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Market Recovery Meets Economic Reality
Less bad is not good, but that is not how equity markets are reacting to recent economic data releases, or the start of 1Q20
earnings season.
This past week, the U.S. economy witnessed an additional 5.2 million of initial unemployment claims, bringing the aggregate 4week total to over 22 million. This could imply that the April jobs number falls by over 20 million, driving the unemployment
rate to as high as 15%, from a multi-decade low of 3.5% in February. To put this into perspective, the U.S. has lost as many jobs
in the last four weeks as it has gained in the previous ten years. We also observed negative surprises to retail sales and
industrial production, while several housing-related data printed to the downside.
Earnings season starts in earnest next week, with the I/B/E/S consensus estimate for 1Q20 S&P 500 earnings growth at
negative 12%, compared to positive 6% at the beginning of the year. But more importantly, we will be provided CEO
expectations about future business prospects, both near and long-term, despite many companies already withdrawing full-year
2020 guidance.
If all this weren’t enough, several Fed speakers hit the tape on Thursday with cautious messaging. While economic releases will
be relatively limited in the coming weeks, there is a Federal Reserve meeting at the end of the month, shortly followed by
preliminary 1Q20 GDP, which we expect to be modestly negative. However, it will be the 2Q20 GDP print, not expected until
late August 2020, that some Wall Street economists see down anywhere between 20-40% on an annualized basis, suggesting
the U.S. is about to enter its deepest (but hopefully shortest) recession since 1929.
Yet the S&P 500 was higher by roughly 0.4% this week (Thursday to Thursday). Further, since the March 23, 2020 low of 2,237,
the S&P recovered by almost 25%, and now stands down only 13% YTD, on a total return basis.
We continue to believe a bottom is a process. Still, judging by the recent price action in the equity markets, along with
relatively encouraging COVID headlines, it would be easy to suggest, and accept, that the bottom is in. And while we have
lost over 29,000 souls across our nation to COVID-19 (according to Johns Hopkins), it seems that infection rates are plateauing
in many of the hardest-hit areas of the country, and bio/pharma companies continue to pave inroads to either promote
identification or mitigate acuity. Finally, last night, the POTUS conveyed his plan for a staged opening of the economy, whilst
leaning on Governors to tailor specific state strategies commensurate with federal guidelines, which helped fuel an early
morning rally in stocks.
However, given the recent run in the equity markets, we are becoming increasingly concerned that the ensuing “bottom”
may not be the type that many investors are expecting. We believe as more economic data disappoints, the notion of a “Ushaped” economic recovery will take hold, as the country acclimates to the new-normal, thus resulting in a slower than
expected pick-up in company earnings. And call us crazy, but we still think you need increasing earnings to support increasing
stock prices. Government intervention and helicopter money go only so far.
As a result, we believe equity investors should brace for a “W-shaped” recovery (or double bottom) in equity prices before
we potentially march on to new highs. At Thursday’s close, the S&P was trading at 18.2x forward 12-month earnings.
However, the FactSet earnings estimate for the next twelve months (NTM) is $144. We believe this to be too optimistic.
According to Yardeni Research, a more conservative estimate for 2020 and 2021 S&P earnings is $120 and $150, respectively.
Splitting the difference, we arrive at roughly $135, which implies almost a 21.0 multiple on the S&P in advance of an economic
recession. As a reminder, the long-run average multiple for the S&P 500 dating back through 1997 is only 16.5x. Therefore, we
believe equity investors should brace for a tactical pullback in prices, and not rush into buying at current levels.
We’d love to hear your thoughts.
1 of 2

Weekly Capital Market Comments
April 17, 2020

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.
2020-99270 Exp. 7/20.

2 of 2

