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2020 3rd Quarter in Review & Outlook 

"We don’t have to be smarter than the rest. We have to be more disciplined than the rest." – Warren Buffett 

A year full of drama with more to come 

The year 2020 has been an unforgettable year that many people would like to forget. And, it’s not over yet. 

For capital markets investors who have 

endured a global economic shutdown 

resulting in an annualized hit to 2nd 

quarter GDP of more than 32%, 

according to the Bureau of Economic 

Analysis, things have turned out quite 

well through the three quarters ending 

September 30, particularly for investors 

tilted toward U.S. Large Cap growth and technology stocks. While most broader equity asset classes declined in 

September, the performance for stocks for the two quarters ended September 30, above, was among the strongest two 

quarters in history. Stock indexes had gained back the September losses in the first week of October, even as a 

contentious presidential election looms just three weeks away. While many asset classes are still in negative territory for 

the year, amazingly, U.S. large cap stocks have posted record highs. 

Capital markets have shrugged off a lot of bad news this year, including: 

• The human toll from the coronavirus pandemic has been significant. Worldwide, known coronavirus infections 

are nearly $40 million people with nearly 1.1 million deaths. In the U.S., those numbers stand currently at about 

8.1 million known infections and 220,000 fatalities, according to Worldometer.  

• In the U.S., tens of thousands of businesses have closed permanently.  

• While the fiscal and monetary response to the pandemic has been largely lauded, it has exploded government 

debt, raising future inflation fears. 

• State budgets have been left with massive deficits. The California state budget deficit was estimated to be in 

excess of $54 billion for 2020/21. 

• Tensions between the U.S. and China have intensified.  

• With mail-in voting increasing to record proportions, the likelihood for a contested Presidential election is high. 

We may not know the results until well into 2021. 

• As the temperature cools in northern latitudes and people spend more time indoors and economic restrictions 

are slowly being lifted, a number of European countries and U.S. states are experiencing upticks in virus cases. 
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Two main factors have driven the strong rebound in equity markets: The size and swiftness of the monetary and fiscal 

response in the U.S. and elsewhere to bridge payment gaps and the strength of the post lockdown economic recovery. 

Google mobility data reflects the reopening of major economies. The lower incidence of new deaths partly explains the 

relatively muted market response to a renewed rise in infections. Also, the probability of an approved vaccine available 

for 25 million people in the U.S. within the next six months has increased significantly. 

While the media was intensely focused on the depth of the 

economic decline during the shutdown, the horrible 

numbers were widely expected. Research firms point out 

that the important measure from here is how quickly the 

economic shortfall from the pre-coronavirus trend will be 

made up. The economic recovery in the 3rd quarter was 

much better than expected. Researchers at Morningstar 

believe that the stock market reaction to the rebound in 

economic activity has not been overly optimistic. 

Morningstar is forecasting a strong long-run recovery in the 

U.S. economy. They expect U.S. GDP to drop 5.1% in 2020 

with further catchup in following years and a near recovery 

to pre-pandemic expectations by 2024. First Trust believes recovery to pre-pandemic expectations will happen in 2023, 

and Blackrock in early 2022. 

Largest 20% driving returns 

Through the end of August, the S&P 500 was up 9.7% year-to-date. However, the top 20 percent of the largest 

companies in the index were responsible for all the returns. The bottom 80 percent of companies in the index have 

posted negative returns for the year. This concentration in performance is also showing up in our regular valuation 

screens. In a search for companies with the highest competitive barriers that trade at a price/fair value ratio of .9 or less, 

we are currently coming up with 

barely 40 stocks, many of which 

are American Depository Receipts 

(ADRs, foreign stocks traded on 

U.S. exchanges), tobacco 

companies, and financial stocks 

that don’t meet our “quality” 

criteria. In a search for companies 

with fewer competitive barriers 

(narrow moats) with the same 

valuation criteria, we are getting 

more than 100 names, and this 

screen excludes ADRs. We will 

probably be taking a deeper dive 

on this screen as the year moves 

on. 

http://www.scadvisors.net/
https://goodjudgment.io/superforecasts/#1420
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Technology stocks have been the driving force of the market year-to-date. The NASDAQ Composite Index was up 25.3% 

year-to-date through September 30th. However, attractive valuations have become very hard to find. Of the 119 tech 

sector stocks that have analyst coverage by Morningstar, the average price/fair value ratio is 1.22, or 22% over valued. 

According to Morningstar, the concentration of index performance by the largest tech companies is higher now than the 

tech bubble of 1999. The difference this time is that the dominant tech companies are highly profitable. 

However, examples of speculative excess in the market today are plentiful, and many are occurring around thematic 

investing. One example is a company called Peloton, a maker of stationary bikes with an iPad attached to the frame. Yes, 

as gyms closed during the pandemic, their business has done well as people need to find ways to exercise at home. The 

iPad on a Peloton bike allows you to take a virtual ride on a Tour de France course from your bedroom. Pretty cool.  

However, speculative momentum investors have bid the stock into the stratosphere. Peloton currently sports a $33 

billion market capitalization, has $1.83 billion in revenue, and earnings before interest, taxes, depreciations and 

amortization (EBITDA) of $12 million. Compare that to Dorel Industries, a maker of actual bikes. It has a market cap of 

$326 million, revenue of $2.64 billion, and 10 times the EBITDA of Peloton of $125 million. Something has to give. 

Growth vs value 

In another sign of excess in growth stock investing, the outperformance of growth stocks over value stocks hit an all-

time peak in August. Per the graph below, since 1937 value stocks outperformed growth stocks most of the time. 

Growth outperformance peaked two other times, in December 1939 and February of 2000. The August rolling 

outperformance is the highest relative performance of growth over value ever. After growth peaks, value stocks usually 

outperform over the next 10 years. 
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Looking ahead 

Investors are obviously concerned about 

the capital markets response to the 

upcoming election. Markets don’t like 

uncertainty, and, despite what the polls 

are saying, it is likely to be a close 

election, highly divisive, and contested 

due to record mail-in voting. In 2016, 

polls overwhelmingly favored Clinton 

over Trump, and few gave Trump any 

chance at winning. He wound up winning 

rather handily in the Electoral College. 

The 2000 election between Bush and 

Gore serves as precedent to what could 

happen this time. 

We do expect an increase in volatility as the election nears that will likely persist during any contested period. However, 

the volatility that occurred in the period before, during, and after the contested period in 2000/01 (above), wasn’t that 

significant. The trading days where volatility was +/- 2% amounted to only 4.  

As we approach the election, we are raising some cash by trimming individual stock positions that, in our opinion, have 

achieved or exceeded fair value and trimming some ETFs positions that have some increase in overlap among our 

individual stock positions that have run up in valuation.  Despite the prospect for increased volatility prior to and after 

the election, we believe that increase downside volatility will be a buying opportunity for stocks. Once the election 

outcome is determined, these four factors will likely provide a solid foundation for risk assets over the next year: 

1. Negative real interest rates. A target federal funds rate below inflation and growth is supportive of financial 

asset prices and valuations.  

2. More policy stimulus. Despite policy differences, both presidential candidates have committed to additional 

fiscal spending. No matter who wins, we should expect another huge fiscal policy package after the election. The 

U.S. Federal Reserve has pledged to keep interest rates low for the next several years and do whatever is 

necessary to support the economy. 

3. A COVID-19 vaccine. More than 150 corona virus vaccines are in development worldwide with a number already 

in or approaching phase 3 trials. An emergency use vaccine could be available before the end of the year. 

4. Improving economy and earnings. As noted above, a number of research firms we follow expect economic 

growth and corporate earnings growth to get back to 2019 levels. 

We believe that 2021 has the potential of being a year to remember.  

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 

http://www.scadvisors.net/
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