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sickness that consumes so much of our 
attention, we’re facing social, financial 
and economic uncertainty that will sure-
ly continue for quite some time. Many 
of us are also experiencing a prolonged, 
painful separation from family, friends, 
and trusted colleagues that is entirely 
unnatural and unnerving for the human 
species. We need close contact with oth-
ers to function normally, and we’re not 
getting it. It’s taking a heavy toll. 

Everywhere around us we can feel the 
loosening of social bonds we’ve always 
relied upon. In some cases, they’re 
breaking altogether after a great many 
years of trusting in their strength. As if 
that weren’t enough, in a couple of short 
days we’re facing an election – and the 
anger, hatred and vitriol that has become 
so normalized in recent years is reaching 
fever pitch, threatening to shatter even 
more of those bonds. The tension is pal-
pable. None of us can escape it.

Anxiety is a part of life. Most of us have 
learned to deal with it as a normal com-
ponent of our daily routine. But in peri-
ods of heightened anxiety like this one, 
it threatens to distort our decision-mak-
ing. Under intense pressure, the human 
central nervous system is programmed 

Greetings, I hope this 
finds you well.

As I write this on 
Halloween, much of 
our country is in a 
state of deep anxi-
ety. In addition to the 
long, drawn-out dis-
ruption to all our lives 
from the confounded 

to stimulate our adrenal system, 
triggering the release of catecholamines 
like adrenaline and noradrenaline, which 
provoke our “fight or flight” response. 
This physiological trigger exists for the 
sole purpose of focusing our minds on the 
immediate sense of danger, compelling 
us to take urgent, explosive action. It’s 
hard-wired into our DNA over millions 
of years, and it’s a powerful force. Think 
about it for a minute, we are not descend-
ed from ancient ancestors who were 
slow in their reaction time to predators 
and threats. 

In the modern world, though, this 
ancient and critical survival tool can 
be horribly destructive to long-range 
strategic plans if left unchecked. The 
“tunnel vision” we’re prone to–where we 
can literally experience our peripheral 
vision closing down when we’re under 
threat–can result in a failure to recog-
nize the full range of consequences to our 
actions. Overwrought, we’re prone to 
leap before we look. 

Resisting that urge takes discipline, and 
a determined effort to focus your vision 
and drive, figuratively speaking, with an 
eye towards the point in the far distance 
where the lines on either side of the high-
way converge, and not to get overly fixat-
ed on the  little dots screaming past you 
just outside the driver’s side window.

In our emailed letter to clients on March 
20th, a Friday that ultimately proved 
to be just one trading day shy of the 
gut-wrenching Monday marking the ul-
timate bottom of the historic -34%, 33-
day plunge in the S&P 500 earlier this 
year, I wrote about how to think, in-
stead of what to think. I also highlight-
ed the ancient wisdom reflected in the 
written Chinese word for “crisis”–that 
alongside danger there is always oppor-
tunity if you can just see it. I advocated 

Daisy Lopez 
Staff Accountant

Shelby Holt
Client Services Specialist

Diane Hunley
Receptionist

Donna Geery
Goddess of Files



Page 2
Third Quarter Report 2020

Investment 
Commentary

for training our eyes on the long view on the other 
side of this crisis, while also taking deliberate action 
to address any immediate vulnerabilities. The cir-
cumstances today are different, but the exact same 
guiding principles apply. If you’re interested, I’d 
encourage you to revisit that letter. You can find it at: 
lsggroup.com/our-response/.

We cannot ever know what the economy and the mar-
kets are going to do next. The short-to-intermediate 
term course of both has always been unknowable; it’s 
just that in times like these, that reality is brought 
into much sharper focus. That realization makes us 
feel anxious.

On the other hand, if we can keep our eyes high and 
scan the far horizon, we can have a surprisingly good 
idea of what they will ultimately do, in concept if not 
in the specific. And it’s for those ultimate outcomes, 
years and decades from now, that serious people are 
deliberately investing. Be one of those people.

As you already know, and as you’ll see from the In-
vestment Commentary that follows, this pandemic 
has done tremendous destruction to many parts of 
our economy, to many industries, to many companies 
and to many individuals. Without a doubt, we are wit-
nessing a tragedy unfold for a great many people. 

What it has not done, however, is to stop resil-
ient, adaptable entrepreneurs from figuring out 
ways to address new opportunities, to fill the voids 
that have been created in this disruption, and 
to see what nobody else has ever seen before. It 
has not stopped, as Clifford Leaf, Editor in Chief 
of Fortune Magazine said in his October 2020 
Foreword, “innovation, or ingenuity, or the catalyt-
ic sense of optimism that so many problem-solvers 
bring to their day jobs. What the pandemic hasn’t 
done is to stop creative, ambitious business leaders 
from figuring out ways to fix what’s broken…”

For all of its faults, and there are many, democratic 
capitalism is the only economic system ever created 
that allows individuals to invest their hard-earned 
money, on a very broad scale, into the indefatigable 
human desire to be more, to do something unique, 
and to create something lasting. That, too, is an 
incredibly powerful force–and it’s sustainable for a 
much longer time.

Don’t lose sight of that. And please call us if you’d like 
to discuss your personal situation.

Thank you again for your confidence and trust.

Thomas G. Twombly
President

 

As we look out over the economic and investment envi-
ronment as we enter the fourth quarter of 2020, we’re 
struck by just how conflicted the traditional indicators 
of a so-called “healthy economy” are. We’re also struck 
by how different the overall conditions are to anything 
any of us has ever experienced. We don’t have a men-
tal map for this terrain (and neither does anyone else, 
for that matter) because it’s impossible to compare it, in 
any cohesive way, to any experience we’ve had before. 

There is no question in anybody’s mind that we’ve 
experienced a sharp economic downturn. We’re in a re-
cession that to this point has knocked about -10.1% off 
our GDP. And yet the U.S. stock market closed out the 
month of September at a level of 3,363–a barely-notice-
able 23 points shy of the record high of 3,386 it had set 
in mid-February, just before this downturn began. 22 
million people lost their jobs in the United States in the 
first few months of this crisis. Only 11.2 million of those 
jobs have been regained to this point, and an addition-
al 4.5 million people have left the job market entirely. 
Yet household net worth In the United States just set 
another all-time record. According the Department of 
Housing and Urban Development, 17% of FHA-insured 
mortgages throughout the country were delinquent in 
July. In New York City, that figure was 27.2%. And yet 
according to estimates from J.P. Morgan, household 
debt service ratios (the percentage of overall household 
income required to cover payments on outstanding 
debt) dropped to a new low of 9.4%–far lower than the 
record high of 13.2% set in the final quarter of 2007, and 
by far the lowest this ratio has ever been since 1980. 

This Dickensian “best-of-times, worst-of-times” envi-
ronment is evident in the performance of the various 
sectors and industries that make up the index of the 
largest companies in the United States, too. The stocks 
of Energy companies have plunged by -48% so far this 
year, while On-line Retailers have soared by +60%. Air-
line stocks have dropped by -46% while Home Improve-
ment companies have risen by +33%. Hotels, Restau-
rants and Cruise Lines have declined by -45% while 
Information Technology companies have jumped by 
+29%. And Retail Real Estate Investment Trusts have 

http://lsggroup.com/our-response/


Third Quarter Report 2020
Page 3

slid by -41%, while Grocery suppliers have sprouted by 
+20%–to name just a few of the more obvious contrasts.

Year over year economic activity has shown similar di-
versions, indicating vastly different behaviors within the 
overall populace. After an initial -35% decline in the first 
quarter of the year, new mortgage applications have now 
risen by +22% compared to last year, reflecting a robust 
and growing demand for single-family housing in an en-
vironment supported by historically low interest rates 
and perhaps driven by people leaving inner cities and 
moving to the suburbs or the countryside. Overall con-
sumer debit/credit transactions also plunged by -37% 
in the early stages of the shut-down. But they have since 
rebounded to a level that’s now a mere 4% below that of 
2019. On the other hand, traveler traffic as measured by 
the Transportation Security Administration, which fell 
by a massive -96% in the March and April period, has 
experienced an extremely anemic rebound and currently 
sits a full -70% below the level of last year. The vast dis-
parity between those people, companies and industries 
who have done well in this economic environment, and 
those who have not, has led many to describe it, under-
standably, as a “K-shaped” recovery–with the upper arm 
on the incline, and the lower arm on the decline.

Whether or not this recovery broadens out and continues 
in the near term, however, is highly dependent on at least 
two factors that are subject to a great deal of ambiguity 
at this point. One of those factors is progress against the 
disease that has triggered this pandemic. The other is a 
continuation of the fiscal stimulus that has provided so 
much economic support in the interim. 

Unfortunately, the prospects for the latter are hampered 
by bitter political divisions and an upcoming election in 
which neither party is willing to give ground. And the re-
ality is that even if our political leaders were eventually 
to reach such an agreement, there will likely be a high 
price to be paid in the long run–whether that’s higher 
tax rates, lower entitlement spending, greater risk of in-
flation, rising interest rates, a declining U.S. dollar, or a 
combination of all of these, and more. 

And as to the former, while the outlook apparently is 
promising for a medical solution in the long run–with 
11 potential vaccines in stage-three trials right now–
even under an optimistic scenario it will surely take a 
great deal longer to administer a final version to a broad 
percentage of the global population. The key in the 
short-term, therefore, is the anticipated behavior of indi-
viduals, and whether we will see healthy behavior within 
the broad population that will help to quell the spread 

of the disease this fall. Unfortunately, current trends 
suggest perhaps we haven’t accepted that reality, or 
the importance of curbing our individual impulses in 
favor of principled, broad-scale discipline.

Facing this environment, and with U.S. equity 
market valuations now back near historically high 
levels after the sharp plunge and equally sharp 
rebound we’ve witnessed, it’s hard to regard this as a 
time to be assertively adding to U.S. stock holdings. 
At the same time, with record high levels of cash 
currently held by many individuals and institutions 
alike, but with interest rates on cash holdings at close 
to zero; yields on 10-year Treasury bonds at .69% and 
30-year Treasury bonds at 1.46%, but with inflation 
currently running at 1.73%; neither does it seem 
wise to maintain a strong overweight allocation to 
cash and high-grade bonds–especially for long-term 
investment portfolios. 

If we were to see an unexpected increase in inflation, 
or a sudden weakening in the U.S. dollar that might 
indicate a decreasing trust among foreign investors 
in U.S. assets and foreign lenders to our govern-
ment, we could see a substantial exodus of assets 
from fixed-income holdings. Since the bond market 
as a whole is many, many times the size of the equity 
market, such a broad-scale reallocation would lead 
to a great deal of volatility in all assets classes in the 
short-term, but perhaps also a lot of long-term buy-
ing pressure in equities as a whole, and particularly 
in those with large non-U.S. revenue streams.

Investing is never about absolute choices. It’s always 
about comparative choices–where one tries to weigh 
the potential risks and rewards of one asset class 
against the potential risks and rewards of others in 
an effort to construct a disciplined, patient, long-
term portfolio designed to meet your needs, and 
comprised of a full range of thoughtfully-allocated 
holdings–because one never knows for sure.

Having carefully made this circuit, we find ourselves 
coming back more confidently to where we start-
ed, with slightly elevated cash levels in most of our 
allocations, fixed-income holdings more heavily 
weighted to shorter-term, high-quality positions, 
and with longer term holdings still stalwartly invest-
ed in broadly-diversified equity holdings, a not insub-
stantial portion of which is in great businesses either 
domiciled or focused outside the United States.
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Lucien, Stirling & Gray Advisory Group, Inc. is a registered investment advisor. Information presented is for educational purposes only. It should not be considered 
specific investment advice, does not take into consideration your specific situation, and does not intend to make an offer or solicitation for the sale or purchase of any 

securities or investment strategies. Investments involve risk, and are not guaranteed. Be sure to consult with a qualified financial advisor and/or tax professional 
before implementing any strategy discussed herein.

Lucien, Stirling & Gray Advisory Group, Inc. is a Registered Investment Advisory firm providing fee-only asset management, fiduciary-level 
advice and financial planning services to individuals, corporations, trusts and foundations.

For more information about our firm, please visit our website at www.lsggroup.com    Model holdings may change due to ongoing management    Sector and 
style breakdown is constructed with the best available information and therefore is only as accurate as the available information    Past performance is no guarantee 

of future results    It is impossible to invest directly in indices    Percentages may not equal 100 due to rounding.
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