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Hit Them Harder  

Once again, life imitates art.  

In the last of the Ocean’s Trilogy, Ocean’s 13, there is a scene where Basher (Don Cheadle) and his crew 
are boring into the foundation of the new hotel/casino owned by Willy Bank (Al Pacino). The plans are to 
mimic an earthquake and temporarily reboot a supercomputer (the Greco) intended to eliminate cheating. 
After the first man-made quake, Bank rushes to the control and receives a call on his new gold-plated cell 
phone, which really is a device to disrupt the Greco. This allows a three-minute windfall for the gamblers, 
as all the rigged machines and compromised dealers on the casino floor go undetected.  But when it comes 
time for the second man-made quake, intended to force the gamblers from the casino with their winnings, 
the speculators go undeterred and continue to place wagers. This forces Rusty (Brad Pitt) to utter the line, 
“Hit them harder.” The crew initiates a third man-made quake, which causes an actual and more violent 
earthquake, ultimately forcing everybody from the casino floor.  

So this morning, we received confirmation that the U.S. has lost over 20 million jobs in the last month, 
more than was created during the previous ten years. We also were presented with an unemployment 
rate of 14.7%, on par historically with the period following The Great Depression. Yet like in the movie, 
investors are undeterred and unmoved, driving equities higher.  

We remain puzzled as to what direction and magnitude of the recent rebound in equity markets. Perhaps 
the latest economic data releases are better than feared. Maybe investors are relieved that the escalating 
discontent between the U.S. and China over trade will dissipate? Or perhaps fund managers and traders 
are pricing in negative rates or for the Fed to buy equities? Or maybe investors believe that earnings do 
not matter, especially as most of the S&P 500 companies have pulled guidance going forward. But we just 
don’t get it. 

The COVID Tracking Project and Johns Hopkins suggest that the pandemic here in the U.S. is trending in 
the right direction, as citizens continue to accept the new normal of social distancing.  And as we pointed 
out last week, in our note entitled, “Welcome to Starbucks,” SBUX could herald how the broader economy 
will open up. We drove by our local Starbucks this week and was pleasantly surprised, witnessing a line 20 
people deep. But we couldn’t help but notice patrons insistently wiping down cups and bags with 
antibacterial wipes, as baristas became part-time waiters/waitresses delivering orders to the front door.  
Our local bakery and liquor store have also implemented similar protocols; order online, and your order is 
waiting for you, behind a locked door.  

The NJ Governor opened parks and golf courses last week while suggesting that beaches, curb-side 
businesses, and construction sites may open soon. But he also extended the public health emergency 
status by 30 days. Personally speaking, my wife drove to NYC today to see an orthopedic doctor, 
something she couldn’t do a couple of weeks ago. And my daughter’s college sent a parent letter stating, 
“Although the pandemic continues to create uncertainty, we are cautiously optimistic that we’ll be able to 
start the fall semester in person and on time.”  

https://www.bls.gov/news.release/pdf/empsit.pdf
https://www.bls.gov/cps/
https://www.bls.gov/cps/
https://covidtracking.com/data/us-daily
https://coronavirus.jhu.edu/data/new-cases
https://static.fmgsuite.com/media/documents/d78a139c-a901-4cbd-8e79-53777e6fafe7.pdf


Weekly Capital Market Comments  
May 8, 2020 

 

 
 

  
2 of 3 

 

So, we believe that the U.S. stands firmly at the beginning of the end, as it relates to the COVID 
pandemic. But we fear this may be the end of the beginning from an economic perspective and remain 
clearly in the troughing phase of a “U” recovery. The real question is, how long will we stay here?  

How long will it be until you feel comfortable getting on a plane, getting on the subway car, or even go to a 
movie theater? When will it be acceptable to shop for groceries without a mask, or work out at a gym? For 
some, the answer is “now,” but for most, the answer is, “I don’t know.” We are in the latter camp but 
believe we will eventually get back normal. But until we see real headway in either mitigation or 
prevention for COVID, we think it is hard for corporations to budget for demand and hence, revenue, 
expenses, and ultimately earnings. As a result, this makes sell-side analysts and strategists’ projections 
inexact, at best.   

Therefore, we continue to view the recent upward retracement in the S&P 500 with skepticism. The S&P 
500 now trades at 20x forward earnings, compared to the long-term average of roughly 16.0x. Even if 
we use our “mulligan” for 2020, and focus on 2021 earnings, this implies the S&P is trading at 19.4x. To 
us, this is simply too rich, given the magnitude of the unknown unknowns.  

As more disappointing economic data is reported, we believe the evidence will mount, suggesting that the 
U.S. economy will not exhibit a “V” recovery (as the market is currently suggesting). Therefore, we 
continue to suggest a “W” recovery is in the offing for markets. Once again, we wish we felt different, and 
we hope we are wrong. But for those who may think they have “missed it,” we suggest you may just get 
another bite of the apple. 

We’d love to hear your thoughts.  
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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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