


Economic data is the most recent available as of date of publication. Data is from sources believed to be reliable but is not guaranteed and is subject to revision without notice.  Data is provided for your analysis and used at your own risk.  Market returns greater than 1 year are annualized.  Timberline provides information herein for informational purposes only and should not be considered an investment recommendation.       
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Market Description Index 3 Months YTD 1 Year 3 Years* 5 Years*

General Stock Market S&P 500 -19.60% -19.60% -6.98% 5.10% 6.73%

Large Company Value Russell 1000 Value -26.73% -26.73% -17.17% -2.18% 1.90%

Large Company Growth  Russell 1000 Growth -14.10% -14.10% 0.91% 11.32% 10.36%

Small Companies Russell 2000 -30.61% -30.61% -23.99% -4.64% -0.25%

International Stocks  Morgan Stanley EAFE (USD net) -22.83% -22.83% -14.38% -1.82% -0.62%

General Bond Market Barclays Aggregate 3.15% 3.15% 8.93% 4.82% 3.36%

ECONOMIC OVERVIEW

Statistic

  Most    

Recent*

    3-month      

Prior

  3-month 

Change

 12-month 

Prior

12-month 

Change

Long-term Rates 10-year Treasury Yield 0.70% 1.92% -63.54% 2.41% -70.95%

Short-term Rates Effective Fed Funds Rate 0.08% 1.55% -94.84% 2.43% -96.71%

Consumer Inflation Consumer Price Index 259.05 257.824 0.48% 253.181 2.32%

Wage Growth Average Hourly Earnings 28.62 28.37 0.88% 27.76 3.10%

Job Growth Total Non-farm Payrolls 151,786 151,998 -0.14% 150,282 1.00%

Average Workweek Hours Avg. Weekly Work Hours 34.2 34.3 -0.29% 34.5 -0.87%

Economic Output Gross Domestic Product 21,729 21,543 0.87% 20,898 3.98%
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In so many ways, 1q20 was a sudden, difficult, discouraging and sobering period of history. 
As a group, I know you are very well informed about the COVID-19 situation.  Rather than adding to the mountains of information readily available, this letter will focus most of its attention on investment market perspectives.

This downturn qualifies as my fourth as preceded by 1987, dot-com, and banking collapse experiences.  All created significant equity market declines and liquidity issues in other markets.  Like then and now, end-of-the-world stories were prolific.  However and in the three historical cases, the declines were not permanent, and the world survived as far as I know.  Once the three decline periods ended, losses were largely covered in a couple of years.  The message here and lesson learned is that our economic system can be clumsy, but it is also very responsive and filled with motivated workers seeking better lives.  This has also led to productive equity market returns over time.
In my mind, our responses to the COVID-19 situation have been far greater than witnessed in the mentioned declines.  Much of the country has been put on hold to minimize infections with fiscal and monetary systems put on full throttle.  The swift and sudden nature of this decline started from a position of strength that differs from the typical standpoint of an economic imbalance that usually requires an element of notable time to correct.  I believe this element of time is key to a current investment outlook and recovery.

Along with a trend of improvement in infections, I believe a return to jobs and improved equity market conditions hinge on the development of near-term therapeutics and eventually an effective vaccine.  Though Infection trends do not appear to be peaking, there are favorable developments in some areas but there also appears to be an evolving pattern of hot spots across the country.  Regarding therapeutics, we may already have some effective products with alternatives under rapid development.  Testing is rapidly evolving that includes a hopeful test for antibodies that may clear the path for those already exposed.  This is all mentioned as effective equity investing typically goes along with a commitment of time.  In the current case and if one believes in the likely development of therapeutics and vaccines, good investment potential exists within a reasonable time-frame scenario.  As always, this may take more time but as long as there is a trend towards improvement, the investment case still looks favorable.   Many are saying that things will be different as we come out of this.  On the other hand, we already live in a world of rapid changes and disruptions that has generally included a nice level of prosperity.
For the quarter just completed, equity investors had virtually no place to hide.  It is interesting that within the equity markets, large technology companies fell the least while strategies emphasizing high dividend yields did poorly despite a significant decline in interest rates.  Weakness in the energy sector probably had a hand in this.  With the movement in rates, high quality fixed income investments did well.  Despite the positive performance, interest rates now offer only minimal yields and return potential.  Consistent with market moves, there are strong and likely expectations for some ugly economic numbers.  It is good that such expectations are in place but there will still be some numbers that will raise some eyebrows.  
As this difficult period works out, there will be intense debates regarding how we restart the economy, how we stock/source health-care supplies and how we approve new treatments.  China will be getting a great deal of scrutiny for how it initially handled the virus and how it got to be a very major source of medicines.  Over time, I think these debates will be healthy but it will also make the upcoming political season even more interesting to say the least.

Best wishes for health and happiness to all.  Thank you again for everything. 

Gregg Giboney, CFA

President & Portfolio Manager

Investment Advisor Representative
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STOCK MARKET VOLATILITY (VIX - 6 weeks) We have previously looked this “fear” index and how it has historically anticipated positive market movements at peaks when above a level of 40.  This chart indicates a recent peak at around 80 which is quite extreme.  At this time, it is very interesting to note the decline in investor fears that seem to be getting missed in many market commentaries.





12/31/18





CREDIT SPREADS (2 YEARS) – Fear of risk is indicated when corporate bond investors require more yield above that of riskless Treasuries.  Like the VIX, there has been a recent peak but, as always, time will tell if this will continue to trend towards improvement.








10-YEAR US TREASURY YIELDS (5 years) – Now sitting at .62%.








Data sources:  Frank Russell, Ishares, St. Louis Federal Reserve, MSCI
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