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“Prices move first – then you get narratives. Prices 
must be right, therefore … However, the narrative 
is always incomplete.” If you think about it, eve-
ryone is always trying to explain what happened, 
wanting to be the expert in interpreting the data. 
So, what happens when the data does not seem to 
reconcile with prices? The stock market is back to 
where it was at the beginning the year. Yet, every-
one knows the economy is nowhere near where it 
was at the beginning of the year. 
 
Some companies are doing better. Amazon, Mi-
crosoft, Kroger, and Clorox to name a few. Then 
there are the airlines. Nobody likes to see money 
given to money losing ventures. People want to 
travel but are either hesitant, fearful, or just meet 
online. The airlines are almost forced to keep fly-
ing. Our economy depends on them in more ways 
than just vacations. We still want and expect to fly 
across the country if we deem it important, how-
ever, the airlines are losing billions per month for 
you to have the option to fly anytime you desire. 
You and everyone else sees no end in sight to this 
disaster. The airline narrative is on a different 
planet from the technology narrative. You see 
more packages being delivered so a record high 
stock price for Amazon makes some sense, how-
ever, with parts of the economy shut down, why 
don’t prices overall not appear to reflect any of 
this? If we go back to asking why prices moved, 
as opposed to trying to predict where prices will 
move to, it becomes a little easier to reconcile. 
 
You already know part of the answer. A 10-year 
Treasury note pays you .6%, while a one-year 
Treasury offers a total of .15%. The dividend 
yield of the S&P 500 pays 12 times more than the 
one-year Treasury, and three times the 10-year 
Treasury. Bond payments are fixed your interest 
payments aren’t going up. This is not the case 
with stock market dividends. Total dividend pay-
ments for the market have grown by 6% histori-
cally. This gap is significant. Now we all know 
the Fed can not maintain this scenario indefinitely, 
so why pay full price? The real dilemma is if you 
have other viable options to invest in? 
 
Let us say you are willing to buy corporate bonds 

instead. A 3% yield sounds a whole lot better 
than .6%. Before you do what appears to be the 
obvious, consider first what happened in a two-
week period in March. The investment grade cor-
porate bond index declined by 20%. The risks of 
owning bonds that reflect record low yields comes 
in several forms. The first is just the simple fact 
that someday interest rates will move higher. Eve-
ry 1% increase in bond yields results in approxi-
mately a 9% decline in bond prices. If the econo-
my fails to recover, there is also credit risk. A 
bond that has the appearance of becoming a high-
er risk, also declines in price. The Fed can not 
support prices forever, so you really become a 
speculator hoping that you will be the first out the 
door, because who wants .60% for the next 10 
years? Remember, you are almost always analyz-
ing why prices moved after they move. 
 
Markets do like it when things are perceived as 
becoming better, not worse. The housing market 
has performed extremely well despite record high 
unemployment and dramatic declines in GDP. If 
you do have a job, or the resources to afford a 
house, mortgage rates (at fifty-year lows) are very 
enticing. That $1,000 a month payment buys a 
bigger house; therefore, people have been buying 
houses. The same concept applies to stocks. The 
challenge is that everyone questions how long this 
can continue. There is a certain amount of faith 
that enters the picture. Warren Buffett is known 
for saying that you should never bet against 
America, but then he appeared to make very few 
bets in the March market decline (Although, he 
did buy a natural gas pipeline in July). 
 
Not to sound like a broken record, however, com-
panies with growing cashflows and dividends sure 
seem like a great defense in a world that seems 
highly uncertain. Otherwise, you really need to be 
prepared to earn nothing on your money as well as 
able to afford earning nothing for the foreseeable 
future. The cost of being wrong in an economy 
that is supported by government spending does 
not have a middle ground. Though it may appear 
dire, America has been through challenges before. 


