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September ended up being a large down month led by the Nasdaq which is something that had not happened all 

year.  Even in February and March of this year, the technology led Nasdaq held up much better than the rest of 

the indices.  It will be interesting to see if there is any continuation of this trend as the big technology stocks 

continue to run the show.  In fact, last month we highlighted 2 companies Apple and Tesla which would be a 

leading indicator for the rest of the market.   

 

Before we get into the charts it is important to recognize the elephant in the room which is the US election.  We 

want to caution making any investment decisions based on politics because they usually end up being wrong. 

Going into 2016 the consensus view was if Trump was elected it would cause a 20% selloff in the market.  

After stocks rallied sharply following his election the consensus view was that financials and small caps would 

perform well from lower taxes and de-regulation and that technology stocks and bonds would perform poorly.  

If you had followed these views, you would have done terribly as technology has driven the majority of the 

gains, banks are negative over 4 years, and bonds outperformed small caps.  Many people like to opine on 

elections because it generates views and garners attention and rarely leads to anything more than transitory 

gains and losses with little profitable long term effects.  Underlying trends will prevail once political noise 

dissipates.  In fact, here is our take of the 2016 Election which is worth a few minutes of your time.   

 

With all of the headlines that cross everyday about stimulus, the election, the federal reserve, coronavirus it is 

difficult to make sense of what truly matters.  What is interesting is that when you look under the surface, the 

picture that is being painted is just as cloudy.  Below is an example of durable goods purchases which includes 

items such as cars, home appliances, electronics, firearms, and toys.  Since these are large purchases, they 

usually follow a trend and are associated with strong jobs and a strong economy.  This spending hit an all-time 

record in a quick burst of buying.  Is this sustainable, or was it an exception of lockdowns and free money?  If it 

was sustainable would the government even be considering a second stimulus package?   

 

  

https://static.fmgsuite.com/media/documents/4cfcf69d-e0f4-4653-b89a-713286a2fc79.pdf


 

 

 

While the indicators are noisy, sentiment is clear as day.  Last month the price action was showing signs of a 

blow off top and even as things sold off this month, it has not dampened the party spirit.  One of the most 

popular investments right now is what is called a SPAC (Special Purpose Acquisition Company).  These are 

essentially blank check companies with no operations that are used to fundraise and then acquire or merge with 

another organization.  Nikola is an example of a SPAC that has been in the headlines for its enormous 

popularity and successful stock that never had a real product and now has a CEO/Founder that has resigned over 

fraud claims.  The stock is still up over 130% this year which explains why so many companies are using 

SPAC’s.  In fact a SPAC ETF was launched today as well.  This is not the type of action you see coming out of 

long term bottoms.   

 

 
 

 

 

Lastly, we have talked about the growth vs value disconnect for a long time and made many comparisons to 

1999-2000 including the aforementioned SPAC phenomenon.  There have been many different arguments about 

why this is not the same and how many of these companies currently have real earnings unlike 2000.  However, 

markets are like a rubber band and there is always some mean reversion.  That type of reversion becomes more 

violent the larger it is stretched.  The below chart shows that even if things are “different” from 2000 they are 

also more extreme when looking at the growth/value comparison.  In fact, the acceleration in this trend since the 

December 2018 correction is simply breathtaking.  This mean reversion has overshot the 100 mean by over 30% 

in a very short time period and wiped out 45 years of outperformance by value.  This is happening at a time 

when people are rushing to cash in through IPO’s and SPAC’s.  This is shaping up to be a “generational” 

opportunity to switch from growth to value for investors that have a longer term view.   

 



 
 

Going forward we believe that politics are going to dominate for the foreseeable future.  The underlying trends 

are very noisy and providing little signal because of the pandemic events of this year and the complete stop and 

then gradual restart of the economy.  Sentiment is wildly bullish and positioning is extremely risky.  The bond 

markets are providing no signal as well especially with the Federal Reserve continuing to buy bonds and 

virtually no movement since March.  Eventually the speculative fervor will subside just like it did in 2000.  

While a lot of people argue that the only reason 2000 burst was because the Fed was raising rates, our view was 

that simply the supply of stocks through IPO’s just became too great.  We are much closer to supply of stocks 

becoming an issue than the Fed raising rates anytime soon.   This leads us towards a view of finding boring, 

attractive.  We like boring companies with solid dividends, stable cash flows, reasonable balance sheets, and 

very little exposure to the economy.  With a time horizon of a few years, they should provide a reasonable risk 

adjusted return especially when compared to bonds or growth stocks.  Additionally, they will provide a buffer to 

the volatility that we expect to increase especially if we ever decide to take the economy off of its government 

stimulus and Federal Reserve medication.   

   

If you have any questions or would like to see more charts, please contact me at 908-376-3041 or via email at 

markpainter@everguidefinancial.com. 
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Mark R. Painter, CFA 


