
 
 

 

July 1, 2020 

Investor Update 

 

June was a very interesting month with big gains in the beginning of the month followed by big losses towards 

the end of the month and the last two days showed nice gains to end slightly positive overall.  This may be a 

good indication of how the rest of the year will go as the market battles the numerous headlines that pass 

through on a daily basis.   

 

So far, the economy has not been as weak as the initial dire forecasts but are still showing a significant 

recession.  In fact, the speed and magnitude was so strong that it has caused major errors in forecasting.  This 

should continue for the foreseeable future as the economy sees starts and stalls until this is eventually behind us.  

 

There are a lot of contrasting views right now between market participants and even the casual observer.  This is 

why I think the below chart is important.  Short term market moves are driven by random events while longer 

term is driven by fundamentals.  In 1 year almost 50% of return is driven by multiple expansion vs after 10 

years 70% of return is driven by revenue growth.  This is a pretty fascinating statistic and is part of the reason 

why valuation is a terrible timing tool but a great long term investing tool.  The good part is you don’t have to 

wait 10 years for valuation to matter because after only 3 years multiple expansion already drops to 15% of 

return.  With valuations extremely stretched long term return expectations are negative.  This is part of the 

reason there is a lot of discussion about negative interest rates being possible in the near future.    

 
 

The continued bullish argument is that the Federal Reserve is doing everything they can to keep the economy 

and the market afloat.  This is similar to the valuation argument in that it can work for a period of time but 

eventually all of the money they are giving out needs to be used and used productively.  While we view some 

government help as necessary, we believe long term benefits to the economy are found through innovation and 

productivity.  Unfortunately as the below chart demonstrates with R&D spending, free money is not used 

productively and therefore becomes a drag over the long term.   



 

 
 

 

The last thing that we are hearing a lot of lately is “this time it’s different.”  There a numerous ways that this 

time is different from the complete shutting down of the economy to the massive government and Federal 

Reserve stimulus.  However, in the end it is almost never different.  What is interesting is how profits and the 

market have diverged spectacularly as shown below.  This gap will need to close one way or another.  

Unfortunately this may require a significant amount of additional stimulus from both the government and 

Federal Reserve.  This is another example of benefitting now at the expense of the future.   

 

 



 

Going forward we continue to be cautious overall while focusing on companies that provide earnings visibility 

and reasonable valuations.  While the economy probably saw its nadir last quarter the uncertainty of when we 

fully recover coupled with very expensive stocks and bonds keeps us cautious.  Looking outside just stocks and 

bonds does provide the most opportunities right now.  The stock market can continue to move higher in the 

short term even though the margin for error continues to get smaller and smaller.  Additionally, there are a lot of 

market participants piled into a small number of companies.  While this does not mean a turn is imminent it 

does mean that risks are increased and the turn can be faster than expected.       

 

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. 

 

Sincerely, 

 

 
 

Mark R. Painter, CFA 


