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2020 2nd Quarter in Review & Outlook 

"Remember that the stock market is a manic depressive." – Warren Buffett 

Tale of two quarters 

The quarter ending June 30, 2020, was the 9th best calendar quarter for U.S. stocks since 1926, and it occurred when the 

deliberate shutdown of the global economy caused an initial economic contraction that was larger than the great 

financial crisis of 2008-09 and the unemployment rate rivaled that of the Great Depression. Many pundits were 

predicting that the stock market was going to re-test its March lows, but that never happened. Although we believe 

there will be some buying opportunities over the next couple of earnings seasons, we think a test of the March lows is 

highly unlikely.  

 

Although most broad asset classes remain in negative territory for the year (above), the strong stock market rally can be 

justified despite leaving many investors perplexed by the market strength in the face of such dire economic numbers. 

The coordinated central government fiscal and monetary responses that created record liquidity and a massive 

flattening of the yield curve is the primary reason. Capital markets are forward looking, and the stock market is 

attempting to price in 2021 and even 2022 earnings. Although volatility has declined dramatically, the VIX or Volatility 

Index remains well above its long-term average due to the uncertainty of estimating corporate earnings during a rare 

global pandemic of this magnitude. 

According to First Trust Chief Economist Brian Westbury, the U.S. fiscal and monetary response has increased the money 

supply by more than 25%. Even with an estimated 25% decline in corporate profits for the remainder of the year, his 

Capitalized Profits Model of valuing the S&P 500 puts a value of the S&P 500 at 3,520. He uses a conservative discount 

rate of 2% when the 10-year U.S. Treasury yield is currently at about 0.65%. Thus, low interest rates justify higher stock 

valuations despite a significant drop in earnings. 

Although various states and regions are experiencing virus spikes, the market reacted positively to the curve flattening in 

the hardest hit areas like France, New York, and New Jersey. Positive news on virus treatments and vaccine trials have 

also contributed to the strong rally. However, an element of speculation also contributed to the rally in stocks, which 
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can be a sign of near term trouble. Apparently, many retail investors are using their stimulus checks to buy stocks and 

are doing some crazy things.  

The Walls Street Journal reported 

that retail investors opened tens of 

thousands of brokerage accounts 

at Charles Schwab, TD Ameritrade, 

and new offerings such as 

Robinhood. After car rental 

company Hertz announced it was 

filing for bankruptcy 

reorganization, long time 

professional investor Carl Icahn 

unloaded his shares in the 

company at 75 cents per share. 

Retail investors subsequently bid 

the stock up to nearly $6 a share. 

The stock has settled down to 

$1.45 currently.  

Legendary investor Warren Buffett bailed out on all of his airline holdings during the quarter, after which retail investors 

then piled into despite loan lifelines by the Federal Government and the risk of nationalization depending on how long 

the pandemic lasts. A well-know sports blogger turned pandemic day trader Dave Portnoy declared Warren Buffett as 

“washed up.” Mr. Portnoy has a huge young male following and has declared that “stocks only go up” despite the fact 

that he had been trading stocks for only a few weeks. Mr. Portnoy’s followers drove bankrupt company Chesapeake 

Energy from $14 to $70 and down again in about 6 trading days. That stock has settled currently to around $6 a share. It 

probably won’t take much of a market correction to drive this speculative froth out of the market. 

The market has generally performed well 

after strong quarterly performance. The 9th 

best quarter for stocks since 1926 closely 

followed the record March drop. Most of 

the top 20 best quarters in market history 

occurred closely after a large downturn or 

recession, with an average return of 14.7% 

in the following 1-year period (above). 

The amount of assets in money market 

funds is the highest it’s ever been at $4.8 

trillion, another factor that bodes well for 

stocks. The previous two records followed 

the Dot Com Bubble (Jan-03, $2.3 trillion) 

and the Global Financial Crisis (Jan-09, $3.8 
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trillion). Investors in money market funds at each time may have missed strong stock market returns over the next three 

years (16.4% and 19.2%, respectively). 

Historic disparities 

As we review the returns of various asset classes and sectors over the first six months of 2020, some historic dispersion 

has occurred. U.S. government bonds served well as the traditional portfolio ballast during the historic downturn. At the 

current level of interest rates, however, nominal government bonds will be less effective portfolio protection. Investors 

have also flocked into U.S. large cap stocks, and, within that asset class, growth-oriented stocks and the technology 

sector have been clear winners. Looking at the year-to-date returns in Blackrock’s Benchmark Returns Comparison chart 

through June 30, you can see huge differences in returns between growth and value indexes at all market cap levels. The 

Nasdaq 100 index was up 16.7% for the period with other large cap growth indexes sporting impressive returns.  

In contrast, it has been a difficult environment for income-oriented investors. Many higher dividend paying companies 

are in the “value” camp, and, per the chart, many value-oriented indexes posted double-digit negative returns for the 

first 6 months of 2020. As for sectors, the worst performing sectors were Energy, Financials, Utilities, Industrials, and 

Materials. In these sectors you find the most of the highest dividend-paying stocks but also capital-intensive industries 

with more highly levered balance sheets. In an effort to preserve capital, we are seeing a record number of dividend cuts 

along with much poorer share price performance. 

Looking ahead 

The examination of returns and dispersions are an important factor in future portfolio positioning. For example, the 

poorest performing sectors now have historic low weightings in various benchmarks due to their poor performance and 

vice versa for the best performing sectors. Stock sectors in the S&P 500 that become underweight their historical 

average tend to outperform the broader index over the following three years, on average. Those that become 

overweight tend to do the opposite. In 2020, there are four sectors experiencing a historic low in their index weighting: 
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Consumer Staples, Energy, Financials, and Industrials. Although Energy and Financial sectors do not contain our favorite 

kind of companies due to leverage and commodity exposure, these sectors do have much more favorable valuations. 

Although we are bullish on technology over the long term, investors piling into the sector have distorted a lot of 

valuations. We may have to consider some of our holdings in this sector as a source of cash over the shorter term. 

Emerging Market stock funds 

have seen large outflows since the 

beginning of the year, a sharp 

reversal from the year prior. 

Historically, Emerging Market 

funds have returned almost twice 

as much in the three years 

following periods of outflows 

compared with the same 

timeframe following periods of 

inflows. However, the size of the 

economic shock—and ability to 

withstand it—varies greatly across 

EM countries. We no longer 

believe a broad index-based 

approach is the best way to gain EM exposure and are exploring more targeted ways of implementation. 

Long term focus 

We are very proud of our clients and how they have weathered the crisis of the global pandemic thus far. Our clients 

truly understand the value of goals-based investing, proper asset allocation, and taking the long view with capital 

markets. We have a way to go with this pandemic, and there will be challenges. However, we are extremely optimistic 

about the future, overcoming the pandemic, and being stronger for it when it is over. We want to share this chart of the 

S&P 500, courtesy of First Trust, representing the U.S. stock market overlain with all of the global events and crises that 

could have easily shaken the confidence of a long-term investor. Despite all of the distractions and crises, free enterprise 

rewards the patient long term investor. 

There always have been, is, and will be events to be concerned about as investors. Making adjustment to portfolios 

based on individual circumstances, time horizon, and tactical views is always appropriate, but, as this graphic by First 

Trust shows, drastic moves in and out of the market usually result in wealth destruction as missing just the 50 best 

trading days since 1979 dramatically shows. Investors who panicked during the pandemic correction and left the market 

have paid a dear price. 

We look forward to more calls and ZOOM conferences with you in the coming weeks. Please let us know if you have any 

questions. 

—Dana L. Crosby, CFA, CFP®, Rick Stein, & Scott Wilson 
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