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October 2020 Market Commentary: Another Looming Lockdown on the Horizon? 

 

 
Data Source: Bloomberg 

October 2020 Highlights: 

 Although early October saw a recovery from the September equity market pullback, global equity 
markets subsequently weakened over rising COVID-19 cases across North America and Europe.  
MSCI All-Country World Index (ACWI), ended October down 2.4% with Asian equities 
outperforming the rest of the world, as Asia Pacific has enjoyed a pullback in active COVID cases 
as well as experiencing stronger global trade activity.   

 As temperatures drop across the Northern Hemisphere, 2nd wave COVID-19 outbreaks are 
spreading across both North America and Europe, resulting in renewed social lockdowns and 
restrictions.  According to John Hopkins, global deaths tied to COVID-19 have now surpassed 1.2 
million as death rates surge to levels not seen since last April.  Total global cases have surpassed 
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46.6 million.  With lockdowns looming, debate has shifted towards the rollout and endorsement of 
mass testing with a tradeoff between expediency versus accuracy. 

 MSCI Asia ex Japan and Emerging Markets returned 2.4% and 2.1%, respectively, while MSCI 
Japan was down 1.6%, S&P 500 down 2.7%, and MSCI Europe down 5.6%.  Sentiment around 
Europe has soured as reflected by weak equity and currency performance. Sovereign bond yields 
have deepened further into negative rate territory as the continent is suffering from an acceleration 
in COVID cases as well as concerns over a no trade deal ‘hard BREXIT’ with the United Kingdom.   

 U.S. stocks had performed well going into 3Q earnings season but then modestly pulled back as 
even earnings beats from key technology bellwethers did not exceed heightened expectations.  
According to the 10/30/2002 edition of Factset Earnings Insight, 3Q releases (64% of S&P 
companies so far) have largely exceeded expectations as companies continue to recover from the 
March-May pandemic shutdown.  For CY 2020, analysts are projecting an earnings decline of 
15.5% (revenue -2.3%) followed by an anticipated recovery in CY 2021 with expected earnings 
growth of 23% (revenue +7.9%).       

 Emerging market performance masks an increased bifurcation between China (now above 40% of 
index weight) and broader Asia versus Latin America, Eastern Europe, and Middle East/Africa.  
The latter are still wrestling with COVID-19 cases and low oil prices while the former are benefiting 
from a stimulus-fueled recovery in China and global trade flows, especially around technology.     

 As COVID cases reaccelerate across North America, we are waiting for the latest news on late 
stage trials for vaccine and antibody treatments.  According to Apollo Global, there are more than 
200 vaccine candidates under development.  This past weekend also saw some promising early 
stage trial vaccine results released by CureVac using the modified RNA approach.     

 With the November election looming today, investors are hoping for a 2nd fiscal relief package to be 
passed soon after the election, although both political parties remain divided over the size and 
scope of the 2nd package estimated at $2 trillion.  Besides the proposed funding amount, key 
differences remain over testing and tracing and childcare. 

 Economists are warning of an economic cliff-drop if another relief package is not passed soon as 
the U.S. economy is facing several headwinds such as 2nd wave COVID cases, slowing job growth, 
and ongoing financial stress faced by key industries directly affected by the virus such as airlines, 
traditional retailers, and state/local municipalities.    

 Current and former officials from the U.S. Federal Reserve and European Central Bank have 
strongly lobbied for fiscal spending to help close the economic slack resulting from the pandemic.  
In a Bloomberg opinion article, former Fed official Bill Dudley maintains that the monetary toolbox 
has been largely exhausted and that the “US Federal Reserve is very near that point.”  This 
suggests that any additional quantitative easing measures such as ‘zero for longer’ interest rates, 
increased expansion of the Fed balance sheet, and outright yield control “would not provide much 
additional support to the [US] economy.” 

 Stock market reaction following 3Q earnings releases was mixed for premium growth technology 
and consumer discretionary stocks.  The technology sector was the worst performer among the 
major economic sectors while consumer discretionary and communication services benefited from 
strong earnings releases from dominant companies within their respective sectors such as 
Amazon, Google, and Facebook.  In addition, streaming services such as Netflix are flexing their 
pricing power amidst the pandemic stay-at-home environment.   

https://www.factset.com/hubfs/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_103020B.pdf
https://www.cbsnews.com/news/second-stimulus-check-status-update-2020-10-31/
https://www.businessinsider.com/economic-outlook-federal-reserve-monetary-policy-exhausted-fiscal-stimulus-dudley-2020-10
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 Once again, this month saw value stocks and small cap stocks revert back from their 2-year 
running underperformance versus growth and large caps, respectively, only to give back a chunk 
of this outperformance later in the month.  However, value still outperformed growth with S&P Pure 
Value returning 1.7% versus -1.8% for Pure Growth while small caps (S&P 600) outperformed 
large caps (S&P 500), returning 2.6% versus -2.7%, respectively.    

 It was a mixed month for sector performance as sector performers did not follow an intuitive style 
or cyclical pattern.  Utilities (a defensive sector) ran well ahead of the other sectors with 
communication services, materials, financials, and industrials outperforming the broader market 
while health care, energy, and technology lagged.   

 Among factors, we saw a rare reversal with Momentum and High Quality underperforming Value, 
High Dividend, and Minimum Volatility although the return dispersion was not that great.  Have we 
seen a pause in the manic-driven momentum trade post March bear market, or is Momentum’s 
recent underperformance indicative of a shift in market leadership?   

 The U.S. Bloomberg/Barclays Aggregate Index returned -0.4% for the month. Investment-grade 
fixed income was hurt by a rise in longer maturity interest rates with the 10-Year US Treasury 
rising to an intramonth high of 0.87% despite equity market volatility that would normally see 
investors flock to the safety of U.S. Treasuries.  However, despite credit spreads widening with the 
equity pullback, U.S. high yield managed to buck this month’s sell-off in equities and Treasuries, as 
the Bloomberg Barclays High Yield Index returned 0.5% for the month while emerging market and 
non-U.S. fixed income also had positive returns for the month.       

 Commodities and U.S. REITs both underperformed global equities as the former was weighed 
down by a month-end sell-off in oil prices while the latter remains depressed due to COVID-19 
restrictions.  GSCI Commodities returned -3.6% although Precious metals (-0.7%) benefited from 
risk-off selling as gold prices partially recovered their recent sell-off.  After trading above $40/barrel 
for the last several months, oil prices (3-month futures) broke key support levels ending at 
$36/month as renewed COVID lockdowns are expected to weigh on transportation demand while 
Libya is expected to reopen production which will only add to the global supply picture.            
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Another Looming Lockdown on the Horizon? 

 
Source: pxhere.com 

This month’s market update happens to be published right before the November U.S. election, so 
we’ve already condemned this piece to irrelevancy once we know the outcome (hopefully, on election 
night and not well after) and the market’s reaction to the outcome (or lack thereof).  We won’t pretend 
to project the outcome nor even comment on the consensus outlook but emphasize the importance of 
maintaining a long-term investment perspective and to ensure that the time horizons of your liabilities 
are well-matched against the risk levels inherent in your investment program.  

What markets became fixated on towards the end of the month is the acceleration of 2nd wave COVID-
19 cases spreading across North America and Europe, portending renewed lockdowns on social 
economic activities like we experienced last March through May. As of the time of this writing, the 
United Kingdom has imposed a one-month lockdown on non-essential businesses although schools 
are expected to remain open as well as manufacturing and construction activity.  Figure 1 displays the 
COVID-19 net daily cases trends for the U.S., Europe/Middle East/Africa, and Asia.  The U.S. and 
Western Europe are experiencing an acceleration of cases with governments leaning towards re-
imposing lockdowns such as in the United Kingdom.     

Figure 1 – Net Daily Change in COVID-19 Cases Accelerate Across the World Except in 
Asia Pacific  

https://apnews.com/article/virus-outbreak-cabinets-england-michael-gove-london-a9a95585d49590cad0a11854ff9aadbf
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Source: Bloomberg 

With the onset of a 2nd COVID wave and expiration of pandemic relief measures from the first CARES 
Act, reflationary assets (equities, commodities) had rallied earlier in the month on the prospect of 
another relief package (estimated $1.5 to $2.0 trillion) being passed before the November election.  
However, markets reversed course when it became apparent that talks were at an impasse (primarily 
due to Senate Republican resistance to another large-scale spending package).  After rallying as high 
as 5% earlier in the month, the S&P 500 ended down 2.8%. 

Even strong 3Q earnings releases from S&P 500 companies were not enough to shift investors’ 
attention away from 2nd wave COVID and lack of pandemic relief spending.  U.S. stocks were 
performing well going into 3Q earnings season but then modestly pulled back as even earnings beats 
from key technology bellwethers did not exceed heightened expectations from investors expecting 
more.   
 
According to the 10/30/2002 edition of Factset Earnings Insight, 3Q earnings releases (64% of S&P 
companies so far) have largely exceeded expectations as companies continue to recover from the 
March-May pandemic shutdown.  For CY 2020, analysts are projecting an earnings decline of 15.5% 
(revenue -2.3%) followed by an anticipated recovery in CY 2021 with expected earnings growth of 
23% (revenue +7.9%).    
 
Stock market reaction following 3Q earnings releases was mixed particularly for premium growth 
technology and consumer discretionary stocks.  The technology sector was the worst performer 
among the major economic sectors while consumer discretionary and communication services 

https://www.factset.com/hubfs/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_103020B.pdf
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benefited from strong earnings releases from dominant companies within their respective sectors such 
as Amazon, Google, and Facebook.  In addition, streaming services such as Netflix are flexing their 
pricing power amidst the pandemic stay-at-home environment 
 
Figure 2 displays the gradual earnings hole global equity markets are digging themselves out of, 
largely driven by recoveries across U.S. and emerging markets with Japan and Europe lagging 
behind.  One could argue that market valuations had gotten ahead of themselves (as we surmised 
back in August and September – see here and here) – the S&P 500 now trades at 20.6x expected 
next 12 months earnings, down from a peak of over 23x reached in mid-August, while international 
markets continue to trade at a discount to the U.S., although most markets are still trading near their 
10-year highs (Figure 3).     

Figure 2 – U.S. and EM Projected to Recover Earnings Faster than Europe and Japan 

 
Source: Bloomberg for the period ending 10/31/2020.  Time series indicate % increase or decrease of current forward EPS expectations 
versus expectations from the prior year. 
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https://3dadvisor.com/market-is-euphoric/
https://3dadvisor.com/august-2020-market-commentary-the-us-market-splits-its-pants/
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Figure 3 – Global Equity Valuations Have Retreated from Their 10-Year Highs Based on 
Expected Next 12-Months Earnings 

 

Central Banks Continue Trying to Pass the COVID Relief Baton to Fiscal Spending 
Current and former officials from the U.S. Federal Reserve and European Central Bank are strongly 
lobbying for fiscal spending to help close the economic slack resulting from the pandemic.  In a 
Bloomberg opinion article, former Fed official Bill Dudley maintains that the monetary toolbox has 
been largely exhausted and that the “US Federal Reserve is very near that point.”  This suggests that 
any additional quantitative easing measures such as ‘zero for longer’ interest rates, increased 
expansion of the Fed balance sheet, and outright yield control “would not provide much additional 
support to the [US] economy.”  
 
Despite Dudley’s cautious comments on the limits of Fed policy, the Fed continues to pursue 
quantitative easing through the expansion of its balance sheet that has grown to over $7.1 trillion 
through purchases of U.S. Government and Mortgage-Backed Securities (Figure 4). 
 

  

https://www.businessinsider.com/economic-outlook-federal-reserve-monetary-policy-exhausted-fiscal-stimulus-dudley-2020-10
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Figure 4 – Fed Balance Sheet Continues to Grow with the Purchase of U.S. 
Government and Mortgage-Backed Securities 

 

 
Source: Bloomberg 

 
Similarly, ECB President Christine Lagarde maintains that the central bank is committed to expanding 
emergency quantitative easing measures such as negative interest rates but has also called for the 
European Union to expand its pandemic relief spending measures.  She also warned that the 
Eurozone’s financial stability could be threatened with a surge in debt levels as many borrowers will 
likely struggle should another shutdown occur.   

Investors Shift Preference to Asia Pacific Led by China’s Economic Recovery 
Global manufacturing sentiment has largely turned positive, particularly across China and Emerging 
Markets (Figure 5), reflecting the increased bifurcation of manufacturing versus services, with the 
latter now more adversely impacted by pandemic social distancing restrictions.   
 

  

https://www.cnbc.com/2020/10/15/coronavirus-ecbs-lagarde-says-further-economic-stimulus-on-standby.html
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Figure 5 – China and Emerging Market Manufacturing Sentiment Turns Positive 
Following March-May Meltdown 

 

 
 

We’ve highlighted the performance of China government bonds and its currency strength versus the 
U.S. dollar (Figure 6) as procyclical, reflationary indicators which remain at near-term strength levels, 
despite a recent pullback (partly due to China’s central bank warning of too fast appreciation). 
 

Figure 6 – China 5-Year Government Bond Yield and CNY Appreciation Retreat from 
Recent Peak Levels But Remain Elevated Indicating Pro-Cyclical Strength 

 

 
 
One can argue that global trade and manufacturing are playing catch-up as a result of the inventory 
drawdowns experienced through the 2nd and 3rd quarter.  Indeed, one wonders whether Asia Pacific 
economies can withstand another downward economic turn across North America and Europe should 
a 2nd wave result in meaningful lockdowns and restrictions.  U.S. consumer ‘comfort’ (Figure 7) has 
already started to sour due to 2nd wave outbreaks.  Gallup is also indicating a “scaled-back” holiday 
shopping season based on polling of buyer intentions.    

https://news.gallup.com/poll/322796/americans-plan-scale-back-holiday-spending-year.aspx
https://news.gallup.com/poll/322796/americans-plan-scale-back-holiday-spending-year.aspx
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Figure 7 – US Consumer ‘Comfort’ Turns South Amidst 2nd Wave Outbreaks 

 
 

However, if there are concerns of a slowdown due 2nd wave outbreaks and lack of a fiscal relief 
spending package, those concerns are not showing up in the U.S. bond market as the 10-Year 
Treasury Yield reached a post-COVID high of 0.87% (well off the 0.50% lows seen in mid-August) 
while the U.S. term structure (2-Year vs 10-Year Yield Spread) and TIPS breakeven rates indicate 
heightened inflation expectations (Figure 8).   
 
Figure 8 – What Stress? US Term Structure and Implied Forward Inflation Expectations 

(TIPS Breakeven Rates) Remain at Post-COVID Highs 
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U.S. corporate credit spreads also remain at benign levels even though spreads have widened off the 
lows (Figure 9).  For now, the bond market doesn’t seem as stressed over 2nd wave outbreaks and 
fiscal spending impasses as opposed to equities and commodities.   
 

Figure 9 – U.S. Corporate Credit Spreads Widen Off the Lows But Remain at Benign 
Levels 

 

 
 

Finally, the U.S. dollar has appreciated against its major trading partners’ currencies but still remains 
near its post-COVID weakness levels (Figure 10), indicating little financial / liquidity stress.   

  Figure 10 – Bloomberg US Dollar Index Hits a New Post-COVID Low 

 

Investors will continue to grapple with the shape and rate of economic normalization, trying to 
distinguish between what is transitory versus what has been permanently scarred by the pandemic.  
Will traditional retail and leisure recover to pre-COVID levels?  Will the cutbacks in corporate travel 
and face-to-face engagements reveal untapped reservoirs of human productivity or will the business 
world realize very little beats in-person human interactions?  How will traditional services like medicine 
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and education evolve as ‘tele-delivery’ technology takes hold and conditions the everyday user of 
these services in this post-COVID environment? 

Eventually, these issues will resolve themselves as long as the economic incentives for navigating the 
post-COVID environment remain in place.  For now, we have a November election to deal with.  

October 2020 Market Review 
Although early October saw a recovery from the September equity market pullback, global equity 
markets subsequently weakened over rising COVID-19 cases across North America and Europe.  
MSCI All-Country World Index (ACWI), ended October down 2.4% with Asian equities outperforming 
the rest of the world, as Asia-Pacific has enjoyed a pullback in active COVID cases as well as 
experiencing stronger global trade activity.   

Among regions (Figure 11), MSCI Asia ex Japan and Emerging Markets returned 2.4% and 2.1%, 
respectively, while MSCI Japan was down 1.6%, S&P 500 down 2.7%, and MSCI Europe down 5.6%.  
Sentiment around Europe has soured as reflected by weak equity and currency performance. 
Sovereign bond yields have deepened further into negative rate territory as the continent is suffering 
from an acceleration in COVID cases as well as concerns over a no trade deal ‘hard BREXIT’ with the 
United Kingdom.   

Figure 11 – Asia Pacific ex Japan and Emerging Markets Generated Positive Returns 
While the Rest of Developed Markets Turned Negative 

 

Once again, this month saw value stocks and small cap stocks revert back from their 2-year running 
underperformance versus growth and large caps, respectively, only to give back a chunk of this 
outperformance later in the month.  However, value still outperformed growth with S&P Pure Value 
returning 1.7% versus -1.8% for Pure Growth while small caps (S&P 600) outperformed large caps 
(S&P 500), returning 2.6% versus -2.7%, respectively (Figure 12).     
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Figure 12 – U.S. Small Cap and Value Edge Out Large Caps and Growth in October 

 

It was a mixed month for sector performance as sector performers did not follow an intuitive style or 
cyclical pattern.  Utilities (a defensive sector) ran well ahead of the other sectors with communication 
services, materials, financials, and industrials outperforming the broader market while health care, 
energy, and technology lagged (Figure 13).  

Figure 13 – Utilities Were the Stand Out Sector Performers While Energy and 
Technology Lagged 

 

Among factors, we saw a rare reversal with Momentum and High Quality underperforming Value, High 
Dividend, and Minimum Volatility although the return dispersion was not that great (Figure 14).  Have 
we seen a pause in the manic-driven momentum trade post March bear market, or is Momentum’s 
recent underperformance indicative of a shift in market leadership?     
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Figure 14 –Momentum and Quality Lagged in October 

 
The U.S. Bloomberg/Barclays Aggregate Index returned -0.4% for the month. Investment-grade fixed 
income was hurt by a rise in longer maturity interest rates with the 10-Year US Treasury rising to an 
intramonth high of 0.87% despite equity market volatility that would normally see investors flock to the 
safety of U.S. Treasuries.  However, despite credit spreads widening with the equity pullback, U.S. 
high yield managed to buck this month’s sell-off in equities and Treasuries, as the Bloomberg Barclays 
High Yield Index returned 0.5% for the month while emerging market and non-U.S. fixed income also 
had positive returns for the month (Figure 15).   

Figure 15 – Strong Month for High Yield and Non-Dollar Fixed income 

 

Commodities and U.S. REITs both underperformed global equities as the former was weighed down 
by a month-end sell-off in oil prices while the latter remains depressed due to COVID-19 restrictions.  
GSCI Commodities returned -3.6% although Precious metals (-0.7%) benefited from risk-off selling as 
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gold prices partially recovered their recent sell-off (Figure 16).  After trading above $40/barrel for the 
last several months, oil prices (3-month futures) broke key support levels ending at $36/month as 
renewed COVID lockdowns are expected to weigh on transportation demand while Libya is expected 
to reopen production which will only add to the global supply picture.  However, industrial metals have 
held up relatively better versus energy prices, indicating some resiliency in the global reflation trade 
(Figure 17).  

Figure 16 – Commodities and Real Estate Underperform Global Equities  

 

Figure 17 – Oil Prices Break Down As Industrial Metals Remain Near Highs 

 

Disclosure: 

The above is the opinion of the author and should not be relied upon as investment advice or a 
forecast of the future. It is not a recommendation, offer or solicitation to buy or sell any securities or 
implement any investment strategy. It is for informational purposes only. The above statistics, data, 
anecdotes and opinions of others are assumed to be true and accurate however 3D Asset 
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Management does not warrant the accuracy of any of these. There is also no assurance that any of 
the above are all inclusive or complete.   

3D does not approve or otherwise endorse the information contained in links to third-party sources. 3D 
is not affiliated with the providers of third-party information and is not responsible for the accuracy of 
the information contained therein. 

Past performance is no guarantee of future results. None of the services offered by 3D Asset 
Management are insured by the FDIC and the reader is reminded that all investments contain risk. 
The opinions offered above are as of November 2, 2020 and are subject to change as influencing 
factors change. 

More detail regarding 3D Asset Management, its products, services, personnel, fees and investment 
methodologies are available in the firm’s Form ADV Part 2 which is available upon request by calling 
(860) 291-1998, option 2 or emailing sales@3dadvisor.com or visiting 3D’s website at 
www.3dadvisor.com. 

 

http://www.3dadvisor.com/
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