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In the 4th Quarter of 2020, fixed income performance trended mostly sideways. Total returns for both taxable investments
and tax-free investments were positive. For taxable portfolios in the 4th Quarter, the Barclays Aggregate generated a total
return of 0.67%. For tax-free portfolios in the 4th Quarter, the Barclays 1-10yr Muni generated a total return of 0.98%. YTD
returns are 7.51% and 4.23%, respectively. The economy continued its reopening process, the Fed reconfirms it support, a
vaccine is being distributed and the markets continue to do its best at looking through the short-term economic challenges
of Covid.

Economy
GDP in the 3rd Quarter of 2020 came in with a final aof
Q/Q reading of +33.4%. GDP Projections for the 4th s i s G ST D 0 0
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Quarter of 2020 are estimated at +4.6%, reflecting
the reopening of businesses as the country learns
how to deal with Covid. After peaking in the second
guarter, US Unemployment and US Continuing
Jobless Claims continue to decline. However,
Continuing Claims, U3 and U6 Unemployment
readings remain elevated. (see chart 1)
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Global PMI's

As we continue to reemerge from the Covid oaty 317208 - 27317209
shutdowns, we are seeing nice bounce backs from
historical low PMVI’s (see chart 2). In the 4th Quarter of
2020, all major economies saw PMI’s remain above

50, a hurdle that was cleared in the 3rd Quarter.

W Caixin China Manufacturing PMI SA 53.0
W Markit/BME Germany Manufacturing PMI SA 58.3
mMarkit US Manufacturing PMI SA 57.1
mMarkit Eurozone Manufacturing PMI SA 5.2
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Chart 2
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Rates

For the 4th Quarter of 2020, U.S. risk free rates have
started to steepen as long rates started inching up
(see chart 3). The Fed, at both the November and
December FOMC meetings elected to keep the cash
rate at the zero lower bound and reconfirmed their
intention to keep the cash rate at the zero lower bound ‘
though at least 2023. In addition, at the December i
meeting, Powell communicated in his prepared
remarks that the Fed will continue with its _ R :

$120B/month buy program for the foreseeable future i s e ot T e

until the Fed has met their objectives of full Chart 3

employment and an average rate of inflation of 2%.

Now that we are in the steepening process, it will be

interesting to see if the Fed will let long rates continue o 107 - o 1250206210 AGEUANT GO 90 101800 0560 By G Gor 10 YADSES

to rise? A

For the 4th Quarter of 2020, global developed bond
rates diverged slightly from what happened here in the
USA. Global rates trended sideways. Not all countries
have reached new lows, however, two countries still
trade with negative 10yr interest rates (see chart 4).
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Credit Chart 4
Credit performed very well versus risk free in the 4 .

Quarter of 2020. Spreads tightened for both investment
grade and high yield as risk appetite prevailed with the
backing of the Fed and the announcement of a vaccine.
Investment grade spreads tightened by roughly 40bps.
High yield spreads tightened by roughly 157bps. As you
can see, we have almost fully recovered from the Covid
sell off.

Bid Price
mBloomberg Barclays US Agg Corporate Avg 0AS (L1) 096
mBloomberg Barclays US Corporate High Yield Average 0AS (R1) 3.60

Looking Forward

Looking forward, the risk-free curve should continue to steepen unless there is intervention from the Fed. The Fed has
been noncommittal and vague as it relates to intervention on the long end of the UST curve but has acknowledged
that long rates being low has been very accommodating. For credit, | don’t see risk premiums increasing too much as
the Fed is still in the market, a vaccine is now in distribution and stimulus is in full swing. As always, we run a high-
quality portfolio that looks to take advantage of opportunities as they present themselves. We have been active in
seeking those opportunities and feel good about the changes that have been made.
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