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 As we move deeper into the summer of this most 

bizarre year, we find ourselves tugged by opposing 

forces.   

In one corner we have the financial markets, buoyed 

by the encouragement of a 45% bounce off the S&P 

500’s lows of March 23 1. Trying to put this most 

impressive rally into context, Oaktree Capital 

Chairman Howard Marks, in a June 18 memo, cited 

numerous reasons for the market’s recovery: trust 

in the government and in the Fed to provide 

meaningful stimulus, the failure of COVID’s “worst 

fears” to come to fruition, rising optimism on the 

vaccine front, positive economic and corporate 

earnings developments, and an intrinsic tendency 

for investors to “look across the valley” to better 

times ahead.  Without question, we have fully 

embraced the rally, a comforting salvation after the 

five week pounding which removed 34% from the 

index’s value earlier in the year 2.   

What we believe is most astounding however - 

through July 31, the S&P 500 has advanced 2.4% 

year-to-date and the NASDAQ is up a mindboggling 

20.4%3.  If one had merely hibernated the last seven 

months, they would awake to an economy that had 

just completed its quickest round trip into and out 

of recession, and a stock market that had endured 

its fastest drop into and out of bear territory. 

And while this recovery in stocks has been so very 

positive, we did mention opposing forces that we 

should discuss.  Earlier this summer we expressed 

concern over the widening disconnect between the 

robust recovery in the markets and the path of the 

economy itself.  After all, in our view, the market’s  

swift post-March rally has been telling us that we’re 

in the midst of a “V-shaped” recovery; all we would  

need are compelling and consistent data points to 

confirm it.  Some of those data points have indeed 

been compelling, yet they certainly haven’t been 

consistent.  The recent report on 2nd quarter Gross 

Domestic Product for example was better than 

expected, yet the gap between personal income and 

small business income underscored the 

indispensable role the government is playing in the 

recovery and in our view now calls into question the 

economy’s organic durability, especially if the 

government continues borrowing from the future to 

support the present.  

And now here we are, at a crossroads of opposing 

forces:  enjoying a buoyant market whose trend is 

clearly positive, yet one that appears predominately 

supported by $9.5 trillion in Fed liquidity4 and fiscal 

stimulus and by the reality – with interest rates near 

zero – that many investors are simply running out of 

meaningful alternatives in which to invest capital.     

Beyond all this, there are other issues that compel 

us to keep both hands on the wheel.   

Of course there’s COVID-19 itself, which in our view 

remains the key variable for the economy, for 

earnings, and for the financial markets 

overall.  We’ve said in the past and we’ll say it again 

– the markets will likely be at the mercy of virus-

related headlines for a while. Perhaps Fed Chairman

Jerome Powell said it best on July 30: “The path

forward for the economy is extraordinarily

uncertain and will depend in large part on our

success in keeping the virus in check”.  And



especially now, bouncing between light speed 

developments on the vaccine front and kids 

returning to school amidst sporadic outbreaks and 

shutdowns, the weeks ahead may be volatile as 

those headlines are written.  

 There is also the stubborn issue of asset 

concentration.  According to Goldman Sachs, the 

five largest stocks in the S&P 500 have returned 35% 

year-to-date; the other 495 have fallen by 5% and 

nearly half of the S&P 500 (220 to be exact) are 

down 10% or more.  While it’s not unusual for the 

market to be somewhat concentrated, it has been a 

while since the numbers have been this 

extreme.  And because these five largest stocks are 

so dominating, the index itself can actually close in 

positive territory on any given day even though 

most of the index’s stocks are down.  On July 20 for 

example, we saw a 30-year record in terms of the 

strength of the index and the number of its stocks 

down for the day5.  According to SentimentTrader, 

the last twelve times we experienced a variance this 

great happened in 1999-2001 and in 2008 – not 

especially pleasant years for investors.     

And of course we can’t forget the upcoming 

election.  We still have a ways to go before 

November and anything can happen, but according 

to recent polling, there is a very real possibility the 

Democrats may win the White House and control 

both chambers of Congress in 2021.  We avoid 

wading too deep into the political waters here, but 

we will say this: under this scenario - although many 

campaign promises may not make it through 

Congress because of current economic constraints - 

we would expect regulatory and tax reform to rise 

to the top of the list of legislative priorities and 

stand a solid chance of passage.  Certainly if 

enacted, these reforms could play a role in the path  

of corporate earnings growth.  With stocks hovering 

near all-time highs, we would be wise to ask 

ourselves whether this drag is currently reflected 

anywhere in asset prices.  We think it is not, and if 

this scenario plays out, we would expect some 

moderate repricing.   

All pulled together, the above issues appear to paint 

a bleak picture that might cast doubt on the 

sustainability of the market’s advance. Or perhaps 

just as easily, stocks may continue to benefit from 

the slow grind of an economy on the mend, 

corporate profits that are improving, interest rates 

that are historically low and a “look across the 

valley” to better days. Tis the crossroads of opposing 

forces we’re facing. Trying to find a bottom line here 

– we’re nowhere near throwing in the towel on this

rally because there is a plausible scenario under

which stocks continue advancing. But we do believe

much of the easy money has already been made

and that the path forward may be increasingly

challenged – by ongoing valuation concerns, an

economy that may take longer than expected to

recover and that ultimately leaves untold numbers

of small businesses damaged, and by the increasing

uncertainty of an election that may be one of the

most contentious in years.

The more germane issue is what we’re doing about 

it, because in the words of Warren Buffet, 

“Predicting rain doesn’t count; building arcs 

does”.  Never ones to favor extreme moves, we 

instead advocate “truing-up” – reducing exposure to 

those assets that have  perhaps gotten ahead of 

themselves through this recent bull run, 

emphasizing companies whose strong balance 

sheets and solid dividends make them relatively 

resilient to volatility, eyeing opportunities outside 

the scope of the traditional in an attempt to  



diversify and mitigate volatility, and reviewing 

portfolios to ensure our asset allocations remain 

aligned with goals and objectives. In short, our 

preference is to remain invested, however with 

near-term risks elevated, we believe it would be 

imprudent for us not to take a more cautious 

approach as we move forward. 

Regardless which of the opposing forces wins out, 

we remind our clients that we are here for them 

always, doing what we do every day so we can work 

to impact their lives for the better.  We are grateful 

for the opportunity to do this, and so appreciative of 

the trust and confidence our clients and friends 

place in us every day.   
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