changing market conditions, currency exchange rates, stability of financial and other markets, and diversification. There is
no guarantee that a diversified portfolio will outperform a non-diversified portfolio in any given market environment. No investment
strategy can guarantee profit or protection against loss in periods of declining values. No assurance can be given that capital market
assumptions will prove to be correct, and the difference between assumptions and actual conditions could vary materially.
This document contains data obtained from sources believed to be reliable, but such data is not guaranteed as to its accuracy and
does not purport to be complete. Please be advised that any numbers referenced in this document, whether provided herein or
verbally, are subject to revision. Cook Street is not responsible for updating those figures that have changed. Cook Street accepts no
liability for loss arising from the use of the material presented in this report. This document should not be relied on in substitution for
the exercise of independent judgment.
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Market Recovery Continues Unabated
U.S. Equities Resilient amidst Ongoing Pandemic, Uncertainty over Economic Recovery and Election
U.S. equity markets continued their extraordinary Exhibit A: Trailing Asset Class Returns
recovery in the third quarter, with a number of sectors (Select Indices; through 9/30/2020)
eclipsing the market highs seen prior to the onset of
the global healthcare crisis. Investor optimism more
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companies paced market gains (Exhibit A). Outside of the energy sector (S&P 500 Energy -19.7%), all S&P 500 sectors
advanced, with technology and consumer companies (S&P 500 Consumer Cyclicals +15.1%; Consumer Staples
+10.4%; Technology +12.0%) advancing alongside more economically sensitive areas of the market (Industrials
+12.5%; Materials +13.3%). Although smaller companies also performed well during the quarter (Russell 2000 +4.9%),
they benefitted less from the outsized gains seen from the market leaders in the larger capitalization portion of the
equity market. The market share of these companies (Exhibit B) has continued to grow in recent years, accelerated in
part by the global pandemic.
Investor Risk Appetite Extends into Lower Quality Areas of Fixed Income Market
Exhibit B: S&P 500 Top 10 Holdings

Source: Morningstar

% Held in Top 10 Holdings

Despite relatively low starting yields, fixed income
markets also posted broad-based gains over the third
quarter (Bloomberg Barclays U.S. Aggregate Bond Index
Q3 +0.6%; YTD +6.8%). Within the government and
investment grade corporate bond market, there was
relatively little change in yields and spreads, leading to
muted returns in these sectors. However, spreads
narrowed considerably for the below investment grade
bond market, with investor optimism extending from
equity markets into lower quality areas of the U.S. fixed
income market. As a result, riskier areas of the fixed
income market outperformed, including the high yield

(ICE BofA High Yield Index +4.7%), bank loan (S&P/LSTA Leveraged Loan Index Q3 +4.1%), and convertible bond (ICE
BofA All US Convertible Index +13.9%) markets. Optimism over the economic recovery, coupled with more
accommodative language from the U.S. Federal Reserve, resulted in a spike in breakeven inflation rates over the quarter
as well, leading to outperformance from the inflation-protected bond market (Bloomberg Barclays U.S. Treasury U.S.
TIPS Index +3.0%). The continued rally in riskier credit and TIPS comes amidst uncertainty over the level of fiscal stimulus
available for individuals and small businesses as we move closer to the U.S. presidential election.
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Stimulus, Election Uncertainty Cloud Visibility of Economic Recovery
Fed Remains Accommodative as Crisis Persists
Following a period of heightened activity at the onset of the COVID pandemic, the U.S. Federal Reserve maintained its
accommodative policy stance over the third quarter of 2020. The Fed kept its key Federal Funds Rate anchored at 0.00%0.25% and signaled it will continue to pursue policies of quantitative easing (i.e. Treasury and mortgage bond buying
program) for the foreseeable future. Based on the FOMC’s September projections (Exhibit C), no interest rate increases
are currently being projected until at least 2022-2023, as labor markets face a long recovery back to full employment.
Additionally, the Fed altered its guidance on inflation going forward, indicating they would attempt to achieve nearterm inflation above the long-term target of 2% for some time. This updated guidance comes amidst weaker than
expected inflation over the past couple years, as lower commodity and energy prices have muted inflationary pressures
on the economy. Weaker than expected inflation was further exacerbated by the global pandemic.
Employment Picture Improves as Investors Await Further Fiscal Stimulus
The economic impact of the global healthcare crisis become more apparent in the third quarter as official figures began
to be released highlighting the depth of the drop in economic activity. The Bureau of Economic Analysis has projected
that the U.S. economy shrunk by more than 31% on an annualized basis over the second quarter of 2020, following an
annualized decline of 5% over the first quarter of the year. Notwithstanding the severity of the decline in economic
activity, optimism has grown over the potential recovery during the back half of the year and 2021. The Fed’s updated
economic projections (Exhibit C) show improvements with respect to both the economic and labor market recovery.
While the unemployment rate spiked to nearly 15% during the month of April, it has since recovered to around 8%
during the month of September. Measures of underemployment have also improved, with the headline U-6 rate
declining from 22.8% in April to 12.8% at the end of September.
The economic recovery remains very tenuous, however, as the prospect of additional fiscal stimulus remains mired in a
protracted standoff in Washington ahead of the contentious presidential election in November. The increased likelihood
of a contested election result may further harm recovery efforts as U.S. fatalities from COVID-19 exceed 220,000 at the
time of this report’s publication.
Exhibit C: FOMC Economic Projections (September 2020)

Source: U.S. Federal Reserve
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Market Contributors
Consumers Are Still Staying Home
Equities again advanced in the third quarter, with all Exhibit D: S&P 500 Sector Returns Q3
sectors except one (Energy) generating positive
returns. Like last quarter, companies that help
consumers and businesses continue to adapt to
pandemic-induced lifestyle changes outperformed
the broader market.
Shares in Amazon remain on a tear, as COVID has
pulled forward secular trends like e-commerce,
digital advertising, and cloud computing. Investors
also expect the company to garner considerable

Source: Morningstar
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and logistics company stocks, such as FedEx and
UPS, are other expected beneficiaries of higher revenue from the holidays. Current earnings for these firms have been
strong too, with FedEx reporting record revenues this quarter from increased e-commerce.
Although consumers are not shopping in stores, Nike’s stock rose due to its focus on its direct-to-consumer offerings
and digital revenue sources, like Nike Training Club. Investors also rewarded large restaurants that have been able to
pivot to takeout, like Chipotle Mexican Grill, or have drive-through options, like McDonald’s, while smaller, local
restaurants have struggled as consumers remain at home.
Companies that are associated with housing also continued to shine in this economy. Like last quarter, home builders,
such as D. R. Horton and Lennar, had strong returns, as sales of new single-family homes in August exceeded an annual
rate of 1 million for the first time since before the financial crisis (Exhibit E). This trend has benefited home-focused
retailers like Home Depot and Lowe’s too, both of which again reported strong revenues this quarter.
Commodities outpaced the broader market in the third quarter, which benefited the materials sector. Copper miners,
like Freeport-McMoRan, had strong returns. Copper’s close ties to China and manufacturing have helped the industrial
Exhibit E: New Home Sales
(August 2005 to August 2020)

Source: U.S. Census Bureau
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Market Detractors
Energy and Real Estate Trail
Although oil prices ended the quarter at a similar

Exhibit F: Air Travel Has Yet to Rebound

level to where they started, energy companies

Source: Transportation Security Administration
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to reduce greenhouse gas emissions, such as

California’s recent mandate to sell only zero-emission vehicles by 2035, have continued to negatively impact the outlook
for the industry. The sector has been plagued by oversupply concerns since late 2014, and symbolic of the sector’s
troubles, Exxon Mobil, which had been the largest company by market capitalization as recently as 2013, was removed
from the Dow Jones Industrial Average index at the end of August. The company joined the index in 1928 as Standard
Oil and was replaced by Salesforce, a technology company.
Although it generated positive returns, the real estate sector also underperformed the broader market. Residential REITs
were one of the worst performing industries due to rent and occupancy declines in densely populated cities. Expensive,
coastal cities have seen steep rent declines, with rent growth declining over 20% year-over-year in San Francisco and
Manhattan apartment vacancies at over twice their typical levels. Further weighing on the outlook for the industry,
investors are expecting a meaningful number of employees to continue working from home post-pandemic. Retail REITs
also fared poorly this quarter. Elevated levels of store closings due to growing e-commerce had been negatively
impacting the industry prior to the onset of COVID related stay-at-home measures and have continued, even as states
reopened their economies.
All fixed income sectors posted positive returns for the Exhibit G: Fixed Income Returns Q3:2020 (%)Source: Morningstar
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World View
Global Markets Normalize while Economic Questions Remain
While global financial markets continued to rebound during the third quarter of 2020, momentum slowed as economic
uncertainty remained. Following the reopening of countries across the globe during Q2:2020, a resurgent growth in
new COVID-19 cases raised concern from investors that economies may not recover as quickly as initially hoped or may
even have to shut down again. Nonetheless, markets continued to be supported by extensive stimulus efforts during
the quarter (Exhibit H). In July, the European Commission (the executive arm of the European Union) approved a historic
relief package of approximately €1.8 trillion to aid current, and long-term, recovery efforts in Europe to compliment the
European Central Bank’s (ECB) Pandemic Emergency Purchase Program (PEPP) that began in March. The most significant
action within this plan has been the European Recovery Plan, a landmark agreement for €750 billion that will be jointly
financed by all 27 members of the European Union. In Asia, newly appointed Japanese prime minister Yoshihide Suga,
announced that Japan will continue its massive asset purchasing program as its economy continues to lag in its recovery
relative to other global economies. The People’s Bank of China also stated that fiscal policy will continue to be supportive
through the rest of the year. Despite the additional political complexities facing China, the ongoing trade war and
privacy/technology concerns (e.g. TiKTok) between the U.S. and China, the Chinese economy continued to see
improvement during the third quarter as activity in the consumer and services sectors ticked up.
Global equity markets, while generally lagging the U.S. market, continued their positive trend from the previous quarter
(Exhibit I). Cyclically sensitive sectors continued to outperform over the third quarter. Consumer discretionary stocks
advanced strongly during the quarter as consumer spending continued to rebound, particularly in the automobile and
retail industries (MSCI ACWI ex US Cons Disc +16.5%). Technology companies also performed well (MSCI ACWI ex US
Tech +13.4%) showing continued increased demand from consumers as they seek to maintain interconnectivity and
production in a socially distant world.
Exhibit H: Global Monetary Policy Responses to COVID-19
Data: As of September 2020. Source: IMF, ECB.
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World View (Cont.)
China was one of the few countries across the globe to Exhibit I: Annualized Global Equity Returns (%)
outperform U.S. equity markets during the third quarter Select Regions & Sectors, Q3 2020. Source: Morningstar
(MSCI China +12.5%; MSCI USA +9.6%). This was largely

Global Equity Returns

attributable to the aforementioned uptick in consumer
spending and performance of technology company
stocks as companies such as Alibaba Holdings Group
(+36.2%) continued to have strong performance. The
United Kingdom (U.K.) underperformed (MSCI United
Kingdom -0.2%) relative to global markets during Q3:20.
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previous quarter (MSCI Energy -7.6%), despite oil prices
remaining flat during the quarter, as uncertainty began
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from the previous quarter (BbgBarc Global Aggregate +2.66%;

Exhibit J: Global Fixed Income Returns (%)

BbgBarc US Aggregate +0.8%) (Exhibit J). Global corporate issuers

Select Regions & Sectors, Q3 2020. Source: Morningstar
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Manufacturing and Industrial Output

Exhibit K: Industrial Production and ISM PMI Indexes

Source: The Federal Reserve, Institute of Supply Management

(Trailing 10-year)

ISM PMI Composite Index (U.S.) – The Institute for Supply Management (ISM) Purchasing Managers
Index (PMI) combines five manufacturing indicators (new orders, production, employment, deliveries,
and inventories) to create a composite view of national manufacturing activity. A PMI reading above
50 generally indicates manufacturing expansion.
Industrial Production Index (U.S.) – Calculated by the Federal Reserve, the Industrial Production
Index measures real output for all facilities located in United States, including manufacturing, mining,
electric utilities, and gas utilities.

Manufacturing and Industrial Production Continue to Expand, but at a more Gradual Pace
The PMI Composite Index recorded its fourth consecutive month of expansionary readings in September (readings
above 50 indicate expected expansion within the manufacturing sector). The pace of growth slowed moderately in
September, falling 0.6 points from a 19-month high of 56.0 in August. Results were generally positive among subindices, which either slowed their rate of contraction (employment and inventories) or continued to expand at moderate
to strong rates (new orders, production, and supplier deliveries). The composite Index has grown 14.9% year-over-year,
rebounding sharply from a low of 41.5 in April.
The Industrial Production Index also edged higher by 0.4 percent in August, marking its fourth consecutive monthly
increase. The Index experienced its strongest gains since 1959 in June and July when it expanded by 6.1 and 3.4 percent,
respectively. Similar to the PMI Composite Index, the rate of growth for the Industrial Production Index has cooled
steadily after rebounding from April lows. August production rose by less than forecast due, in part, to depressed
capacity utilization as a result of pandemic-related shutdowns and temporary declines in oil and gas extraction because
of tropical storms in the Gulf of Mexico.

9

2020 Q3 Market Brief

Cook Street Consulting, Inc.

Commercial Activity

Exhibit L: Transportation Index and Consumer Sentiment

Source: Morningstar,
Thomson Reuters/University of Michigan
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The Dow Jones Transportation Index – The Dow Jones Transportation Index represents the stock
price movement of 20 of the nation’s largest transportation firms, including trucking, airlines, and
railroads. It is commonly used as a forward indicator for future commercial and industrial activity.
Consumer Sentiment Index – Conducted by the Survey Research Center under direction from the
University of Michigan, this index reflects the personal and overall economic outlook of respondents.
The survey is widely used as a proxy for future consumer spending expectations.

Transportation Index Posts Positive Year-to-Date Return, Consumer Sentiment Reaches a Six-Month High
The Dow Jones Transportation Average Index rose 22.8% over the third quarter, surpassing pre-COVID-19 levels.
Performance since the start of the year is now up 10.2%. Integrated Freight and Logistics companies (FedEx, UPS, etc.)
drove the Index’s positive performance as freight demand ticked up over the summer and is expected to quickly rebound
post-pandemic. Airline companies cautiously traded higher over the third quarter as commercial travel sentiment has
relaxed, and international cargo flights have increased.
In September, the Consumer Sentiment Index (80.4) rose to its highest level since COVID-19 first gripped the U.S. in
March. A significant increase in economic optimism pushed the index 8.5% higher over the month, largely driven by
upper income households. Lower income households did not report as high of optimism however, as they face continued
income and job losses. The September report listed two non-economic issues as the primary sources of uncertainty and
could cause sharp changes to future consumer confidence: the upcoming presidential election, and the development
and widespread availability of a vaccine for COVID-19.
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Labor Markets
Exhibit M: Initial Jobless Claims and Total Nonfarm Payroll

Source: Federal Reserve Bank of St. Louis, BLS

(monthly, seasonally adjusted, 2008-current)

Total U.S. Nonfarm Payrolls – U.S. Bureau of Labor Statistics statistical measure representing the total number of paid U.S.
workers of any business, excluding: government employees, private household employees, employees of some nonprofit
organizations, and farm employees.

Initial Jobless Claims (4-week moving average) – Initial Jobless Claims readings are issued by the U.S. Department of
Labor. This indicator measures the number of unemployed who are filing for initial unemployment benefits. To smooth
volatility, a 4-week moving average is utilized.

Record-breaking Employment Cuts and Jobless Claims Slow as Economy Begins to Reopen
Following a tumultuous second quarter, the third quarter brought gradual labor market recovery, although
unemployment remains high. After the dramatic loss of over 22 million payrolls in March and April, the economy has
added back about half of those jobs (11.4 million). Although nearly 4 million new payrolls were added in the third
quarter, the number of new payrolls added each month continued to decline. The largest gains in the quarter were
seen in the leisure and hospitality sector (+318,000) as restaurants, bars, casinos, and other places continued to adapt
to social distancing regulations and open their doors. The largest losses were seen in the government (-216,000)
sector due to a reduction in local and state education workers as well as a decline in the number of Census workers.
As hiring gains begin to slow, more temporary layoffs are becoming permanent. In September, the number of
permanent job losses increased by 345,000 to 3.8 million, which is up by 2.5 million since February. There is heightened
uncertainty around the labor market over the coming months as many large corporations such as airlines and
amusement park companies announced large expected layoffs in October.
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Housing

Exhibit N: Housing Starts, Housing Market Index

Source: Federal Reserve Bank of St. Louis, National Association of Home
Builders, U.S. Department of Housing and Urban Development
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Housing Market Index – Data compiled by National Association of Home Builders (NAHB) based on
a monthly survey with a focus on single-family housing. The index is a weighted average of ratings
from home builder surveys on market conditions for current and forecasted new home sales. The
index ranges from 0 to 100, and a reading of 50 generally indicates positive sentiment in builders.

Builder Confidence Rebounds, and Housing Starts Begin Slow Road to Recovery
After rebounding to a reading of 58 in June, the NAHB Housing Market Index climbed to pre-COVID levels with a
reading of 72 in July, the same reading as March 2020. In August, the Index continued to increase beyond pre-COVID
levels with a reading of 78, the highest reading since December 1998. These readings indicate positive sentiment
amongst builders is increasing, despite the recession brought on by COVID-19.
Privately-owned housing starts increased 17.9% from an annualized rate of 1,265,000 in June to 1,492,000 in July.
Housing starts subsequently declined slightly to 1,416,000 (-5.1%) in August, falling below estimates and suggesting a
slower than expected rebound for the housing market. Nonetheless, housing starts were still up 3.0% year-over-year
in August. Housing starts for multi-family housing decreased 25.4% month-over-month, while single-family housing
starts increased 4.1%, a reversal of consumers’ preference for more affordable multi-family housing last quarter.
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