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B Broad Market Overview June 30, 2020

INDEX 2 Qtr YTD 1-YEAR 3-YEAR 5-YEAR  10-YEAR o .
Q e Markets across the globe posed a significant comeback in the 2n
MSCI World 194 -5.8 2.8 6.7 6.9 10.0 . ) )
DeMarche 3000 208 54 24 74 78 10.9 quarter. Even with the rally, year-to-date returns are still negative.
22.0 -3.5 6.5 10.0 10.0 13.7 . . . . .
el S e Interestrates fell slightly and credit spreads tightened, driving fixed
S&P 500 205 3.1 75 10.7 10.7 14.0 _ Hioher in th Bond g
MSCI EAFE USD 14.9 113 o1 0.8 51 <7 income returns higher in the quarter. Bond returns, as measure
BlmBarc Aggregate 59 6.1 37 53 43 38 by the BImBarc Aggregate, posted 2.9% for the quarter.
FTSE Non-US Gov't Bond >0 Lo 09 29 >3 o Commodity prices also advanced as oil prices increased in the
BImBarc Global Aggregate 33 3.0 4.2 3.8 3.6 2.8 Y P . « . P . . .
NCREIF (Private RE) 10 03 27 <4 6.8 97 quarter after a dismal 1% quarter. Qil prices continued their
Bloomberg Commodity 51 194 17.4 6.1 77 58 downward trend in April before rebounding in May and June. Gold
Notes: Data are presented as percent returns. All 3-, 5-, and 10-year returns are annualized. ~ *Does not include Canada or Brazil. pr‘ices also ]ncreased dur‘]ng the quarter as Centra| banks coO ntinue
with unprecedented monetary stimulus.  Agricultural prices
increased due to bottlenecks in supply chains due to the virus.
50-Year
Indicator Year Ending 6/30 2020 2019 2018 2017 Average e Interest rates along the curve fell precipitously in 2020 when the
GDP Annual Growth Rate 9.5 2.0 3.3 2.2 2.7 Fed cut their policy rate. Now the yield on the S&P 500 is higher
Unemployment 111 3.7 4.0 43 6.2 than the 10-year Treasury by its widest margin in over 60 years.
Inflation {CPI} 0.6 L7 2.9 16 3.9 The S&P 500 dividend rate has been negatively influenced by the
10-Year Interest Rates 0.7 2.0 2.9 2.3 6.3 . . . .
reduction and suspensions of some dividends by companies;
S&P 500 Dividend Yield vs. 10-Year Treasury Yield however, the spread is now over 120 basis points. Returns on
16 bonds are becoming less attractive despite their ability to provide
14 for some diversification.

—— 10-Year Treasury Yield

12
S&P 500 Dividend Yield
g 10 I o —
ke]
o]
= 8
2 H DeFact
c o o B e
g 6 The Federal Reserve balance sheet increased in size by trillions of
1.94%
4 X dollars in the 2" quarter, continuing the trend from the 1%t quarter.
5 IVV\ ™. ,,j'\ The balance sheet started the quarter at $5.8 trillion and reached
WY S
073% > S7.1 trillion in June as the Fed rolled out an unprecedented range of
. (]
0 programs to keep credit flowing and shore up economic activity.
AR T A AR A R M RN RS N
A S S S \°° S Reuters

Source: Standard & Poor's, Federal Reserve
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B Domestic Equities June 30, 2020

INDEX 2nd Qtr YTD 1-YEAR 3-YEAR S.YEAR  10-YEAR e Small cap stocks led in the quarter and made up some ground against
DeMarche Growth 23.7 126 121 13.1 11.9 13.8 large cap stocks. However, large cap stocks continued to lead small
DeMarche Value 14.2 -13.6 -14.3 -1.9 1.3 6.4 cap over the longer term by a wide margin. Over the past 12 months
DeMarche Aggressive 39.5 9.3 3.5 6.5 3.4 8.7 the Russell 1000 has outpaced the Russell 2000 by 14.1 percentage
DeMarche Defensive 19.6 2.8 2.6 7.6 8.3 11.1 points.
S&P 500 20.5 -3.1 7.5 10.7 10.7 14.0
S&P Mid-Cap 400 24.1 -12.8 -6.7 2.4 5.2 11.3 e More narrowly, growth stocks continue to lead value within both large
S&P Small-Cap 600 21.9 -17.9 -11.3 0.6 45 11.2 and small cap. Large cap growth has trounced value over the past 12
Russell 1000 218 -2.8 75 10.6 105 14.0 months by 32.1 percentage points. The large technology companies
Russell 1000 Growth 278 98 233 19.0 159 17.2 drove the index forward. Apple and Amazon posted quarterly returns
Russell 1000 Value 14.3 -16.3 -8.8 1.8 4.6 10.4
Russell 2000 25.4 130 66 2.0 43 10.5 of over 50%.
Russell 2000 Growth 306 31 35 7.9 6.9 129 o Small cap growth stocks also outperformed their small cap value
Russell 2000 Value 18.9 -23.5 -17.5 -4.3 13 7.8

Notes: Data are presented as percent returns. All 3-, 5- and 10-year returns are annualized. brethren. Over the past 12 months, small growth outperformed small
value by 21 percentage points. During the 2" quarter rebound, small-
cap discretionary stocks drove the growth stocks forward. Over the

longer term, health care and technology stocks lead in performance.

e Thelargest of the large-cap stocks are driving the returns of the overall

The R|Ch Get RiCher index. How top-heavy was the return? The top 5 names that we all
know (Apple, Microsoft, Amazon, Alphabet, Facebook) make up 22%

of the market cap and have returned 35.0% for the 2" quarter. The

remaining 495 stocks make up 78% of the market cap, returned just

S&P 500 Top5 S&P 500

6/30 Mkt Cap 22% 2Q20 Return the index by 3.1 percentage points.
$26.8 Tril. $6.0 Tril. 20.5% 2020 REUM | eomm——

35.0%

TOQ 5 17.4% for the quarter; a great quarterly return, for sure, but it lagged

H DeFact
M Bottom 495 After falling S5.5 billion in the first quarter, dividend payouts for U.S.
78% : 2Q20 Return stocks declined $42.5 billion in the second quarter of 2020, the
$20'8 Tril. 17.4% largest reduction since the first quarter of 2009. The decline is due
to massive dividend suspensions as companies had no time to ride

Source: S&P 500. DeMarche out the virus as sales were cut off. As a pre-pandemic comparison,

dividends increased by $8.4 billion in the second quarter of 2019.

~ S&P Dow Jones Indices
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B International Equities June 30, 2020

e International stocks, like domestic stocks, moved forward in the 2™

2m Qtr YTD 1-YEAR 3-YEAR 5-YEAR  10-YEAR . ) )
INDEX & quarter, rebounding from a dismal 1%t quarter. Despite the rebound,
MSCI EAFE Local 12.6 -10.5 -4.2 13 2.6 6.9 . . .
the past 12-month returns of international and emerging market

MSCI EAFE USD 14.9 -11.3 5.1 0.8 21 5.7 . . . .

Growth 16.9 35 49 59 cc 73 stocks still are negative. The economic slowdown caused by the virus

Villuz 12.4 193 145 a4 16 35 has impacted every corner of the globe.
MSCI Japan 116 7.1 3.1 3.0 3.4 6.1 he doll cened duri N boosting | ol
MSCI AC Asia-ex Japan 167 w7 17 16 i <o e The dollar weakened during the quarter, boosting internationa
MSCI China 153 35 131 36 53 6.4 returns in dollar terms. While COVID-19 and the expansion of the
MSCI Germany 265 76 26 13 18 6.1 Federal deficit pushed the dollar lower versus other currencies in the
MSCI France 16.1 -15.9 -10.3 0.5 3.5 5.8 quarter, it has strengthened over longer term, negatively impacting
MSCI UK 7.8 -233 -17.7 -3.9 -2.5 39 international returns over those time periods.
MSCI EAFE Small Cap 19.9 -13.1 -35 0.5 3.8 8.0
MSCI EM 18.1 98 34 1.9 2.9 33 e Emerging market stocks posted stronger returns than developed
MSCI All Country-ex US 16.1 -11.0 4.8 1.1 23 5.0 market stocks in the 2" quarter. Although Chinese stocks have

Notes: Data are presented as percent returns. All 3-, 5- and 10-year returns are annualized.

outperformed other EM countries year-to-date, the stocks of India,
Taiwan, and South Korea all outperformed Chinese stocks in the 2"
quarter. These stocks fell harder in the 15t quarter and rebounded

higher.
Russell 1000 Less MSCI EAFE

Rolling One-Year Return Differentials (%) e Domestic stocks have continued to lead their international

Percent Differential counterparts by an ever-widening margin. Over the past 12 months,
30% _ . _—
the differential is over one standard deviation from the mean. And
Russell 1000 Outperforms
20 over the past 20 years, on average, international stocks have lagged
+ One Standard Deviation Ave. Annual Prermium = 2.3% annually by 2.3 percentage points. During the last 10 years the dollar
10 I / ‘ L has appreciated versus a trade-weighted basket of currencies, which
I “ = provides a headwind to international stock returns.
0 I [—
-10 |- One Standard Deviation H DeFact
20 The dollar has trended mostly sideways this year, but is it expensive
to foreign currencies or not? According to the Economist’s “Big Mac
MSCI EAFE Outperforms g & g
. Index” — the cost of a Big Mac in other countries — the euro is 19%
AN I NS S I I N I T TS S : : :
§F §F FF undervalued. The average cost of a Big Mac in the U.S. is $5.67, but
Source: DeMarche costs $4.60 (after conversion), which assumes a 0.73 euros to the

dollar exchange rate. The current exchange rate is 0.90.

~The Economist
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B ixed Income June 30, 2020

INDEX 2md Qtr YTD 1-YEAR 3-YEAR 5YEAR  10-YEAR ° Interest rates fell slightly along the Treasury curve during the quarter. The
BlmBarc 1-3 Gov Credit 12 59 47 79 71 16 2.9% quarterly return for the BImBarc Aggregate was partly due to the
BlmBarc Aggregate 29 6.1 8.7 53 43 38 tightening of investment grade credit spreads to Treasuries, plus slightly
BImBarc Gov Credit Long 62 12.8 18.9 10.3 9.0 78 lower interest rates. Remember that corporate credit spreads
BlmBarc US TIPS 4.2 6.0 8.3 5.0 3.7 35 dramatically widened in the 1t quarter.

Merrill Lynch High Yield 9.6 -4.7 -1.1 3.0 4.6 6.5
CSFB Leveraged Loan (bank loans) 97 a3 23 21 79 43 °® Lower-grade credit sectors, such as bank loans and high yield, rebounded
BlmBarc Global Aggregate 33 30 49 38 36 28 significantly in the quarter as spreads tightened. Credit spreads widened
JPM EmgMkt Bd Glbl Dvrsfd (hard) 12.3 28 05 36 53 60 out in the first quarter on concerns of bankruptcies and defaults of issuers.
Notes: Data are presented as percent returns. All 3-, 5- and 10-year returns are annualized. Trailing 12_month returns are Sti” negative’ reﬂecting the disma| 15t
. quarter.
Yield (%) 10-Year and 2-Year Treasury Yields
3.50 e  Emerging market debt posted a rebound quarter after a dismal 1 quarter.
Treasury Spreads h ill bel |
3.00 Year-to-date and 12-month returns are still below longer-term returns. As
on 30 / l central bank across the globe signaled rapid monetary stimulus helping
U
2.50 0.25 Dec 31 stabilize liquidity conditions, the riskier asset classes benefited and staged
2.00 0-34 strong rallies.
i
1.50 N Jun30 | ® The charts to the left show the breakeven rate of inflation at below 1.5%,
1.00 The term "spread" indicates the 0.50 based upon the 10-year TIPS. Since the middle of 2019, the market has
——10-Year Treasury Yield . L b . lowing inflati h h

0.50 _ difference in yield between the een expecting slowing inflation over the next decade. In response to the

2-Year Treasury Yield 10-Year and 2-Year Treasury Bonds. virus crisis, the Fed dropped rates but the spread between 10-year and

0.00 2-year T-notes remains positive. The expectation for inflation dropped to

Yield (%) Breakeven Inflation Rate Based On The 10-Yr Treasury & TIPS 50 basis points for a short time before rebounding. The rebound and an

3.50 upward sloping yield curve signal that investors are expecting a pickup in

3.00 economic activity in the near future and not a lingering recession.

2.50 ————— —

2.00

1.50 H DeFact

' Breakeven inflation rate is a measure of expected inflation In 1997, JC Penney was flying high. It had recently made a $3.3 billion
1.00 derived from 10-Yr Treas yield minus the 10-Yr TIPS yield. purchase of the Eckerd drug store chain and its stock price would
0.50 The latest value implies the expectation of market eventually reach all time high in 1999. Sporting an “A” credit rating, it

ici for inflation in th 1 . . e
0.00 participants for inflation in the next 10 years issued $500 million in 100-year 7.375% coupon bonds, due 2097. They
TS gSd g ddgddgdaddadadddadadddadddagdaddadaqaaqaqgd sold out. Today the company is in bankruptcy and is restructuring its
S S5 585855553 5585858555535585385885555
ST w0 zOo LSS S T IVNO0zZzo LSS S T IOz~ uwSI<s S debt. ~ Reuters
Source: Federal Reserve Bank of St. Louis (FRED)

DemarChe FOP INSEIEUTIONAI USE ONIY ... 2oL L2 e L2202 e s e e e 5




I 1.ess Liquid Strategies

INDEX 2MQtr YTD 1-YEAR 3-YEAR 5-YEAR 10-YEAR
NCREIF Property (Private RE) -1.0 -0.3 2.7 5.4 6.8 9.7
Apartment -0.6 0.3 3.0 5.1 6.2 9.7
Industrial 1.0 3.6 10.3 12.7 12.8 12.9
Office -0.5 0.8 4.0 5.8 6.4 9.0
Retail -3.9 -5.8 -5.6 0.2 3.8 8.6
NCREIF Timberland 0.1 0.2 0.3 2.3 2.7 4.4
NCREIF Farmland 0.6 0.5 3.9 5.4 6.4 10.9
NAREIT (Public RE)* 14.0 -15.0 -8.4 2.7 6.1 10.1
Bloomberg Commodity 5.1 -19.4 -17.4 -6.1 -7.7 -5.8
HFR FOF Composite 7.5 -2.0 0.1 2.1 14 2.8
Conservative 49 -2.6 -1.1 1.7 13 2.5
Diversified 7.3 -1.0 0.9 2.6 1.6 2.9
Strategic 10.2 -2.9 -0.2 1.8 1.3 3.0
Private Market Indexes
as of 12/31/2019 Qtr YTD 1-YEAR 3-YEAR 5-YEAR  10-YEAR
Preqin Private Equity 4.7 155 15.5 151 13.3 13.7
Preqin Private Debt 2.0 7.6 7.6 7.5 6.6 8.9
Preqin Infrastructure -1.7 6.6 6.6 8.9 9.3 9.8
Notes: Data are presented as percent returns. All 3, 5 and 10-year returns are annualized.
*Public RE is not a less liquid strategy. It is listed for comparative purposes.
ODCE Rent Collections - June 2020
100% 93% 91% 92% 2%
90% 85%
80%
70%
60%
50%
50%
40%
30%
20%
10%
0%
Apartment Industrial Office Retail Other Total
Source: NFI-ODCE, Investors Diversified Realty
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Real estate prices fell in the 2" quarter. The most visible sign of
the lockdown is the collapse of sales transactions, which fell
sharply as social distancing rules went into effect. For example,
Bloomberg reported that real estate transactions fell to $11 billion
in April, the smallest volume since April 2010. The low transaction
volume means that prices may not yet fully reflect the crisis impact.

REITs rebounded during the quarter but not to the extent of other
domestic stocks during the quarter. However, the year-to-date
return outperforms its small cap value brethren by 8.5 percentage
points due to the much better downside performance on REITs in
the first quarter as compared to value stocks, in general.

Hedge funds advanced in June for the third consecutive month. As
global equities advanced, so did equity long/short hedge fund
strategies. Fixed income-based performance was driven by
corporate credit. Strategies that relied upon macroeconomic
exposures, such as currencies and commodities, were mixed.

Real estate managers are having some difficulty in collecting rent
in the 2" quarter. The chart to the left tells us that retail real estate
rent collections are far below other real estate sectors, but all have
been affected. This is a concern because failure to collect rent
could have a negative impact to property valuations down the
road.

H DeFact

Private equity appeared to notch a huge victory in June when the Labor
Department issued guidance to clarify that 401(k) retirement plans
could deploy money into private equity funds. But there is still a long
list of questions to be answered before that practice could become the
norm for trillions of dollars in defined contribution plans, such as the
need to generate liquidity for 401(k) participants. ~PitchBook



Research in Action Series

Visit the DeMarche website to read our new Research in Action series. Each month, we're

publishing a new white paper on important topics for investors.

Client Conference 2020 In just a few pages, these concise but informative reports provide the analysis you need to

navigate the evolving investment landscape.

Se pte mber 23-25, 2020 Each white paper is hyperlinked below:
A VIRTUAL EVENT

Join us September 23-25 for the 37" Annual
DeMarche Client Conference.

20/20 Vision: Managing the Unforeseen.

Don’t Miss Our Next Webinar!

Together, we will look past the noise and focus on

the critical investment issues, market forces, and 20/20 Vision: Alternative Investments in Uncertain Times

industry trends that will impact your investment
strategies and portfolio returns in 2020 and beyond. Join DeMarche for this webinar to learn how alternative asset classes can help enhance efficiency in your

portfolio and which strategies make sense in the current market environment.
Date: Wednesday, August 12
Time: 9:00 -10:30 am Central Time

Online Registration Now Open! |

20V ision

Did you miss our last webinar? Watch A Replay.

DemarChe FOP INSEIEULIONG] USE ONIY ... e L2 e e s e e 2L e e 7



https://cvent.me/aQE2Nq
https://www.demarche.com/landing-page/dc-workshop/
https://www.demarche.com/do-leading-indicators-really-indicate/
https://www.demarche.com/do-leading-indicators-really-indicate/
https://www.demarche.com/avoiding-a-jam-your-401-k-can-have-too-many-choices/
https://www.demarche.com/stable-value-update/
https://www.demarche.com/the-secure-act-and-annuities-what-does-it-mean-for-plan-providers/
https://www.demarche.com/long-dated-private-equity-a-problem-solved/
https://www.demarche.com/looking-at-management-fees-from-a-different-perspective/
https://www.demarche.com/fallen-angel-risk-the-need-for-active-management/

