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U.S. stocks posted impressive returns over the last three months, continuing the strong upward 
momentum that started in the second quarter and capping the strongest two-quarter performance 
since 2009.  The S&P 500 reached a series of new highs in the second quarter.  At its most recent 
high in early September, the index had rallied 60% from the low reached in March following the 
COVID-induced market decline.   
 
The media brandishes the word “recovery” to describe the market’s climb from the lows earlier 
in 2020.  However, recall that stock market performance is entirely dependent on the time frame 
in question.  The stock market was up about 35% in 2019, a spectacular performance well above 
the average annual stock market return of around 10%.  It was not a surprise that the stock 
market might self-correct in 2020; the only surprise was that COVID was the catalyst for a 
sudden, unprecedented correction.   
 
The recovery, the strength and rapidity of which seemed unfathomable a few short months ago, 
has been remarkable, driven and supported by an unfolding picture of an economic recovery and 
massive amounts of fiscal and monetary stimulus. 
 
The economy continues to show signs of recovery; economic indicators were very strong prior to 
COVID.  Forecasters are expecting a significant bounce in Gross Domestic Product (GDP) in the 
third quarter following the historic collapse registered in the second quarter that resulted from the 
pandemic related lockdowns.  Unemployment remains elevated but has declined significantly 
and almost half of the 20 million jobs lost between February and April have been regained. 
 
Despite the progress, there are many in this country that have been, and remain, severely 
impacted by the economic downturn.  There is an ongoing debate about the shape the recovery 
will take.  That is, will it be V-shaped, where a rapid recovery follows the decline, or K- shaped, 
under which only a portion of the economy participates in the recovery, while the rest suffer 
through additional declines or struggle to regain pre-pandemic levels.  Segments of the economy 
able to work “virtually” are much better equipped to participate in the recovery than those that 
are not.  Technology companies, for example, have flourished while restaurants and leisure-
oriented businesses have continued to struggle. 
 
The availability of an effective vaccine remains vital to the full reopening of the economy.  
There have been positive developments on this front, with many candidates in various stages of 
development.  However, the timing of broad distribution of a vaccine remains uncertain. 
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There is a saying in the investment business, “Don’t fight the Fed”.  In other words, when the 
Federal Reserve is attempting to stimulate the economy, it is generally unwise to be bearish on 
stocks.  We have witnessed just such a situation transpire recently.  As the economy and stock 
market plunged as a result of the pandemic, the Fed unleashed a torrent of stimulus by slashing 
interest rates to zero and introducing other new programs.  Stocks have responded by surging to 
new highs. 
 
The Fed recently announced a change to the framework surrounding their decisions to raise 
interest rates.  Given that inflation is quite low, at just over 1%, it seems likely that the interest 
rate controlled by the Fed will remain pegged near zero for some time.  In fact, the median 
forecast out of the Fed sees the rate remaining near zero until 2023.  
 
The technology and consumer discretionary sectors have been the top performers this year while 
energy and financials have been laggards.  Hotel, cruise line, airline, and energy stocks have 
suffered the worst declines, down over 40% for the year. 
 
Growth stocks and large capitalization stocks have outperformed their value and small stock 
counterparts by a significant margin this year.  Value stocks have declined across the market cap 
spectrum for the year while growth stocks (especially large-cap growth stocks) have shined.  For 
illustration purposes, large-cap growth stocks in the Russell index are up 24% for the year versus 
-21.5% for the small-cap value stocks in the index. 
 
Corporate earnings suffered significant declines in the first and second quarter of the year and 
are expected to post a decline for the full year.  However, earnings are expected to recover to 
new highs in 2021 and 2022, and it is those future years that investors look to when valuing 
stocks.  In the time of Zoom meetings, Zoom birthday parties, Zoom family gatherings, and 
general “zoomxhaustion”, everything seems different, and in many ways they are, but the fact 
that stocks prices in the future will continue to follow the trend in corporate earnings growth 
remains intact.   
 
The market has been quite volatile during this election season.  If for some reason a winner in the 
presidential contest is not determined in a timely manner, the markets will inevitably remain 
quite volatile.  Nonetheless, the future trend in earnings appears much better than that 
experienced in the early part of this year, and it is that trend that will ultimately determine the 
trajectory of stock prices. 


