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Market Performance
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U.S. Investment Grade Bonds2
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Global Equity Market3

8.57

9.20

7.48
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4.16

3.02

-0.15

Total U.S. Market

13.62

13.02

12.66

18.46

9.76

3.70

-0.47

Domestic Large-Cap Equity5

14.14

13.97

14.17

21.35

11.87

2.38
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Domestic Small-Cap Equity6

10.31

7.95
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4.96

-1.81

9.06
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International Equity7

4.20

5.34

1.87

3.65

-2.63

2.68

0.39

Developed International Equity8

4.44

4.41

1.17

0.69

-4.85

1.64

0.06

Emerging Market Equity9

3.17
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Diversified Alternatives10

1.55

0.28

-0.72

-4.10

-6.11

1.63

0.43

Commodity11

-5.98

-2.27

-3.43

-6.26

-8.71

3.84

0.25

Global Real Estate12

5.07

3.02

0.42

-12.68

-13.56

1.14

-0.20

EQUITIES
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DIVERSIFIERS

Source: Morningstar
1
Morningstar Cash Index 2Bloomberg Barclay’s Capital U.S. Aggregate Bond Index 3Morningstar Global Market Large-Mid
Index 4Morningstar U.S. Market Index 5Morningstar U.S. Large Cap Index 6Morningstar U.S. Small Cap Index
7
Morningstar Global ex U.S. Large-Mid Index 8Morningstar Developed Markets ex U.S. Large-Mid Index 9Morningstar
Emerging Markets Large-Mid Index 10Morningstar Diversified Alternatives Index 11Bloomberg Commodity Index
12
Morningstar Global Real Estate.
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2020 In One Word:
Innovation

The Weighing Machine podcast is
available on iTunes.
On Orion Portfolio Solutions’ The
Weighing Machine podcast, Rusty
Vanneman and Robyn Murray cut
through the market clamor and focus
on time-tested, proven principles that
help financial advisors and investors
reach their long-term financial goals.

Market Update Video
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CIO Weekly Viewpoint
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• Last week, U.S. stocks ended the week lower after getting whipsawed back and forth
over the stimulus uncertainty. Market moves were also driven by increasing COVID-19
cases and earnings reports.
• For the week the S&P 500 declined 0.5% and the DJIA dropped by 1% along with tech
stocks1. Value stocks2 significantly outperformed growth stocks3.
• European stocks4 managed to claim a small gain. Emerging Market5 stocks were up
more than 1%.

MARC PFEFFER
Chief Investment Officer

• Commodities6 rose in spite of oil dropping more than 3%.
• Domestic bond yields rose as the 10-year Treasury yield climbed to the highest level in
four months, signaling that the market may be suggesting a more positive outlook to
economic growth next year regardless of the election outcome.
• The third-quarter earnings season has almost 40% of the S&P 500 companies reporting
earnings throughout this week. Important economic data being released include
consumer confidence on Tuesday, third-quarter GDP growth on Wednesday, and
personal income and spending on Friday.

Source: Bloomberg 10/25/20
1 Morningstar U.S. Technology Index
2 Morningstar U.S. Value Index
3 Morningstar U.S. Growth Index
4 Morningstar DM xUS Large-Mid NR USD
5 Morningstar EM Large-Mid NR USD
6 Bloomberg Commodity TR USD
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The Forgotten

2

As global investors, we often look at a portfolio’s geographical exposures and attempt to
gain access to what we believe are the most attractive countries and regions around the
world. Expanding our investment universe outside the U.S. potentially allows for more
opportunities and broader risk diversification. Many investment firms appear to spend
a great deal of time evaluating opportunities in U.S. markets, developed international
markets (such as Europe), and emerging market countries (such as China). But it seems
that one country is often ignored: Japan!

MICHAEL HADDEN

Japan makes up 6% of global GDP and nearly 7% of the MSCI All Country World Index
(ACWI). It stands out as the largest country exposure in the MSCI EAFE Index — constituting
more than 25%. This index is commonly used to gain exposure to developed economies
outside the U.S.

CFA, CLS Portfolio
Manager

Japan may be somewhat forgotten due to its negative interest rates, aging demographics,
and persistently low economic growth. Not exactly a wish list in an attractive market. But
given its impact on the global benchmark, it is important to not neglect Japan. In fact, there
are some attractive opportunities to add exposure to the country, and there are several
reasons Japan could potentially outperform moving forward.

1. Valuations
Japan has traded at a discount to global markets since 2000, but that discount is now much
wider than average. The chart below shows the relative valuations of the MSCI Japan Index
compared with the MSCI All Cap World Index, since 2001. Currently trading at 62% of the
valuation level of the global markets, Japanese markets are now more than one standard
deviation below their long-term average, an attractive indicator for forward returns.

Source: Factset 10/7/2020
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2. Technicals
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While Japan has trailed global markets, especially U.S. markets over the past few years, the
country had great performance in the third quarter. We believe the technical chart below
shows promise as relative performance has perked up and is nearing a golden cross (63day moving average crossing over 252-day moving average). The chart below shows the
relative performance of the iShares MSCI Japan ETF compared with the MSCI All Cap World
Index, since 2018.

Source: Factset 10/24/2020

3. Forward growth
Japan has experienced lower growth than other developed markets in the past five years.
However, forward expectations show higher earnings growth and nearly double sales
growth.

Source: Morningstar Direct 10/25/2020

Historic Earnings Growth from 9/30/2016 to 9/30/2020
5 year projected Forward Estimates as of 9/30/2020.
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4. Sector exposures

2

The difference in sector exposures between U.S. and international markets may possibly
explain recent U.S. dominance, as I wrote about here. As noted, international markets
typically do not have as much exposure to some of the more growth oriented areas of the
market. Japan actually flips this narrative, as EWJ (MSCI Japan ETF) has larger exposures to
the communication services, consumer discretionary, and technology sectors, which have
been leaders recently.

Source: Morningstar Direct 10/25/2020

Although the story has been bleak and often nonexistent for Japan in recent years, the
country is still a significant part of global exposures. Don’t neglect the possibility of a bright
future for Japanese stocks!
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2020 In One Word: Innovation
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Okay so maybe you can’t wrap up this wild year in just one word. But one thing is
for certain, the pandemic and ongoing circumstances that have resulted have led to
innovation around the world. If nothing else, shifts that were already taking place have
been greatly accelerated, due to the pressing need to adapt. We have seen companies
embrace working from home, stores of all types have adopted an online presence, and it
is expected that a vaccine will be developed and made available to the general public in
record time.

MICHAEL HADDEN

Although life has been greatly altered, in the long-run we may see meaningful
improvements to general quality of life, given the progress that has been made this year in
various areas. The financial markets have taken notice of the innovation happening across
the global economy and have greatly rewarded those companies that have been at the
forefront. Rusty touched on thematic ETFs, and more specifically “Megatrends” in his latest
monthly update. While many of these trends are based upon long-term investment theses,
the disruptive nature of the year has provided an opportunity for many of the funds he
mentioned to achieve strong performance.

CFA, CLS Portfolio
Manager

When looking at the top performers in the ETF marketplace YTD (after removing leveraged
funds), innovative ETFs appear to dominate the top spots. The top performing ETF is the
Greyscale Ethereum Trust (ETHE), a trust which holds the crypto currency Ethereum, which
is now up over 200% YTD. Obviously crypto currencies have been in and out of the news as
a potential disruptive technology spanning the fintech market.

Source: Morningstar Direct 10/25/2020

Looking at the top ten performers, I’d argue that nine of the ten are products which directly benefit from innovation in some
manner. Several clean energy funds are included, which benefit from the transition we have begun to see in energy production
from the traditional oil and gas industries to alternative energy sources. ARK places two funds in the top ten, which target
innovation in various areas of the marketplace, including healthcare (ARKG), the internet (ARKW), and multi-industry broadbased innovation (ARKK). Online retail rounds out the top ten with a couple of products. This is the trend the average person has
probably witnessed most directly, as staying home and ordering online has become the safest and most convenient way to shop
in 2020. In fact, according to the Census Bureau, in the second quarter of 2020 E-commerce made up 16.1% of all US Retail sales,
up from only 10.8% in the second quarter of 2019.
The market continues to reward companies and ETFs that target the changing dynamic of life as we know it. While no one knows
what 2020 will throw at us next, it is clear that the companies which are able to adjust most quickly, will likely thrive in the fast
paced environment that is the world we live in today.
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The Morningstar Global Market Large-Mid Index is an index that measures the performance of the global market’s equity markets targeting the top 90%
of stocks by market capitalization. The Morningstar U.S. Market Index is an index that measures the performance of U.S. securities and targets 97% market
capitalization coverage of the investable universe. It is a diversified broad market index. The Morningstar U.S. Large Cap Index is an index that measures
the performance of U.S. large-cap stocks. These stocks represent the largest 70% capitalization of the investable universe. The Morningstar U.S. Small Cap
Index is an index that measures the performance of U.S. small-cap stocks. These stocks fall between the 90th and 97th percentile in market capitalization
of the investable universe. In aggregate, the Small Cap Index represents 7% of the investable universe. Morningstar Global ex U.S. Large-Mid Index is an
index that measures the performance of Global Markets (ex-U.S.) equity markets targeting the top 90% of stocks by market capitalization. The Morningstar
DM ex U.S. Large-Mid Index is an index that measures the performance of developed markets ex-U.S. equity markets targeting the top 90% of stocks by
market capitalization. The Morningstar EM Large-Mid Index is an index that measures the performance of emerging markets targeting the top 90% of
stocks by market capitalization. The Barclay’s Capital U.S. Aggregate Bond® Index measures the performance of the total United States investment-grade
bond market. The Morningstar Cash Index is an index that measures the performance of a Treasury Bill with six to eight weeks until maturity in the U.S.
market. The Morningstar Diversified Alternatives Index allocates among a comprehensive set of alternative underlying ETFs that employ alternative and
non-traditional strategies such as long/short, market neutral, managed futures, hedge fund replication, private equity, infrastructure or inflation-related
investments. The Bloomberg Commodity Index is made up of exchange-traded futures on physical commodities and represents commodities that are
weighted to account for economic significant and market liquidity. This index provides investors with a means of understanding the performance of
commodity futures markets and serves as a benchmark for investment performance of commodities as an asset class. The S&P 500 Index is an unmanaged
index of 500 large-capitalization companies. This index is widely used by professional investors as a performance benchmark for large-cap stocks.
Morningstar Gbl Real Estate NR USA Index: measures the performance of mortgage companies, property management companies and REITs. The Russell
2000 is an index comprised of the 2,000 smallest companies on the Russell 3000 Index and offers investors a benchmark for small-cap stocks. The S&P
MidCap 400® provides investors with a benchmark for mid-sized companies. The index, which is distinct from the large-cap S&P 500®, is designed to
measure the performance of 400 mid-sized companies, reflecting the distinctive risk and return characteristics of this market segment. The volatility of the
indexes may be materially different from the individual performance attained by a specific investor. In addition, portfolio holdings of investors may differ
significantly from the securities that comprise the indexes. You cannot invest directly in an index.
CLS Strategies are not sponsored, endorsed, sold or promoted by Morningstar, Inc. or any of its affiliates (all such entities, collectively, “Morningstar
Entities”). The Morningstar Entities make no representation or warranty, express or implied, to the owners of the CLS Strategies or any member of the public
regarding the advisability of investing in CLS Strategies generally or in the specific strategy presented here in particular or the ability of the CLS Strategies to
track general market performance.
THE MORNINGSTAR ENTITIES DO NOT GUARANTEE THE ACCURACY AND/OR THE COMPLETENESS OF THE CLS STRATEGIES OR ANY DATA INCLUDED
THEREIN AND MORNINGSTAR ENTITIES SHALL HAVE NO LIABILITY FOR ANY ERRORS, OMISSIONS, OR INTERRUPTIONS THEREIN.
Any graphs and charts contained in this work are for informational purposes only. No graph or chart should be regarded as a guide to investing. While some
portfolios may contain one or more of the specific funds mentioned, Orion Advisor Solutions, LLC (OAS) is not making any comment as to the suitability
of these, or any investment product for use in any portfolio. The views expressed herein are exclusively those of OAS, and are not meant as investment
advice and are subject to change. No part of this report may be reproduced in any manner without the express written permission of OAS. Information
contained herein is derived from sources we believe to be reliable, however, we do not represent that this information is complete or accurate and it should
not be relied upon as such. This material does not constitute any representation as to the suitability or appropriateness of any security, financial product
or instrument. There is no guarantee that investment in any program or strategy discussed herein will be profitable or will not incur loss. This information
is prepared for general information only. It does not have regard to the specific investment objectives, financial situation, and the particular needs of any
specific person who may receive this report. Investors should seek financial advice regarding the appropriateness of investing in any security or investment
strategy discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. Investors
should note that security values may fluctuate and that each security’s price or value may rise or fall. Accordingly, investors may receive back less than
originally invested. Past performance is not a guide to future performance. Individual client accounts may vary. Investing in any security involves certain
non-diversifiable risks including, but not limited to, market risk, interest-rate risk, inflation risk, and event risk. These risks are in addition to any specific, or
diversifiable, risks associated with particular investment styles or strategies.
The CFA® is a globally respected, graduate-level investment credential established in 1962 and awarded by CFA Institute — the largest global association of
investment professionals. To learn more about the CFA charter, visit www.cfainstitute.org.
The CFP ® designation is a professional certification for financial planners conferred by the CFP Board. CFP® professionals have completed extensive
training and experience requirements and are held to rigorous ethical standard, while understanding the complexities of the changing financial climate, and
know how to make recommendations in their clients best interest. To learn more about the CFP®, visit https://www.cfp.net/home.
The CMT Program demonstrates mastery of a core body of knowledge of investment risk in portfolio management. The Chartered Market Technician®
(CMT) designation marks the highest education within the discipline and is the preeminent designation for practitioners of technical analysis worldwide. To
learn more about the CMT, visit https://cmtassociation.org/.
CIMA® professionals integrate a complex body of investment knowledge, ethically contributing to prudent investment decisions by providing objective
advice and guidance to individual investors and institutional investors. To learn more about the CIMA, visit https://www.imca.org/cima.
The CAIA® is the globally-recognized credential for professionals managing, analyzing, distributing, or regulating alternative investments. To learn more
about the CAIA, visit https://caia.org/.

17605 Wright Street | Omaha, NE 68130
402.895.1600 | orion.com

8

2806-OPS-10/28/2020

Contact Us Today

