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• As we write, Congressional negotiations on a second stimulus 
deal continue, after the House passed a $3T package in May and 
the Senate unveiled a $1T counterproposal at the end of July. 
Large issues remain to be bridged – the Republican plan 
contained no aid for cities and states and reduced weekly 
Federal unemployment benefits from $600 to $200, for example 
– however, we are optimistic that a new stimulus deal will be 
forthcoming. In an election year both parties recognize that 
more fiscal stimulus is required, and President Trump is eager to 
sign something. Time is of the essence, as badly needed weekly 
Federal unemployment benefits have now lapsed. Negotiations 
may favor the Democratic approach, which includes 
considerable municipal aid, as the Senate has not yet voted on 
the Republican plan and it is unclear if it has the votes to pass 
without Democratic support. 

• After several weeks of strengthening, the labor market is 
showing cracks; the 7/23 weekly jobs report missed 
expectations, with new unemployment claims of 1.42M 
exceeding a flat consensus expectation of 1.3M.  This was the 
first increase in new claims since the lockdown-related massive 
spike in March, as a worsening pandemic in large sections of the 
country caused several states to begin rolling back re-openings.

• This deterioration was echoed in July’s consumer confidence 
readings; the headline reading slid to 92.6 vs. expectations of 
95.0.  Conditions at the time the survey ended on 7/17 were still 
relatively strong and much of the disconcerting weakness began 
to be revealed later in the month.  Forward expectations 
dropped from 106.1 to 91.5  Much of the decline was 
concentrated in states such as California and Florida where 
Coronavirus cases were surging, whereas New York showed 
improvement amid far more successful control of the virus. We 
expect consumer confidence to weaken further in August 
should the pandemic worsen and feel economic growth will 
remain tied to our ability to contain the Coronavirus pandemic.

• After a five-month delay, the nominations of Judy Shelton and 
Christopher Waller to the Fed Board of Governors cleared the 
Senate Banking Committee on 7/22 on a party line vote. 
Waller’s nomination wasn’t controversial, but Shelton, a 
former gold bug whose policy stances changed dramatically 
upon joining the Trump campaign as an advisor, is an 
extremely controversial and politically divisive pick. Her 
nomination is expected to meet with some resistance, although 
she is likely to be confirmed.  Should this be the case, the 
market’s response bears monitoring, as her confirmation would 
further jeopardize the Federal Reserve’s perceived 
independence at a time when their role in the economy is 
arguably greater than ever before.  

• Fed Chairman Jerome Powell used part of his testimony in July’s 
FOMC meeting to stress that, despite unprecedented federal 
stimulus and deficit spending, he remains far more concerned 
about deflation than inflation. The recession was driven by a 
demand shock rather than a supply shock, as daily life was 
abruptly shut down to halt the spread of Coronavirus. Stimulus 
efforts have been focused on keeping companies out of 
bankruptcy and individuals employed, or put another way, 
preserving supply capacity despite a collapse in demand. Supply 
is likely to continue to exceed demand for the foreseeable 
future, particularly in sectors dependent on large-scale public 
consumption, a dynamic that should keep a lid on inflation for 
some time. While the US government is engaged in 
unprecedented levels of stimulus spending, we support 
Chairman Powell’s approach.   

• The second quarter GDP report was historically bad; the best 
that can be said is that the 32.9% annualized decline was closely 
in line with expectations. On a quarterly basis, the 9.5% fall puts 
the US somewhat ahead of the Eurozone, where GDP contracted 
an even more severe 12.1%.  Regardless, a decline in  US 
economic activity of nearly 10% in 3 months is sobering and 
reflects the sudden shock incurred as a result of Q2 lockdowns.  
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EQUITY NEWS AND NOTES

A LOOK AT THE MARKETS

• The S&P 500 rallied on in July, gaining over 5.5% despite a 
backdrop of rising COVID-19 cases and signs that the Q2 
economic recovery may be losing momentum. We see several 
factors driving investor optimism. Despite what is likely to be an 
uneven recovery, the worst is hopefully behind us and a second 
wave is unlikely to lead to the same level of economic shutdowns 
as March and April.  Hopes for a medical breakthrough were 
bolstered by an August 3rd report in the NY Times highlighting 
work being done across the globe on more than 165 potential 
vaccines, 27 of which are being tested on humans, a handful in 
later stages.  

• Amid high levels of viral and economic uncertainty, an equity 
tailwind for stocks remains paramount - the historic extent of 
fiscal and monetary policy response. The Federal government 
has passed trillions in rescue legislation, and the Federal Reserve 
has added nearly $3T to its balance sheet since March.  With 
inflation muted, policy should stay accommodative and 
liquidity levels high. 

• The appeal of equities can also be seen through a total return 
and income lens.  The 10Yr UST was yielding 0.53% at month’s 
end, as compared to the S&P 500’s 1.80%.  Given economic 
concerns, the Fed vowing to indefinitely keep short term rates 
low, and investor demand for fixed income remaining strong, 
Treasury yields are likely to remain highly constrained.  The TINA 
(There Is No Alternative) dynamic is apparent in the 
accompanying graphic which reveals the highest percentage of 
stocks outyielding the 10-Year UST in 50 years.

• A recent trend of note concerns the weakening US dollar, a 
development that benefits companies that sell overseas given 
increased foreign purchasing power. Larger companies tend to 
have greater international sales, which may help explain small 
cap stocks’ relative weakness.  We expect a weaker dollar to be 
beneficial for our investment strategy, as we tend to focus on 
large multinationals and are overweight Technology, a sector 
that collectively derives more than 50% of revenue from 
overseas.  

• Q2 earnings season is more than halfway completed and the 
results have exceeded deeply depressed expectations. Analyst 
consensus as reporting began projected a drop of 44% in S&P 
500 earnings per share. So far, 84% of reporting companies have 
beaten analyst estimates, a record high going back to 2008. The 
margin of those beats is also impressive, as actual earnings have 
surpassed expectations by a record 22%.  Furthermore, we are 
encouraged that ~70% have beaten revenue expectations, a less 
easily manipulated metric.  Nonetheless, the revised -35% 
quarterly earnings fall would still be the largest year-over-year 
decline since Q4 2008 (-69%). 

• One thing that has not changed is the dominance of mega cap 
Technology names.  Apple, Microsoft, and Amazon all reported 
strong quarters despite the pandemic and have seen their stock 
prices rise accordingly. Investors should be mindful of 
concentration risk that comes with these giants’ increasing share 
of the S&P 500 Index, although there are significant distinctions 
between today’s conditions and the often-cited Tech bubble 
period. These companies represent a much larger share of Index 
earnings than the top companies did in 2001, earnings growth 
rates are far stronger, and valuations are not nearly as high.  
Digitization represents a secular trend that has only been 
amplified by the pandemic. A clear line between winners and 
losers is becoming evident, a development we embrace given 
our focus on individual stock selection.

Source: NDR/The Lewis Carmel Group 

Monthly Data: 7/31/1972 to 06/30/2020
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MUNICIPAL MARKETS

FROM THE TRADING DESK

CORPORATE BOND MARKETS

• Investment grade corporate bond issuance slowed considerably 
this past month as only $63.45B of new debt hit the market. It 
was the slowest month since February's $89.3B and well below 
the 2020 monthly average of $175B. Companies have reduced 
their pace of borrowing as cash raised thus far has fortified 
balance sheets and appears to sufficiently address perceived 
liquidity needs.  Demand for high grade corporates has easily 
absorbed earlier levels of high issuance, and with net supply 
waning of late, technical factors should remain favorable. 

• After spiking to 4.58% on 3/20, the Bloomberg Barclays US 
Credit Index YTW dropped below 2% on 7/17 for the first time 
ever.  A combination of ultra-low UST rates and tightening credit 
spreads have driven yields to record lows.  

• Corporate bonds are not the only asset class posting record low 
rates. The UST 5Yr note touched 0.26% on 7/28 before grinding 
lower to close the month at 0.20%.  By comparison, the 
benchmark note began the year at 1.71%. The Fed continues to 
grapple with a suppressed yield environment and a highly 
uncertain economic outlook.  At this stage we do not anticipate 
negative yields, although some have broached the possibility.  

• The Federal Reserve's Primary Dealer and Corporate Credit 
Facilities, although barely used, have sustained corporate bond 
risk appetite.  These and other programs helped stabilize 
turbulent markets back in March and their continued existence 
is reassuring to investors.  Assets deployed dropped 
considerably during Q2 and into Q3, a promising sign.  

• The municipal curve reflects historically low yields, a condition 
that will likely persist. Technical conditions remain very strong 
and there is significant support for the asset class.  Mutual fund 
flows have been positive for the past 11 consecutive weeks, 
raising YTD net inflows to $3.1B despite $47B of pandemic 
induced net outflows in the Spring.  Intermediate maturity 
strategies have led the way with $1.5B in net inflows.  

• Sustained demand for municipals is anticipated in August as 
$36B of upcoming coupons and maturities are likely to far 
exceed expected new supply, leaving investors with 
considerable cash to reinvest in the tax-exempt markets.  

• Yield is at a premium across the global fixed income 
marketplace. On a relative basis, municipals still appear 
attractive with the 10Yr AAA municipal/UST ratio ending July at 
118%.  However, with the 10Yr UST at 0.55% small changes in 
yield levels can significantly alter ratios, thereby increasing the 
volatility of the often-referenced AAA municipal/UST ratio.  

• Although July municipal supply of $42.6B came in 40% higher 
than the same month of last year, 35% of that issuance was 
taxable.  As a result, tax-exempt investors still face relatively 
tight primary market bond availability, a factor that has helped 
tightly constrain yields. Bond Buyer 30-day visible supply is 
about $14.5B, slightly higher than the average for the year. 
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With the 2020 Presidential Election less than 90 days away polling 
data is currently favorable for the Democratic Party. Should the 
Democrats win back the Presidency, assume the Senate majority, 
and maintain control of the House of Representatives, we could see 
changes to the nation’s tax code. November’s outcome remains 
uncertain though and future tax negotiations will be highly 
dependent on political conditions at the time. Nonetheless, thinking 
about your income tax and estate planning in advance can be 
beneficial. 

FINANCIAL PLANNING PERSPECTIVES

For questions concerning our financial planning or wealth management services, please contact: 
Jim O’Neil, Managing Director

617-338-0700 x775 | joneil@appletonpartners.com
www.appletonpartners.com

NOVEMBER’S ELECTIONS:  POTENTIAL TAX IMPLICATIONS

Appleton’s Financial Planning Webinar Series Will Continue in September:  

“Massachusetts Estate Taxes: Proactive Planning Matters” (Sept. 15, 2020)

“Financial Consequences of Adulthood” (Sept. 22, 2020)

Registration is open on our web site  

A Democratic sweep in November would likely result in changes to provisions of President Trump’s signature 2017 Tax Cuts and Jobs Act 
(TCJA) with Joe Biden’s alternative approach eventually taking center stage. According to campaign policy statements, Biden tax 
proposals would likely result in more progressive tax policies and could include certain of the following changes:

• Lower taxable estate exemption amounts to $3.5M (vs. $11.58M in 2020 and $5M in 2026)

• Restoration of the pre-TCJA top tax rate to 39.6%

• Taxation of ordinary dividends and capital gains at 39.6% for those earning over $1M (currently 20%)

• Taxation of carried interest income as ordinary income (currently taxed at 20% if held for 3 years)

• Expansion of the Social Security payroll tax through an additional payroll tax increase of 12.4% on wages in excess of 
$400,000

• Limiting the value of itemized deductions at 28% 

• Repeal of the inherited assets basis step-up (effectively taxing all unrealized appreciation of capital assets)

• Expansion of Earned Income Tax Credit for workers without children 65 years of age or greater

• Addition of a renewable energy related tax credit

• Phase-out of qualified business income deduction for those with taxable income >$400,000
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While it is highly unlikely all these proposals become law, now is 
the time to consider taking advantage of opportunities provided by 
the TCJA by reviewing and implementing plans that can reduce the 
size of your taxable estate. Regardless of November’s results, 
planning ought to be undertaken as the 2017 TCJA’s individual 
mandates expire on December 31, 2025.

A recent Appleton Financial Planning brief addressed the value of 
proactive estate planning .  The provisions of the TCJA were outlined 
in November 2018’s Review and Outlook.  We recommend reviewing 
these materials and then contacting your portfolio manager to 
discuss potential implications for you and your family.  

https://appletonpartners.com/events/
https://appletonpartners.com/planning-briefs/estate-planning-documents/
https://appletonpartners.com/private-client-review-outlook/november-2018/
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This commentary reflects the opinions of Appleton Partners based on information that we believe to be reliable. It is intended for informational purposes only,
and not to suggest any specific performance or results, nor should it be considered investment, financial, tax or other professional advice. It is not an offer or
solicitation. Views regarding the economy, securities markets or other specialized areas, like all predictors of future events, cannot be guaranteed to be
accurate and may result in economic loss to the investor. While the Adviser believes the outside data sources cited to be credible, it has not independently
verified the correctness of any of their inputs or calculations and, therefore, does not warranty the accuracy of any third-party sources or information. Specific
securities identified and described may or may not be held in portfolios managed by the Adviser and do not represent all of the securities purchased, sold, or
recommended for advisory clients. The reader should not assume that investments in the securities identified and discussed are, were or will be
profitable. Any securities identified were selected for illustrative purposes only, as a vehicle for demonstrating investment analysis and decision making.
Investment process, strategies, philosophies, allocations, performance composition, target characteristics and other parameters are current as of the date
indicated and are subject to change without prior notice. Registration with the SEC should not be construed as an endorsement or an indicator of investment
skill acumenor experience. Investments in securities are not insured,protectedor guaranteed andmay result in loss of incomeand/orprincipal.

APPLETON PARTNERS, INC. 

• Founded in 1986 and located in Boston, MA

• 100% employee owned and operated 

• Collaborative, team-oriented culture marked by personnel continuity

• Professional staff of 54 dedicated to supporting all aspects of our clients’ 
financial lives

• Personalized, high-touch service backed by recognized asset 
management expertise 

• Entrusted with $11.7 billion of client assets (as of 7/31/20)

• Private client services should be customized and objective-based 

• Transparency and accessibility are core Appleton commitments

• Goal-oriented and risk sensitive growth, income and tax efficiency are 
integral to our portfolio management approach

• Our active investment strategies emphasize liquidity and flexibility

• Separate accounts are best suited to meeting specific 
investment objectives

• Qualitative insight and deep proprietary research can uncover attractive 
investment opportunities

OUR DEFINING
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OUR HERITAGE


