.

SHAW

Investment Management

of
RAYMOND JAMES®

Quarterly Update — June 2020

Following the dramatic COVID driven market selloff in the 1st quarter, we have had a strong re-
lief rally in the 2nd quarter of 2020. In the midst of business and school closings, thousands of
cancelled flights, reduced headcounts in restaurants, people working from home, and cancellation
or postponement of countless social events, the financial markets started the recovery. As the vi-
rus continued to expand its reach, many business have slowly started the reopening process.
While it is unclear how COVID may grow or diminish over the next six months, it is clear that
businesses are adapting and the government is supporting the economy in a historic way. Here are

the returns of the major asset classes in 2020:

Asset Class Index

US Large Cap Stocks S&P500

US Mid Cap Stocks Russell Midcap

US Small Cap Stocks Russell 2000

Dow Jones Industrial Avg DJIA

US Dividend Paying Stocks DJ Select Dividend
NASDAQ NASDAQ

International Developed Mkt Stocks MSCI EAFE
International Emerging Mkt Stocks ~ MSCI EM

US Bonds Bar Aggregate Bond

*3yr return is annualized

2nd Qtr Year to 1yr Syr*

20.54% -3.08% 7.51% 10.72%
24.61% -9.13% -2.24% 5.79%
25.42% -12.98% -6.63% 2.01%
18.51% -8.43% -0.54% 9.07%
10.86% -21.68% -15.15% -0.44%
30.63% 12.11% 25.64% 17.86%
14.88% -11.34% -5.13% 0.81%
18.08% -9.78% -3.39% 1.89%

2.90% 6.14% 8.74% 5.32%

As you can see from the chart above, the recovery in the 2nd quarter was very strong across prac-
tically every asset class. However, it still leaves us in negative territory for the year in seven of the
nine major asset classes. The market recovered despite the daily news flow of civil unrest, growing
cases of coronavirus, and a huge spike in unemployment following the government mandated

shutdowns in March.

You might ask yourself, “Why would the market
go up with all this insanity going on in the world
right now?” Our answer is, “Don’t fight the
FED!” The fiscal and monetary response to the
COVID pandemic has been overwhelming and
equates to approximately 22.7% of US GDP.
The combination of tax refunds, expanded un-
employment benefits, and bond purchases by the
FED have supported both the US consumer and

financial markets.

! Source: Raymond James Client Center Reporting
2Source: Strategas, “Quarterly Review in Charts”, p.26
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The policy response to the coronavirus has exponentially increased the FEDs balance sheet. The
chart below shows the FED began the process of balance sheet reduction in 2017. Here we are
three years later with a balance sheet expanded beyond where it was following the Financial Crisis
of 2008. In fact, central bankers all over the world are all stepping in to help support their respec-
tive economies. Not only are central banks buying assets, but they plan to continue to make asset
purchases in the near future. The immense amount of bond purchases by central banks, sovereign
wealth funds, and institutional funds have continued to keep interest rates historically low.

Yield curve Developed market central bank bond purchases*
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Even though the market showed amazing resiliency in the 2nd quarter doesn’t mean we are “out
of the woods” regarding market volatility and meaningful issues to consider. There is a very real
possibility the coronavirus worsens as we head into the traditional “flu season”. I don’t think any-
one really knows how this virus will impact us as we restart schools, sporting events, vacations, etc.
If there’s a resurgence of the virus, a second round of shutdowns is possible. However, the silver
lining regarding the recent increase in COVID cases is the fact that the death rate of the disease is
significantly lower than it was in March and April. In addition, the probability of new treatments
and even a vaccine appear to be on the rise.

Going forward, we are also concerned about soft corporate profits, high unemployment, and the
overhang that accompanies the Presidential election. The visibility for corporate profits in 2020
are as cloudy as I can ever remember. Most companies have reduced or removed their earnings
guidance. If the company management doesn’t have a full handle on the impact of coronavirus on
the business, how can investors propetly value them. Many investors are simply looking to 2021
and 2022 as they believe the majority of the COVID impact will be behind us by then.

3Source: JP Morgan, “Guide to the Markets” p.36
4Source: JP Morgan, “Guide to the Markets” p.42
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You can see in the chart to the right that the consen- ﬁ:‘:ai‘:g;:p:}“{;:fegﬁizgssha’e
sus earnings for the S&P500 are expected to be ap- ¢,
proximately $125 this year. Some analysts have earn-
ings as low as $110. If this occurs, that would bea 18071 @ o o
$38-53 reduction in earnings from the end of 2019. ¢, |
That’s about a 23%-33% reduction in earnings with
only a2 —3% reduction in the price of the S&P500. 140
$120 -
So why the huge disconnect between prices and
earnings? We see a growing belief among analyst
that earnings may increase dramatically to all time $80 |
highs in 2021 and 2022. This analyst driven call for a
full earnings recovery over the next two years is par-
tially behind the V-shaped recovery we witnessed in  sao 1
the 2nd quarter. If investors start to lose faith in
these forward estimates, we believe there may be

more downside volatility. $0 5
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At this point the unemployment numbers

are like a double edged sword. When the Civilian Unemployment Rate: 16 yr +

COVID shutdown started, the layoffs and Sa

job losses happened in a flash. Now aftera  '*° 50
tew short weeks, we already see the unem-

ployment rate falling. For example, the US ™ e
added over 5 million new jobs in June and

if that pace continues, this recovery will ab-
solutely have legs. However, the reverse
may also be true. If we have a COVID driv- 7° 7o
en round two of shutdowns, the employ-
ment picture will deteriorate along with
market hopes for a strong recovery.
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The Presidential election is another possible

source of market volatility. We have slightly over four months till the election. President Trump
and former Vice President Biden will have a difficult time campaigning like “normal” because
many states still have restrictions on large gatherings which impact political rallies and other gath-
erings. We will break down the PROs and CONs of each candidate next quarter, but for now, get
ready for lots of fun presidential TV commercials.

5Source: JP Morgan, “Guide to the Markets” p.7
6 Source: Strategas, “Quarterly Review in Charts” p.8
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We are relatively cautious on the market in the very near term. We believe we will probably have a
range bound market until we get closer to the Presidential election. The S&P500 is likely to
bounce within the 2,850 and 3,300 range (it was trading at 3,100 at the end of the 2nd quarter).
We think the market will continue to benefit from fiscal and monetary stimulus, low interest rates,
business re-openings, and im-

proving unemployment. The Money Market Fund Assets As A
market should also benefit from Percent of S&P 500 Market Cap
new cash on the sidelines that 70.0%

. 63.7%
can push the market hlgher. 60.0% Perhaps only the long-awaited for
Great Rotation out of bonds and into
stocks can fuel the next major leg

higher for the broader marlket.

There is currently 20% of the 50.0%
value of the S&P500 being held
in money market mutual funds.

40.0%

.
That number is even higher if 30.0% e N
you consider all the CDs and 50.0% 20.5%
short term bonds that might be

reallocated toward stocks in the %%

next 12 months. Add the value 0.0%

of new savings (US savings rate '90 92 94 '96 '98 '00 '02 '04 '06 '08 '10 12 '14 '16 '18 '20

has ballooned from 10% to 30%)
and we believe there is plenty of money to push this market to new highs at some point.

The only exception to this range bound market would be a COVID-19 vaccine announcement or
a significant new COVID-19 treatment. Investors would immediately revalue the market and dis-
count the impact of COVID. We believe the market could easily reach and surpass previous mar-
ket highs if this occurs. In the mean time, we think that it is still a great time for selective stock
picking. Growth stocks have performed very well this year and we would expect that to continue.
We also expect that Emerging Markets stocks and bonds may benefit from this global business re-
start and they may also benefit if the US$ begins to slump.

Just like we said last quarter...regardless of the happenings in the market, we sincerely hope that
everyone stays safe during these interesting times. Since it is difficult to have face-to-face meetings,
please reach out to us with any questions or concerns.

Thank you for the trust you place in our team.

Lynn Shaw Lynn Shaw 11 Kevin Dallas
Managing Director Ist VP Investments Sr. Investment Portfolio Analyst

7Source: Strategas, “Quarterly Review in Charts” p.10
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The foregoing represents the opinions of the authors and not necessarily those of Raymond James & Associates, Inc. Information con-
tained herein has been derived from sources believed to be reliable but is not guaranteed as to accuracy and does not purport to be a
complete analysis of the security, company or industry involved. This report is designed to provide commentary on market strategy and
the opinions expressed reflect the judgment of the author as of the date of publication and are subject to change without notice. Neither
the information, nor any opinions expressed, constitute a solicitation for the purchase or sale of any security. The S&P 500 is an unman-
aged index of 500 widely held stocks. The Dow Jones Industrial Average is an unmanaged index of 30 widely held securities. The
NASDAQ Composite Index is an unmanaged index of all stocks traded on the NASDAQ over-the-counter market. The Russell 2000
index is an unmanaged index of small cap securities which generally involve greater risks. The Barclays Capital U.S. Aggregate Bond In-
dex is often used to represent investment grade bonds being traded in United States. The MSCI EAFE Index is a stock market index that
is designed to measure the equity market performance of developed markets (Europe, Australasia, Far East), excluding the US & Canada.
MSCI Emerging Markets Index is designed to measure equity market performance in 23 emerging market countries. The index’s three
largest industries are materials, energy, and banks. The Russell Mid-cap Index consists of the bottom 800 securities in the Russell 1000
index as ranked by total capitalization. The Dow Jones US Select Dividend Index aims to represent the US’s leading stocks by dividend
yield. Dividends are not guaranteed and must be authorized by the company’s board of directors. Raymond James is not affiliated with
and does not endorse the opinions or services of Strategas Research Partners, LLLC. It is not possible to invest directly in an index. Index
performance does not transaction costs or other fees, which will affect the actual investment performance. Individual investor results will
vary. Investments are subject to market risk, including possible loss of principal. International investing involves additional risks such as
currency fluctuations, differing financial accounting standards, and possible political and economic instability. These risks are greater in
emerging markets. Investing always involves risk and you may incur a profit or loss. No investment strategy can guarantee success. Past
performance is not a guarantee of future results. Raymond James Financial Advisors do not provide advice on mortgages.
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