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End of the Beginning 

The United States is 94 days away from a Presidential Election. At one point, President Trump seemed to have had 

an unsurmountable advantage over any potential Democratic nominee: a robust economy. Financier and 

businessman, Tom Steyer, understood this better than most. At a Democratic debate held in Manchester, NH, he 

articulated this concern, evoking the now-infamous Carville phrase, “It’s the economy stupid,” pointing to the 

difficulty in defeating an incumbent US President with a strong economic tailwind. But after a few short months, that 

are now feeling like an eternity, the US is in the midst of the worst economic recession since the Great Depression, 

driven mostly by a self-inflicted financial lockdown resulting from a global pandemic.  

Yet at the same time, the equity markets remained resilient, with certain sectors reaching all-time highs. The S&P is 

once again in positive territory for the year, following a steep 34% decline between February 19th and March 23rd. 

Rallying cries following “perceived” green shoots helped drive this dramatic market rebound, but as our readers 

know, we were, and remain less convinced of a “V” recovery for both the market and the economy. And while some 

investors recently moved to the sideline as COVID flair-ups emerged following the reopening of individual states, 

we continued to communicate to clients, that this was simply the “end of the beginning.”   

We believe COVID simply accelerated an eventual recession, following 130 months of unprecedented economic 

expansion and 133 months of a bull-market run. More so, much of the recent market snapback was due to a few 

individual equity names. We have pointed out in several weekly notes the impact the “fab-5” (Amazon, Apple, 

Netflix, Microsoft, and Google) has on the S&P 500. These five companies represent over 22% of the equity market 

capitalization of the S&P 500. Further, they are up by 33% YTD, and higher by 58% since the March 23rd lows. So as 

demand for video entertainment and streaming is pulled forward, new entrants emerge in the video conferencing 

space, and increased scrutiny follows social media and technology platforms currently protected by Section 203, we 

wonder if Thursday’s earnings bonanza by “big-tech” supports continued price appreciation. In our opinion, the 

economy is in much more dire shape than FANG stocks would suggest. Even as positive COVID trends emerge, we 

do not see the proportionate response in sectors and industries most impacted, perhaps because the 2020/21 

recovery may be fully priced into the market. 

In the charts that follow, we attempt to illustrate this. In each case, we plot the total return of a sector/industry or 

investment style on the left axis going back about 30 days, and the daily 10-day average change in US COVID 

hospitalizations, on the right axis. We’d expect that if the economy is poised for a snapback and the equity market 

has more room to run, as COVID hospitalizations shrink, those sectors/industries or investment styles should enjoy 

continued demand and price appreciation.  

What we found was that while FANG stocks (think of the “fab-five”), held their value, they didn’t show any significant 

increase in value as hospitalizations decreased, perhaps because several of these companies rely on the pandemic 

for demand. When we compared value and growth stocks, we found that while value outperformed (caught up to) 

growth, which perhaps is foreshadowing an economic recovery, there was little differentiation in net returns during 

the measurement period. Most interesting was that stocks relating to air-travel (airlines, airports, manufacturers), 

deteriorated, even as COVID news turned positive, while leisure (think cruise ships/movie theaters), food and 

beverage names (think food processing/liquor distributors) improved slightly. At the same time, gaming-related 

stocks hooked up somewhat over the last couple of days, but these types of companies represent less than one-half 

https://www.youtube.com/watch?v=Ygln5S-9hIw
https://en.wikipedia.org/wiki/It%27s_the_economy,_stupid
https://www.businessinsider.com/us-q2-gdp-record-decline-coronavirus-pandemic-recession-lockdowns-economy-2020-7
https://static.fmgsuite.com/media/documents/e67e5e5d-1684-4460-b9a5-cc481b56beb1.pdf
https://www.fool.com/investing/2020/07/22/netflix-is-growth-accelerating-or-just-pulled-forw.aspx
https://www.trustradius.com/products/zoom/competitors
https://maplight.org/story/maplight-statement-reining-in-big-tech-means-reforming-section-230/
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of one percent of the S&P 500. Finally, there was no noticeable difference between cyclical stocks and defensive 

stocks.  

So as we finished this note early Friday morning, US S&P Futures were up, but general market breadth turned 

negative after the open. Our more conservative “W” trajectory expectation for the market and anything but a “V” 

recovery for the economy remains in the minority. With the latest round of COVID/unemployment stimulus more 

hawkish, we believe discretionary spending, retail sales, and overall consumer confidence will wane in the near-term. 

As August has typically been a volatile month for equities, we continue to suggest investors remain more 

conservatively positioned, but not entirely void of equity exposure. We are confident that science will lead us out of 

this human tragedy and market dislocation, and to bet against science or technology in the long-term, is like picking 

up pennies in-front of a steam roller. 

We’d love to hear your thoughts.  
 

FANG Stocks Stay Resilient But Don’t Rip Value Stocks Catch Up To Growth 

  
Source: NEPCG and FactSet Source: NEPCG and FactSet 

Airlines Have Not Benefited, Food/Beverage A Little Little Difference Between Cyclicals and Defensives 

  
Source: NEPCG and FactSet Source: NEPCG and FactSet 

 

https://www.investopedia.com/terms/m/market_breadth.asp#:~:text=Market%20breadth%20refers%20to%20how,drag%20the%20whole%20index%20higher.
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Disclosure: The information in this publication and references to specific securities, asset classes and financial markets are provided for illustrative purposes and 
do not constitute an offer to sell, or solicitation of an offer to purchase, any securities, nor does they constitute an endorsement with respect to any investment 
area or vehicle. This material serves to provide general information to clients and is not meant to be legal or tax advice for any particular investor, which can only 
be provided by qualified tax and legal counsel. Certain information contained herein is based on outside sources believed to be reliable, but its accuracy is not 
guaranteed. Investment products (other than deposit products) referenced in this material are not insured by the FDIC (or any other state or federal agency), 
are not deposits of or guaranteed by Northeast Private Client Group, and are subject to investment risk, including the loss of principal amount invested. Portfolios 
are subject to investment risks, including possible loss of the principal amount invested. In addition, foreign investments may be less liquid, more volatile and less 
subject to governmental supervision than in the United States. The values of foreign securities can be affected by changes in currency rates, application of foreign 
tax laws, changes in governmental administration and economic and monetary policy. Investors should consider the investment objectives, risks, charges, and 
expenses of ETFs carefully before investing. This and other information are contained in the fund’s prospectus, which may be obtained from your investment 
professional. Please read it before you invest. Investments in ETFs are subject to risk, including possible loss of the principal amount invested. This information 
is being provided to current Northeast Private Client Group clients and should not be further distributed without Northeast Private Client Group’s approval. 
S&P 500 Index is a market index generally considered representative of the stock market as a whole. The index focuses on the large-cap segment of the U.S. 
equities market. Dow Jones Industrial Average is a widely used indicator of the overall condition of the stock market, a price-weighted average of 30 actively 
traded blue chip stocks, primarily industrials, but also includes financial, leisure and other service-oriented firms. Russell 2000 Index measures the performance 
of the smallest 2,000 companies in the Russell 3000 Index of the 3,000 largest U.S. companies in terms of market capitalization. NASDAQ Composite Index is a 
market value-weighted index that measures all NASDAQ domestic and non-U.S. based common stocks listed on the NASDAQ stock market. Each company's 
security affects the index in proportion to its market value This commentary contains forward-looking statements and projections. Actual results may differ from 
current expectations based on a number of factors including but not limited to changing market conditions, leverage and underlying asset performance. 
Northeast Private Client Group makes no representation or warranty, express or implied that this information shall be relied upon as a promise or representation 
regarding past or future performance. This material contains the current opinions of the author but not necessarily those of Guardian or its subsidiaries and such 
opinions are subject to change without notice. Past performance is not a guarantee of future results. Indices are unmanaged, and one cannot invest directly in an 
index. Data and rates used were indicative of market conditions as of the date shown. Opinions, estimates, forecasts, and statements of financial market trends 
are based on current market conditions and are subject to change without notice. Securities products and advisory services offered through Park Avenue 
Securities LLC (PAS), member FINRA, SIPC. OSJ: 200 Broadhollow Road Suite 405, Melville, NY 11747, 631-589-5400. PAS is a wholly-owned subsidiary of The 
Guardian Life Insurance Company of America® (Guardian), New York, NY. Northeast Private Client Group is not an affiliate or subsidiary of PAS or Guardian. 
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