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 By any measure, 2020 has been a historic year. The COVID-19 pandemic triggered a string of 
events that will have permanent consequences going forward. While the stock market has bounced 
violently higher since the March lows, the global economy continues to reel from the traumatic impact 
of the worldwide shutdowns. In a matter of weeks, the U.S. was jolted from the lowest unemployment 
rate in 50 years to the highest since the Great Depression. How future events will unfold from here is 
anyone’s guess. Huge protests in the middle of a once-in-a-century pandemic serve as a perfect example 
of the unpredictability of the current situation. As investors, our job is not to accurately foresee the future, 
but rather to properly calculate our odds for success given the risks and opportunities at hand. As it 
stands, we do not believe most assets are priced to provide attractive returns over the next 5-10 years, 
particularly when considering the current pressures on corporate profitability.  
 
 The rally in the S&P 500 Index since the March lows has been truly breathtaking. From mid-
February to late-March, the S&P 500 Index rapidly fell 34%. Since then, the market has surged 39%, 
leaving the index only 9% below the all-time high in February. This incredible reversal was triggered by 
the massive trillion-dollar response from both the Federal Reserve and Congress. Additionally, it is very 
common to experience a sharp bounce early in a bear market that recovers 50-75% of the initial decline. 
In the current case, the recovery has been at the high end of this range (75%), but otherwise relatively 
normal outside of the much larger amplitude of the current market movements. Regardless, the stock 
market recovery has been absolutely spectacular given the economic devastation unfolding around the 
world.  
 
 The negative impact from the COVID-related shutdowns has been unlike anything recorded in 
modern economic figures. As mentioned above, the job losses have come far faster than any other period, 
including the Great Depression. To give some perspective, weekly initial jobless claims (people filing 
paperwork for unemployment benefits) peaked at nearly 7 million in late March. During the recent weeks 
of reopening, jobless claims have still averaged about 1.5 million per week. In comparison, during the 
housing crisis, weekly jobless claims peaked at 660,000 in March 2009. Given the velocity of this 
downturn, all the job gains created over the past decade were reversed almost instantly. While economists 
hope these employees will be rapidly rehired as the economy reopens, we unfortunately believe this is 
wishful thinking. Recent estimates by Yelp, the leading small business review website, forecast that 41% 
of businesses that closed due to the virus will never reopen. Keep in mind, these figures were generated 
during a period when the Federal government was deploying massive programs of free grants and cheap 
loans to prevent businesses from laying off even more workers.  
 
 While the economic situation is unprecedented in U.S. history, the challenges faced in less wealthy 
countries are much larger. For instance, many emerging markets have greatly benefited from the 
explosion of international tourism over the past twenty years. This sector of their economy has been 
nearly eliminated and is unlikely to recover to prior levels for many years, if ever. Additionally, the viral 
pandemic has accelerated a de-globalization trend. Companies are rethinking their long-tailed supply 
chains that stretch around the world to maximize profits by minimizing labor costs. If this trend gains  
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steam, it further reduces the ability to raise living standards in many countries. What makes the current 
crisis so incredibly powerful is the synchronization of the downturn. While the impact of the U.S. housing 
bust spread around the world, there were still many places that were only mildly impacted. During the 
current COVID-crisis, every country hit a wall simultaneously during a period with high debt levels 
across businesses, governments, and citizens. As a result, repairing the global economy is likely to be a 
long and arduous process.  
 
 As discussed in our prior strategy, governments will need to stay highly engaged for the 
foreseeable future to weather this storm. In the U.S., Congress and the Fed quickly mobilized to pour 
money into markets, corporate balance sheets, and directly into taxpayers’ pockets. In fact, many people 
with lower incomes boosted their earnings during the lockdown due to temporarily increased 
unemployment benefits and the one-time $1,200 checks that were issued. This cash infusion certainly 
benefited consumer spending and helped fuel the surging stock market. Unfortunately, the stimulus 
checks have been spent and the enlarged unemployment benefits will run out at the end of July. While 
we are sure Congress will pass something to keep funds flowing to the unemployed, the need for stimulus 
extends as far as the eye can see. We are in the 1st inning of a long battle and each successive round of 
spending may become harder and harder to politically achieve which is likely to result in less generous 
programs.  
 
 The “bull” case for future market gains is the complete belief that stimulus will continue to flood 
the system without limitations. This faith has been ingrained into investor psyche over the past 20+ years 
and, in earnest since the housing crisis. Over the past decade, every time the markets hit a rough spot the 
central banks stood ready to inject a new round of stimulus into the markets to boost confidence and asset 
prices. In practice, they have been successfully removing downside risks for investors. Due to predictable 
unintended consequences, investors have now become emboldened to take greater and greater risks 
because they perceive limited downside consequences. Given any hiccup, the Fed will ride to the rescue. 
This conditioning has manifested itself recently with a huge uptick in aggressive day trading among 
millennial investors. In 2020, we have received more calls from millennials eager to get into the market 
than worried older clientele looking to reduce exposure.  

 
The willingness for investors to take on greater risk is directly reflected in asset valuations. At this 

time, current stock market valuations are at levels we have only experienced twice over the past century: 
1929 and 1999/2000. However, there is a critical difference between those two eras and today which we 
believe is incredibly important to understand. In these prior instances, investors had become wildly 
optimistic during periods of amazing technological advancement. This led to investors predicting 
20%+ earnings growth for the leading companies in their day. Those exceptional profit growth 
expectations are what led to very rich stock valuations. Eventually, those profits failed to materialize, 
and the market corrected accordingly.  

 
The difference today is every investor in the world knows that profits will be down 

significantly for at least the next year or two. Current Wall Street estimates are for a 20% profit decline 
which we believe is optimistic. This makes today’s market truly unique. The rich valuations are not 
reflecting fantastic earnings growth expectations, but rather a lack of fear in downside risks. Therefore, 
we have entered a period where investors are counting on central banks and governments for protection  
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more than ever before. At the same time, the demands on these same entities to respond to a severe 
economic situation is unlike anything they have ever faced. Needless to say, the pressure is on and the 
stakes are high.  

 
As long-term investors, it is relatively easy to step back from this situation. This is a market that 

is no longer considering underlying earnings fundamentals, but rather responding to fanciful narratives 
and short-term price action itself. At Keating, we do not excel at short-term trading. We would be the 
sucker at the poker table. Instead, we must focus on updating our “wish list” until more attractive 
investment opportunities are presented. The bottom line is that current stock market valuations are 
historically noteworthy, while the economic situation is deteriorating very quickly. Additionally, asset 
prices outside of stocks are much more expensive than in 2000. There are fewer places to hide in more 
reasonably priced investments until the storm blows over. Therefore, large cash allocations continue to 
be an important part of any investor portfolio. We also continue to believe in our oversized gold holdings. 
The price of gold is at the highest level since 2011 and is already trading at record prices in most foreign 
currencies. We expect gold to continue higher as pressures build and anxieties increase. As mentioned 
above, no one can predict how future events will play out. However, we believe this allocation gives us 
the best chance for long-term success amid the rich asset prices and poor earnings outlook of the current 
environment.    

 
 

 Sincerely, 
 

        Keating Investment Counselors, Inc. 
 

 

Disclaimer 

The information provided is for informational and educational purposes only. It is not intended to provide specific 
advice or recommendations. All efforts have been made to report true and accurate information. The information 
on this publication is subject to change without notice and may become outdated or otherwise rendered incorrect 
due to subsequent new research or other changes. Keating Investment Counselors, Inc. is unable to always verify 
the content from third party sources. Please refer to our privacy policy. For additional information and disclosures 
about Keating Investment Counselors, Inc., please visit the SEC Website at www.adviserinfo.sec.gov (CRD 
#110134) and the ADV Part 2. 
 
Investing in securities involves risk of loss that you should be prepared to bear. Markets are volatile and funds 
needed for specific purposes within a short to intermediate time period should not be committed to stocks, long-
term bonds, and related securities. We do not represent or guarantee that our services or methods of analysis can 
or will predict future results, successfully identify market tops or bottoms, or insulate clients from losses due to 
market corrections or declines. We do not offer any promises that your financial goals and objectives will be met. 
Past performance is not an indication of future performance.  For additional information on risk of loss, please 
refer to the ADV Part 2. 
 

https://secureservercdn.net/166.62.110.72/fge.899.myftpupload.com/wp-content/uploads/2019/10/2019-10-Privacy-Notice.pdf
https://adviserinfo.sec.gov/Firm/110134
https://secureservercdn.net/166.62.110.72/fge.899.myftpupload.com/wp-content/uploads/2020/04/2020-FormADV-Part-2.pdf
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https://secureservercdn.net/166.62.110.72/fge.899.myftpupload.com/wp-content/uploads/2020/04/2020-FormADV-Part-2.pdf

