
 

Copyright 2020 © Peak Capital Management, LLC, All Rights Reserved          1 

PCM Report October 2020      Volume 11, Issue 10 

The past month has been one of the most interesting in a 
very long time. The markets have oscillated from bullish to 
bearish almost overnight and back again at a pace that has 
rarely been seen in my career. The prevailing narrative 
controlling the market direction appears to change more often 
than a teenager changes his . . . you get the idea.  

As a portfolio manager, the hardest question to answer right 
now is, “Do I even know the risks we are facing?” Risks can 
be factored into equity prices in a relatively efficient manner; 
it is the unknown risks that become very hard to determine if 
they are being priced in correctly. Looking at the landscape 
today I see a bevy of potential Black Swans that could derail 
investors (yes, a group of swans is called a bevy). What if the 
election results in a 269-269 division of electoral college 
votes? What if some states decide to allow votes for a week 
after the November 2nd and the winner changes daily as 
mailed in votes are counted? The potential for a legally 
contested election result lasting months and going to a 
Supreme Court with currently only 8 justices is a possibility 
that cannot be ignored. 

Given the risks, the prudent 
course of action for many 
investors is to sit on the 
sidelines and wait for more 
clarity. Sadly, unless investors 
are willing to earn 0% on their 
portfolio, risks remain. In typical 
equity bear markets U.S. 
Treasuries are a great hiding 
place, but will that be the case 
when the 10-year Treasury bond 
is yielding 0.65%? There are 
also tax consequences that must 
be factored considering the 
recent gains in stocks over the last couple of years. Often 
selling means paying around one-third of your gains in taxes 
to go to cash and make nothing. In essence, there are no 
“Easy” buttons for investors today. 

Many analysts are highlighting the upside potential of the 
markets long-term, but at what potential cost in the short-
term? Making decisions even more difficult is uncertainty 
surrounding COVID-19 and the potential of a second wave of 
the virus. We are just beginning to understand the permanent 
impact of the forced lockdown of the economy across the 
U.S. A recent Harvard University study indicated that 100,000 
small businesses have permanently closed but that is the tip 
of the iceberg. A total of 4.2 million small businesses have 
received assistance from the CARES Act and chief 
economist Mark Zander of Moody’s Analytics believes that 

more than 1,000,000 of those businesses will close and all 
the associated jobs will be lost.  

Right or wrong, many investors are undeterred by the 
challenging times we are in on the assumption that the Fed 
will be able to offset the economic impact of the lockdown 
and election results. That might ultimately be the right call but 

the risk of being on the wrong side of that trade could be 
disastrous given the current valuations in the markets. If the 
bevy of black swans dissipate and no scenario plays out that 
results in market panic, there may be 5-10% of upside 
potential over the next 6-12 months. If any of the alternative 
scenarios occur, it is entirely possible to see a correction 

along the lines of 2008/2009 
where the S&P 500 fell more 
than 40% before bottoming out 
in March 2009.  

Most concerning for me long 
term is how divided the country 
has become politically and the 
potential for that to spill over 
economically. The inability to 
pass a stimulus bill that both 
sides appear to agree is needed 
is a symptom of the larger 
problem. As the chart suggests, 
two people can look at the 

same circumstances and come to literally opposite 
conclusions. Will widespread mail-in voting/ballot harvesting 
result in election fraud? It might, depend on who you are 
asking that question. Given the “suspicion” on both sides of 
the political spectrum, if I could go “long” attorneys that 
seems to be the surest bet right now.  

Whenever you determine that downside potential is roughly 
4X upside potential, it is reasonable to make sure you have 
sufficient hedging in place. We are closely watching the 
correlation between equities and Treasuries, and if the 
relationship becomes positively correlated it will be necessary 
to have alternative hedges at the ready. The only certainty 
seems to be that volatility will remain elevated and the need 
to remain tactical to respond to the changing environment is 
as important as ever.  

Brian Lockhart, CFP®  
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Lower for Longer 

  Is Gold the Answer? 

 A Warning From High Yield? 

 

The Federal Reserve met at the end of 
August for their annual symposium in 
Jackson Hole, Wyoming. Chairman 
Powell’s comments demonstrated a shift in 
central bank policy. The objective of the 
Fed has evolved into maximum 
employment and the flexible use of 
“average inflation targeting” facilitating 
policy that aims inflation above 2 percent 
for an extended period of time, given 
periods of inflation below the 2 percent 
target. Powell makes the case for a new 
normal economic environment, allowing 
the Fed to be active in promoting 
employment as a means of lessening the 
impact of economic contraction.  Chairman 
Powell is comfortable keeping rates low, 
with rising prices being a byproduct given 
that inflation has been running below the 2 
percent target for a period of time.  

 

Recently, there have been signs that the 

market for high-yield bonds is coming 

under increased stress. In particular, the 

pace of outflows in so-called junk bond 

funds has accelerated somewhat. 

According to data provided by Barron’s, 

the rate of outflows is at a level not seen 

since the start of the COVID-19 outbreak in 

February, which in turn has driven overall 

prices lower. In general, the greatest 

selling pressure is across industries of the 

economy that are more sensitive to the 

COVID-19 shutdown, including leisure and 

travel, airlines, energy producers and 

entertainment. The chart to the left 

illustrates the weekly flows for high-yield 

bonds, and the recent drop-off.  

 

• The new framework discussed at 

Jackson Hole is supported by 

elements of Modern Monetary 

Theory. 

• Greater central bank involvement 

and intervention can drive equity 

appreciation with little to no benefit 

to small, private businesses. 

• Additional liquidity provided by the 

Federal Reserve may foster a 

disconnect between corporate 

fundamentals and the stock price.   

• The concern is that absent any 
additional COVID-19 stimulus from 
Congress, the likelihood of defaults 
across broad swaths of the high-yield 
market could accelerate to close out 
the year. Likewise, if no COVID-19 
vaccine is forthcoming in the months 
ahead, the pace of economic growth 
could continue to slow. 

• However, given its response in March, 
it’s likely that the Federal Reserve 
would step in, at least temporarily, to 
provide liquidity to the high-yield 
market. The long-term ramifications of 
this central bank action are uncertain, 
but at least prices would likely stabilize 
in the near-term.  

At the time of this writing, gold has been 
the clear winner among the many asset 
classes that investors can efficiently 
access. Gold is higher by more than 30% 
through late September, more than twice 
the total return of any other major asset 
class. It has been many years since gold 
has drawn the amount of attention it 
receives right now. Fed Chair Powell 
stirred the refining fires of gold recently 
by announcing that the Fed would allow 
inflation to rise above the long-term target 
of 2% that has historically been the 
standard. Historically, when inflation rises 
the U.S. dollar falls and gold is the 
beneficiary. If that relationship remains 
intact, the demand for gold is likely to 
remain above normal and could take the 
yellow metal even higher.  
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James Bullard, President of the Federal Reserve Bank of St. 
Louis, presented on the global pandemic and progress made 
economically at the Global Interdependence Center Executive 
Briefing late September. He pointed out that progress has been 
made in managing the crisis and that the U.S. economy has 
“surprised dramatically to the upside,” likely leading to third 
quarter growth as a result of monetary and fiscal policies. The 
chart below from the St. Louis Fed shows financial stress 
peaking followed by the Fed lending program announcement.  
Heading in to July, the results normalized to pre-covid levels.  
Bullard continued that downside risk will be dependent on 
managing a risk based health policy. The health policy is based 
on real time learning and adaptation to mortality risk and 
fatalities.  Bullard points out that work from home has been one 
of the most viable and powerful strategies for businesses in 
response to managing mortality risk and limiting fatalities.  

Macro View – COVID and the State of the Economy 

Microsoft announced intent to acquire ZeniMax, a firm 
dedicated to gaming, for $7.5 billion. ZeniMax is the parent 
company of Bethesda Softworks. Bethesda has historically 
been recognized for popular games such as The Elder Scrolls 
and, in more recent times, Fallout. The chart below shows 
revenue for fiscal year 2020. All three business segments 
increased revenue from 2019 with cloud revenue increasing by 
27%, followed by productivity and business processes 
increasing by 13%, and personal computing rounding out the 
growth at 3.5%. Productivity and business processes include 
Office 365 subscriptions, LinkedIn subscriptions, and Dynamics 
CRM and ERP. The Intelligent Cloud is comprised of server and 
cloud services such as SQL Server, GitHub and Azure. Gaming 
and ZeniMax fall under Personal Computing. ZeniMax is the 
eighth acquisition in 2020, marked as the third largest 
acquisition Microsoft has made followed by LinkedIn at $26.2 
billion and Skype at $8.5 billion. 

Taking Stock – Microsoft on Offense 

We just recently went above $16 trillion in negative yielding 
global debt according to the Bloomberg Barclays Global 
Aggregate Negative Yielding Debt index. The level of negative 
yielding debt is now approximately 28% of the total debt 
universe, according to Bloomberg figures. Negatively yielding 
debt became a phenomenon in 2014, initially in Europe and 
spreading around the globe. The U.S. has so far avoided 
negative yields on a broad basis, but the 10-year Treasury has 
been as low 0.50% with rumors that the Fed would not rule out 
allowing yields to go negative in the U.S. The concept behind 
negative yields is that it would result in higher economic 
growth, but the results do not necessarily support that thesis. 
Negative yields result in financial repression, especially on 
retirees who rely on interest for retirement income and is in part 
why risk assets have gone up.  

 

One of the really insightful charts based on technical analysis 
is the Fear and Greed index that is published by CNN. The 
basis of the charts is that when greed is high, stocks tend to 
be overvalued and future returns are expected to be below the 
long-term trend. When Fear is high, risk assets are eschewed 
causing stocks to be undervalued with likely higher than 
average long-term returns. The index is ultimately based on 
the CBOE Put/Call index as a gauge of investor belief about 
the future of the stock market. Over entire market cycles the 
data tends to overlay with actual stock performance relatively 
closely. When analyzing shorter term periods, the results are 
more opaque as the index has not been as effective as a 
“timing” indicator as it is a gauge of expected future returns. 

Fixed Income - Seeing Red in Bond Market Technical - Trending Fear or Greed 

Source: money.cnn.com 

Source: Microsoft 
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Performance Review 

Given the current market environment, we thought it would 
be helpful to provide a performance update for the major 
asset classes. The returns are provided by S&P Dow Jones 
Indexes and are as of September 25th, and reflect total 
return. 
 
U.S. Equity Factors 

For the month, the broad S&P 500 is down roughly -5.7% as 
investors rotated out of equities amid concerns about the 
upcoming election and the lack of clarity regarding economic 
stimulus. Interestingly, low volatility stocks held up 
reasonably well for the month on a relative basis, which was 
not the case back in February and March.  
 
For the year, both value and small cap stocks continue to 
struggle on a relative basis. Although well off their March 
lows, value and small-cap stocks are still down -13% 
and -17.3% for the year, respectively. These factors have 
been hit particularly hard by the COVID-19 shutdown. 
 
Dividend Paying Equities 

As we’ve mentioned in several past reports, the performance 
for dividend paying stocks has materially lagged the broader 
S&P 500 for the year. In the U.S., dividend paying equities 
and REITs are still lower by roughly -21.1% and -18.4% for 
the year, respectively. As with value and small cap stocks, 
dividend paying equities have come under pressure amid the 
COVID-19 shutdown.  
 
On a brighter note, however, the current yield on dividend 
paying stocks is rather attractive, particularly compared to 
U.S. Treasuries. The current yield on a broad basket of U.S. 
dividend paying stocks is now roughly 4% - 5% versus a 
yield of less than 1% for longer-term Treasuries.  
 
 
 
 
 
 

International Equities 

For the year, developed market equities excluding the U.S. is 
lower by roughly -6.8% for the year. Likewise, emerging 
market equities are lower by approximately -4.0% for the 
same period.  
 
Performance across developed markets outside the U.S. has 
been buoyed for the year, mainly from Japan, which is only 
lower by roughly -1%. As for emerging markets, performance 
has been helped by China, which is higher by roughly 12% 
for the year, and is the largest constituent in the asset class. 
 
Fixed Income 

Month-to-date, the S&P Aggregate Bond Index is marginally 
higher by 0.2%, and is higher by 6.7% for the year. Overall, 
it’s been a favorable year for fixed income from a total return 
standpoint, given that yields have fallen. Given its extended 
duration, long-term Treasuries are higher by roughly 23.1% 
for the year. 
 
While corporate bonds are modestly lower this month, they 
remain higher for the year. Investment grade and high yield 
corporates are higher by 7.2% and 5.2% for the year, 
respectively. Preferred stocks are the laggards in the asset 
class for the year, with a decline of roughly -3.5%. 
 
The circumstances surrounding 2020 have certainly favored 
some sectors and industries over others. The broad U.S. 
market has been largely driven by momentum in a handful of 
mega-cap names. Conversely, value and small cap stocks 
have been largely left behind. Dividend paying stocks, which 
are heavily weighted to financials and utilities, are lower by -
20% for the year, but could offer attractive yields at current 
levels. While interest rates are near historically low levels, 
investment grade bonds have managed to outpace broad 
equity indexes on a total return basis so far this year. 
 
There is plenty of uncertainty to go around, which is why we 
continue to recommend holding a diversified portfolio across 
asset classes, and adhere to a rebalancing methodology.  
 

Clint Pekrul, CFA  
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package from Congress to advance? 
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Yes. Correct. Absolutely. It is my opinion that 
we are only in the 2nd or 3rd inning of the 
economic impact that the lockdowns will 
ultimately have on the economy. The first three 
stimulus packages were passed with broad bi-

partisan support as even politicians understood the need 
to keep the economic engine turning when consumers are 
told they have to remain isolated and quarantined.  

We reached 30 million people unemployed in record 
speed as companies closed their doors and employees 
that were able worked from home. With very little data to 
quantify how much of an impact different aspects of the 
CARES Act had on the economy, there has been growing 
disagreement as to what is needed to keep the economy 
out of recession. I would put the odds of Congress 
passing a stimulus package before the election incredibly 
low, especially since the focus of Congress will switch to 
Judge Barrett who was nominated to replace Justice 
Ginsberg.  

Without a broad stimulus package it is difficult to see how 
the markets advance. Since the impact of the coronavirus 
first began in February of this year, the equity markets 
have clearly not traded on any sense of fundamentals. 
The excess liquidity provided by the Fed, along with fiscal 
stimulus injected by Congress, drove stocks to a 
remarkable recovery after falling more than 30%. Watch 
out below if the market is forced to trade on fundamentals.  

 

Based on recent market movements, it would 
certainly seem so. Understand, however, that 
the situation is highly fluid. A quick and viable 
vaccine to COVID-19 could reinvigorate the 
economy and we could ascend to new highs 
without a massive stimulus package. But 

suppose expectations for a vaccine are further out on the 
horizon? As we mentioned in past reports, vaccines can 
take years to test and develop. This scenario puts the 
onus on Congress to provide necessary stimulus in the 
interim. As of today, there’s no agreement in Congress on 
what a new, if any, stimulus would look like. Several major 
investment firms, including JP Morgan and Goldman 
Sachs, have already cut their GDP growth forecasts. 

With no relief, many households will feel an immediate 
impact on disposable income. And given that we’re a 
consumption based-economy, a lack of spending will hit 
the earnings of many sectors. In the long-run, earnings 
drive equity valuations, and if investors expect earnings to 
deteriorate due to a lack of stimulus, I would expect some 
downward pressure on equities. Reaching new highs for 
the S&P 500 could prove difficult.  

 

 

It is a great question, but very difficult to 
answer in a factual manner. This issue 
highlights the reality that governments have 
access to information that investors simply do 
not. It is not difficult to imagine that in a world 

where data is one of the most valuable assets, there can 
be national security issues surrounding the collection and 
use of data. When the company collecting the data is 
domiciled in a country that is a known threat to U.S. 
interests, it becomes very complicated.  

My concern is that the Trump Administration’s actions will 
almost certainly be met by similar action by the Chinese 
government against U.S. companies operating in China. It 
is similar in the trade war with China and tariffs, but that 
dispute focused solely on imports and exports. The 
government intervening in a “supposedly” private 
company does set a concerning precedent. The 2016 
election demonstrated that data and advertising can 
quickly become a national security issue because of 
propaganda.  

My hope is that the TikTok discussion ultimately leads to 
a global protocol for collecting and using data assets 
regardless of what country the data is coming from. Data 
security laws should be done globally as the flow of 
information is impossible to contain along geographic 
boundaries. A global standard for data sovereignty, 
regardless of where someone lives, is long overdue. 

 

The TikTok ordeal has been interesting to 
watch. Essentially, we have a Chinese 
company that wants to continue to run its 
mobile video app in the U.S., but the Trump 
administration has intervened to prevent this 
from happening. The rationale is that having 

an app run by the Chinese operating in the U.S. is a 
security risk, although controversy persists concerning the 
extent of that threat. Conversely, Chinese authorities 
refuse to essentially had over TikTok’s technology to a 
potential U.S. acquirer, citing bullying tactics from the 
Trump administration. 

On the one hand, regulators in the U.S. may very well 
have a legitimate concern over national security. In the 
past there have been security analysts that claim there 
are vulnerabilities. On the other hand, however, Trump’s 
actions might just be political posturing. By taking action, 
the Trump administration is exerting its influence over the 
Chinese, which is what he’s tried to do since taking office. 
I also wonder if Trump’s prior conversations with tech 
CEOs – namely Mark Zuckerberg – are influencing his 
decisions. At any rate, I’m all for having a legitimate 
regulatory review of any deal with a foreign company, but 
it has to be substantiated by the facts.  
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Does the forced sale of TikTok set a 
dangerous precedent for the global 
economy? 

Q: Q: 
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Income 
Mortgage Backed 
Bond 49.08% 
Investment Grade 
Credit 15.56% 

High Yield Bonds 7.23% 

Preferred Stock 19.56% 
US Dividend       
Equities 5.22% 

US REITs 3.33% 

Balanced Income 
US Dividend       
Equities 16.71% 

International      
Dividend Equities 19.42% 

US REITs 12.07% 

High Yield Bonds 28.62% 

Long Term     
Treasuries 23.18% 

US Growth 
Low Volatility 
Factor 15.96% 

High Quality Factor 14.42% 

Small Cap Factor 11.90% 

Value Factor 16.62% 

Momentum Factor 9.99% 
Long Term 
Treasuries 31.09% 

Global Growth 
Low Volatility Factor 8.35% 
High Quality Factor 7.12% 
Small Cap Factor 5.80% 
Value Factor 8.30% 
Momentum Factor 4.94% 
Developed Market 
Equity 17.21% 
Emerging Market 
Equity 19.86% 
Long Term Treasuries 28.42% 

Weights are approximations only and are subject to change. 

All weights as of August 1, 2020 
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This material is for general information and education purposes. The information contained in this report represents the opinions of Peak Capital    

Management, LLC, as of the report date and does not constitute investment advice or an offer to provide investment management services. Before 

purchasing any investment, a prospective investor should consult with its own investment, accounting, legal and tax advisers to evaluate independently 

the risks, consequences and suitability of any investment.  

To the extent this deliverable incorporates statements of expectation, belief, projection, prediction, anticipation, or otherwise corresponding to future 

conditions, those statements are forward-looking statements. Please note that any such statements are inherently susceptible to uncertainty and 

changes in circumstances.  Forward-looking statements are not guarantees of any future performance and actual results or developments may differ 

materially from those projected. Any projections, market outlooks, or estimates in this material are forward-looking statements and are based upon 

certain assumptions and should not be construed as indicative of actual events that will occur.  Any forward-looking statements herein speak only as of 

the date on which they were made.  Peak Capital Management is under no obligation to, and expressly disclaims any obligation to, update or alter its 

forward-looking statements, whether as a result of new information, subsequent events, or otherwise.  

An investor cannot invest directly in an index.  Index performance does not represent the performance of any investment product offered by Peak  

Capital Management, LLC. The performance of client accounts may vary from the Index performance. Index returns shown are not reflective of actual 

investor performance nor do they reflect fees and expenses applicable to investing.  Portfolio composition will change due to ongoing management of 

the Funds. References to specific securities or sectors should not be construed as recommendations by the Fund, its Advisor or Distributor. 

Past performance is not indicative of future results, loss of principal is possible. Please consider charges, risks, expenses and investment objectives 

carefully before investing. No representation is intended that any security discussed in this presentation was or would be profitable to any investor. 

The data and information presented and used in generating this report are believed to be reliable. Peak Capital Management, LLC. does not warrant or 

guarantee the accuracy or completeness of such data.  

Peak Capital Management, LLC, is a fee-based SEC Registered Investment Advisory firm with its principal place of business in Colorado providing 

investment management services.  A copy of our current written disclosure statement discussing our advisory services and fees is available for your 

review upon request. Advisory services are only offered to clients or prospective clients where our firm and its representatives are properly licensed or 

exempt from licensure. No advice may be rendered by Peak Capital Management, LLC unless a client service agreement is in place. Nothing herein 

should be construed as a solicitation to purchase or sell securities; this can only be done by prospectus, which can be obtained by contacting Peak 

Capital Management, LLC or other financial professional. Likewise, nothing herein should be construed as an attempt to render personalized         

investment advice. A full listing of investment decisions made by PCM in the past year and relative performance is available upon request. It should not 

be assumed that recommendations made in the future will be profitable or will equal the performance of the securities presented here. Opinions     

expressed are those of Peak Capital Management and are subject to change, not guaranteed, and should not be considered recommendations to buy 

or sell any security.  

GIPS® is a registered trademark of CFA Institute.  CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or 

quality of the content contained herein. 
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