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Beating expectations like 

never before: This index 

shows the degree of 

surprise to the upside and 

downside of U.S. economic 

data versus consensus 

expectations. The 20-day 

rolling average spiked in 

2020 as dramatically bad 

pandemic-era expectations 

were beaten. 

 

 

 

 

The volatility of the last few months has been nearly 

unprecedented. Here, we aim to recap the action and 

provide some perspective to investors. 

August 2020 

HOW BEATEN EXPECTATIONS FUELED A RAPID RECOVERY 

Over the last month, the US posted its worst-ever quarterly drop in GDP, its biggest quarterly drop in S&P earnings since 

the ’08 Crisis, and released a July jobs report that showed 13 million fewer jobs than pre-COVID. The S&P 500 rose 7%. 

Despite the obvious and widespread economic damage, the market has recovered to nearly pre-pandemic levels. This is in 

no small part thanks to government stimulus and vaccine optimism, but another item has played a key role: expectations.  

The market is an expectations machine (especially in the short-term). Think of it this way: At any given moment, stock 

prices reflect a certain set of future expectations – the path of the virus, the shape of the recovery, earnings growth, etc. If 

those items surprise to the upside, stocks jump. And right now, our economy is experiencing a surge of positive surprises. 

  

 

 

 

 

 

 

 

Famed investor Michael Mauboussin has compared this to betting on horse racing – the fundamentals are how fast a horse 

is likely to run; the expectations are the odds on the board. Making money is not about predicting who wins, it’s about picking 

whose odds fail to reflect their prospects. In other words, when expectations are out of sync with fundamentals.  

Over the last month, the economy’s recovery odds didn’t match the prospects. Sure, GDP fell 32.9%, but it outperformed 

even grimmer forecasts. Yes, S&P 500 earnings have fallen 32% this quarter, but they were expected to fall 45% just one 

month ago. Even though the world is struggling, it’s been better than expected, and that matters greatly to markets. 

This is important because it works on the flip side, too. Analysts are now revising their 2020 earnings forecasts higher, while 

economists are predicting 20%+ GDP growth in Q3. As optimism grows, expectations tend to grow as well. This creates 

harder-to-beat benchmarks and may set the stock market up for a tough stretch, particularly given the recent surge in 

coronavirus cases and the reopening pause. Knowing where expectations lie is key to better understanding markets. 
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here reflect our judgment at this date and are subject to change. The information has been obtained from sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

 

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  

This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should consider the contents of this report as a single factor 

in making an investment decision.  Additional fundamental and other analyses would be required to make an investment 

decision about any individual security identified in this report. 

 

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 

other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Copyright 2020 Robert W. Baird & Co. Incorporated.  

 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which 

Robert W. Baird Limited holds an ISD passport. 

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 

classified as objective.   

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   

 

 

 

 

 


