
 
 
2nd Quarter 2020 
First, we hope this update finds you and your family safe and healthy. What started off looking like it 
would be one of the worst quarters on record for the markets, ended as one of the best quarterly 
performances in decades. It is still difficult to wrap one’s head around the changes we have endured in 
the last several months. It is also difficult to predict what lies ahead in the next several months. As you 
know from our previous writings, we won’t try to make any predictions, but will try to give you some of 
our insights and thoughts on the current environment and what we see moving forward. 
 
Market Returns 
  

2Q 2020 YTD 
Large Cap (S&P 500) 20.5% -3.1% 
Mid Cap (Russell Mid Cap) 24.6% -9.1% 
Small Cap (Russell 2000) 25.4% -13.0% 
Developed International (MSCI EAFE) 15.1% -11.1% 
Emerging Markets (MSCI EM) 17.3% -10.3% 
Fixed Income (Barclays Agg) 2.9% 6.1% 
Real Estate (Dow Wilshire REIT) 8.1% -23.6% 
Commodities (Bloomberg Commodity Index) 10.5% -36.3% 
MLP (Alerian MLP Index) 45.8% -39.0% 
   

 
* Index returns source Black Diamond Performance Reporting  
 
Overview 
As you can see by the returns above, all major asset classes were positive in the quarter. As states began 
to talk of reopening, we saw markets rebound and continue to strengthen through the second quarter. 
Couple that with progress in treating the disease and talk of a potential vaccine coming sooner than 
expected, the market seemed to ignore COVID for much of the second quarter. If you ignored stock 
prices and just looked at the data, it would paint a much different picture. Unemployment is at an all-
time high (well the highest since June of 1940), retailers are declaring bankruptcy at an alarming rate, 
travel and leisure are at historic lows, manufacturing and service sectors are struggling, business 
confidence is as low as it’s been in decades, and we are seeing some postpone reopening as a spike in 
virus cases plagues many states.  In addition, we are just beginning the second quarter earnings season 
and there is little doubt that the news there will look dire as well. It is difficult to make sense of it all. 
However, here are a few of our thoughts on what is happening: 

• Markets and the economy don’t have to move in tandem over the short term. We used to have 
a 170 pound Saint Bernard and when we took him for walks, sometimes he would be way out in 
front dragging us down the street with the leash and sometimes he would be lagging far behind. 
Regardless of whether he was way out in front or far behind, we knew he would end up in the 
same place as us. That’s much like the economy and the stock market. Sometimes the stock 



market can be way out ahead of the economy and sometimes it can be lagging behind, but they 
will both eventually end up in the same spot. Right now it does appear that the market has 
gotten well ahead of the economy, and thus one of two things will take place--either the market 
will slow and get more in line with the economic data or the economy will accelerate and catch 
up to the market. We think there is potential for the latter to occur. 

• The Federal Reserve has embarked on unprecedented monetary policy “QE4” to the tune of 
almost $3 trillion. That is almost the size of the previous three “QEs” combined. In addition, the 
Fed has cut rates pegging the high end of the Fed Funds target at .25%. These measures kept 
our economy from the abyss, but has also set the economy up to accelerate once we get a 
medical solution to the virus. We liken it to stretching a rubber band with the medical solution 
to the virus being the trigger to let go of the other end. 

• While there are many companies struggling in this environment, there are those who are seeing 
benefits from the new “stay-at-home” economy. Technology companies that cater to the at-
home work force, at-home entertainment, at-home fitness, the at-home “whatever,” are seeing 
their businesses grow exponentially and have been a big driver of stock performance in the 
second quarter. It remains to be seen how long this trend lasts or if it will end up being the new 
normal. 

• We have had a lot of questions regarding valuation of the market with the P/E on the S&P 500 
now at 21.7 times forward earnings versus the long term average of 16.3. No doubt, on an 
absolute basis, the market looks expensive. However, there is a lot of uncertainty around the 
earnings number and thus difficult to have much confidence that the current stated P/E is the 
correct P/E multiple (it could be high, but it could equally be low if earnings are much worse 
than expected).  It is also difficult to determine what is the right P/E multiple on the market 
when rates are near zero. Some firms have tried to quantify what the markets should trade at in 
a zero interest rate environment, but we are not sure of the accuracy of those estimates. What 
we will say is that rates are far lower today than their long term average which means that their 
relative value to stocks is significantly less attractive. That means that stocks should trade at a 
higher valuation than their long term average. Does that mean that 21.7 times is a reasonable 
valuation for equities, we can’t say for sure. But we should expect some elevated P/E ratios 
given the alternatives. 

Here are a couple other quick thoughts: 
• We feel the recession is over 
• Expect more volatility as investors begin to focus on the election (yes, we have one this 

year) 
• We feel there is an opportunity in value stocks 
• Still feel there is value in owning non-correlated alternatives 

We are sure that each of you have questions and we are happy to address those in our upcoming one-
on-one meetings. In the meantime, feel free to reach out directly via email or cell phones (Tim-(812) 
989-7052; Scott-(502) 338-0985). 
 
Stay safe. 

 
Tim & Scott 
 



 


