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October 2020:  4th Quarter Considerations    
 

These days, stock market news is featured in the media about as often as 
weather reports, Covid 19 statistics and Presidential tweets. So, it was no 
surprise when the 3rd quarter performance of the S&P 500 was recently 
announced with fanfare on the nightly news and elsewhere: “20% Gain; 
Best Quarterly performance in Decades!”  
 

True enough on the face of it, but hardly newsworthy in a year when the year to date (YTD) return of the 
widely referenced S&P 500 index of 500 large US companies is only around 5% as this note is written. 
(The performance of the broader benchmark of the US market, the Russell 3000, that includes smaller companies not 
represented in the S&P 500, is quite similar.) 
 
How can the broad market returns be so paltry when the YTD returns of  the media featured household 
name stocks like Apple, Amazon, Facebook, Paypal have ranged from 25 % to 80%? 
 
Because the returns of roughly half of 500 stocks that make up the S&P 500 remain close to or in 
negative territory YTD. That creates quite a drag on the performance of the popular broad market index. 
And the -20% collapse of stock prices in a quarter preceeding the headlined 20% gain didn’t help. The 
subsequent celebrated bounce back has been selective, with a lopsided ratio of losers to winners.  
 
The entire US stock market has traditionally been divided into eleven economic/industry sectors. Their 
total market value is roughly $51 trillion. But just three sectors, information technology, consumer 
discretionary spending,  and health care, account for 50% of that total. 
 

 
       Source: Y Charts, MSCI/Standard and Poors, Data as of 10/06/2020    

 
Now, if your diversified portfolio includes stocks in the lagging sectors, plus the additional  stocks 
included in the Russell 3000, and holds not just stocks but is roughly half bonds, you more reasonably 
might expect an average return  in the 3% range (say, 5%+/- from stocks, 2%+/- from bonds). 
 

<Continued on Reverse Side> 
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But that is before the impact of investment expenses, uninvested cash flows, and applicable taxes. Lower 
still if your portfolio is more broadly diversified to include some foreign fare, real estate, or stocks with 
a Value tilt in a period when a only a small number but huge of US Growth stocks are the darlings. 
 
How unusual is the out-performance of the few? Not as unusual as one might imagine. We investors 
have short memories, and tend to judge what responsibly is a long-term endeavor instead by 
performance measured over only a handful of months or even a decade.  
 
Investors in the 1960s/early70s, would be familiar with the “Nifty Fifty”, the Blue Chip, can’t lose 
group of stocks led by Eastman Kodak, General Electric, Sears and Roebuck, SS Kresge and Xerox. 
Today many of the fifty are gone or shadows of their former selves; although for years they commanded 
higher and higher stock prices much like the current giants of 2020. 
 
It may be helpful to review a few factors driving stock prices. Here is some insight to help us understand 
the difficulty of picking winners and avoiding losers; and why attempts to beat the market are usually a 
fifty-fify proposition. 
 
Stock prices have traditionally moved higher or lower in response to the following forces: 
 

• Fundamentals:  Profitability, indebtedness, quality of management, competitive advantage,  
etc. This is the province of analysts. “Sell side” analysts are the folks retail investors hear  
from most—recommending a stock’s “buy”, “hold” or “sell”. They are infamous for the  
rarity with which they recommend a sell. (Careers will be short-lived if they are too down on  
market expectations.) 
 

• Investor sentiment:  What a reasonable investor is willing to pay for a share of stock  
in return for a dollar of earnings—and subsequent investment gain. The often cited  
“forward P/E” (price to earnings) ratio is one such metric. A good economy bolsters  
confidence; a shaken economy can have the opposite effect on what investors will  
pay. In the strangeness of 2020, some Americans continue to enjoy a good economy  
and others, anything but. The same is true this year for companies and their stock prices.  
 

• Momentum:  Actually, a subset of investor sentiment. Since there is no law determining  
investor reasonableness, a great company can see its stock price soar, perhaps beyond  
reason on momentum; propelled by the belief that if a stock price moves up it will  
continue up—until it doesn’t. In this environment even a company with no profit yet, but  
with a great story, may command nosebleed share prices. A momentum market is often  
a domain where the few prosper and the late to the party suffer. 
 

• Money Supply:  A large group of economists (the Keynesians, popular with spend  
and mend politicians) believe that “printing money” by the government can restart a  
hobbled economy or industry. Economists from an outlier philosophy (known as the  
Austrians) think this can come to no good in the long run. The Austrians do argue  
successfully—and with ample evidence in 2020—that an increase in the money supply  
tends to flow mostly in one direction—to the stock market. And this year those dollars  
have gone in particular to the stocks of companies able to capitalize on the woes  
of other economic sectors, industries, and competitors. Think Amazon vs. JC Penny;  
Zoom vs. Marriott, or Abbott Labs vs. Merck. 
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So, what is in store for investors? Continued economic and financial distortions caused by Covid 19, 
and historic government interventions; a rancorous upcoming election; the US-China trade tug of war; 
perhaps an overdue due end to the long-term business cycle, and hints of a rotation from high priced 
tech stocks to the more attractively priced losers of 2020. 
 
In the meantime, and with the election commanding current attention, recall this adage about politics, 
the economy and stocks: “There are red states and blue states, but Wall Street shines green". And 
that's usually sooner than later. 
 
While so much uncertainty persists, middle of the road returns after a decent 2019, may not be so 
bad, according to one’s needs and risk tolerance. Your questions and thoughts are welcome. 

 

 
 

Fred R. Fadel, CFP® 

 
Information herein has been obtained from sources believed to be reliable, but its accuracy and completeness, and the opinions based 
thereon, are not guaranteed. No responsibility is assumed for errors and omissions or for updating information after transmission.  It 
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