
As markets entered the 2nd quarter with resilience, economists 
and market strategists debated whether the recovery would be a 
“U-shaped” or a much more protracted “L-shaped” recovery.  And 
while the “experts” were considering the economic impact of 
COVID-19, market participants were assessing the viability of 
companies in 2021 and beyond.

By June 8th, markets returned to January levels, but as COVID 
counts began to rise at the end of the quarter, market volatility 
increased as markets feared a slower reopening process.  

Markets
The S&P500 Index gained 20.5% during the quarter and 
Small-cap stocks led markets, gaining 25.4%.   International and 
Emerging markets also rallied with returns of 15.3% and 18.1% 
respectively.  Aggregate Bond index was up 2.9% for the quarter.  

The Economy
The re-opening of the economy has begun and that has been 
reflected in the economic data during the last half of the second 
quarter. Charts of the data resemble a ‘V’ for the time being as 
activity has bounced off an extremely low base level but more 
work needs to be done and rising case counts across the country 
threaten to stall the recovery process.  

After job losses peaked in April, the months of May and June saw 
recovery of 2.7 million and 4.8 million jobs, respectively. The June 
data in particular showed jobs in the hard-hit travel, leisure and 
retail segments recouping the most. Unemployment remains very 
elevated at 11.1%, though down from a peak of 14.7% in April.  
How many of these job losses prove to be permanent will be vital 
for gauging the lasting economic damage done by the shutdown; 
for now most of the unemployed who have been surveyed 
believe it is temporary. Other areas of the economy like 
manufacturing, housing and consumer sentiment have seen 
similar bounces off their lows, though some of the rates of 
improvement have begun to slow.  

Monetary policy continues to be extremely accommodative with 
the Federal Reserve continuing its large bond buying initiatives 
and recently launched its Main Street Lending Program. These 
measures have combined to increase the Fed’s balance sheet 
from $4 trillion to $7 trillion in less than four months and led to 
M2 money supply growth of 25% over the past year. Fed Chair 

Jerome Powell stated that the central bank is “not even thinking 
about raising rates,” and the Committee’s projections have the 
Fed Funds Rate remaining at the stated lower bound of 0% 
through 2022. This aligns with commentary out of the Fed 
suggesting they are not seeing a full V-shaped economic recovery 
that the markets may be reflecting. Importantly, the Fed remains 
committed to keeping that lower bound at 0% as opposed to 
going down the path of negative interest rates that has been 
adopted by some central banks. Instead, further Fed 
accommodation could take the form of yield curve control to 
effectively set interest rates further out in time.  

Fiscal policy measures have largely been effective in keeping the 
economy afloat during the shutdown and now in the early stages 
of re-opening, highlighted by the expanded unemployment 
benefits for individuals and the Payroll Protection Program (PPP) 
for businesses. With the additional unemployment benefits set to 

expire at the end of July, a 5th stimulus bill is 
being deliberated. Other key features being 
discussed are state and local government aid, 
infrastructure spending and liability 
protections for businesses. The process this 
time figures to be much more divisive with the 
election fast approaching and some economic 
data surprising to the upside, for some calling 
into question the need for further stimulus.   

Fixed Income
During the second quarter, credit markets 
began to digest the Federal Reserve’s massive 
and unprecedented support of the bond 
market announced in the first quarter. The 
bond buying program known as quantitative 

easing was on a scale never seen before and included buying 
corporate and municipal bonds for the first time.  The Fed grew 
its balance sheet to over $7 trillion as it ramped up its 
intervention buying bonds across many different markets. There 
has been a huge tightening of credit spreads following the initial 
massive credit widening at the end of the first quarter. The 
subsequent tightening has not been enough to erase the initial 
widening, resulting in wider spreads than existed prior to the 
pandemic across most credit markets including investment grade 
corporate, high yield corporate, municipal and emerging market 
debt. 

While credit spreads have come in considerably, there are 
opportunities to enhance yield in the corporate and municipal 
bond markets. While the Fed has indicated that there are no 
plans for rate increases in the near term, they will continue to 
utilize their more unconventional tools like corporate and 
municipal liquidity facilities and quantitative easing.  Going 
forward, the possibility exists for steeper yield curves longer term 
as a result of potential inflation due to high levels of borrowing.  
However, lower demand from the recession should tamp down 
inflation for the near term.  Credit spread bonds should provide 
enhanced opportunity for yield as the economy recovers from 
recession.  
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Stocks
The negative economic and market impacts of the COVID-19 
pandemic led to unparalleled action by central banks and 
governments across the world that included record setting 
monetary and fiscal stimulus packages. The TINA (There Is No 
Alternative) effect drew investors into stocks at a rapid rate, 
erasing most of the losses from March and leaving the S&P 500 
only 8.4% from its February all-time highs at the end of the 
second quarter. State governments began to open up their 
economies fueling consumer confidence and instilling an 
optimistic tone in the stock market. The S&P 500 gains were led 
by consumer discretionary, energy, and technology sectors as the 
rapid increase in stock prices coinciding with falling corporate 
earnings expectations have led to a compelling multiple 
expansion, with the forward P/E ratio on the S&P 500 reaching 
21.7X versus the 25-year average of 16.4X. Profit margins fell 
47.3% during the first quarter of 2020, contributing to most of 
the nearly -50% decline in earnings growth year-over-year. It will 
likely be the guidance, rather than the level of earnings that will 
matter most to the stock market in the second quarter after 170 
S&P 500 companies have suspended guidance and have 
significantly underperformed their counterparts as a result. It is 
also possible that the upcoming presidential election will 
dominate investor discussions in the third quarter of 2020 and 
will cause volatility to remain elevated. 

International developed equity markets also rebounded sharply 
off the lows, but did not keep pace with domestic equities with 
the exception of the German DAX. The MSCI EAFE Index rose 
15.2% during the second quarter being held back by Spain, the 
U.K, Sweden, and France. Emerging markets outpaced foreign 
developed markets led by China and Brazil. It has been reported 
that China’s government was very effective in containing the virus, 
leading to an early rebound in economic activity though Hong 
Kong stocks only gained 5.1%. Developed international market 
valuations are now elevated at 20.2X earnings while Japanese 
equities remain a source of value, trading at 16.5X earnings. 
International developed and emerging market equities may do 
well relative to domestic equities if expectations of a weakening 
U.S Dollar hold true.
  
Outlook
As investors look to the “experts” for guidance and direction, 
keep in mind that the experts have never seen anything quite like 
this either.  In fact, the use of the word “UNPRECEDENTED” as it 
relates to the economy and the Feds’ response is in itself 
unprecedented!

Yet market dislocations create opportunities.  The stimulus 
injected into the economy is larger and faster than we have ever 
experienced.  As consumers shift habits in response to COVID-19 
concerns and government shutdowns, new markets are being 
created.  Online ordering has accelerated along with electronic 
payments.  Entertainment has shifted from movies, sporting 
events and social events to increased popularity of chatrooms, 
online streaming and gaming.   While many restaurants have 
struggled, those that have embraced online ordering are serving 
more meals at lower cost, increasing profitability.  And while miles 
driven across America drops as employees shift toward a work at 
home theme, families have turned to the road trip for vacation 
planning instead of air travel.  So as certain industries struggle 
through this pandemic, other markets are being created.
Early shutdowns in regions initially less impacted by the virus will 
make it more difficult to shut down as cases rise in those areas.  
The need for further stimulus is likely to be countered by 
improving economic conditions.  Finally, the mistrust of 
government and rising political unrest will make it difficult to pass 
any meaningful legislation during the election cycle, decreasing 
the likelihood of further stimulus.    

The economic outlook remains favorable in the U.S. and we 
believe this recession will be short lived. We expect ongoing 
rallies and corrections as trade policy related to China and the 
upcoming elections cycle will undoubtedly create market 
volatility.  This should create an environment favorable for active 
investment management within your investment portfolio.
 
Our Commitment to You
Our team of investment professionals is experienced in 
evaluating the risks and rewards in managing portfolios to meet 
clients’ goals.  We offer a comprehensive platform of investment 
strategies aligned with the goals and objectives of our clients.  We 
are one of the largest bank providers of fiduciary investment 
services in the Western Suburbs and Old Second was recently 
named the #1 Bank in Illinois by Forbes.  Our team of 
experienced professionals is available to help guide you along the 
path toward achieving your financial goals. Contact one of your 
specialists to learn how our services will be a benefit to you.
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River Street Advisors, LLC is a registered investment adviser and only transacts business in states where it is properly registered, or is excluded or exempted from registration requirements. All investment 
strategies have the potential for profit or loss. Different types of investments involve varying degrees of risk, and there can be no assurance that any specific investment or strategy will be suitable or 
profitable for a client's investment portfolio. There are no assurances that an investor's portfolio will match or exceed any particular benchmark. “O2” and “Old Second” each refer to Old Second National 
Bank.
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