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July 24, 2020
Small-Cap Catch-Up
The Covid-19 pandemic has created significant uncertainty. For the most part, the
stock market has held up surprisingly well with the S&P 500 now having a small positive
gain for the year. The key bullish drivers have been tremendous monetary/fiscal
stimulus and an acceleration to on-line commerce which is benefiting the very large
capitalization companies in the market.
The largest three companies in the S&P 500, representing 16.6% of the index, are
Microsoft, Apple and Amazon. They have appreciated between 50%-90% year-to-date.
This explains much of the strength in the S&P 500 and especially in the NASDAQ
where their representation is 34.4%.
The chart below shows the positive correlation between global money supply (M1) and
global total stock market returns. As of this week, global liquidity is providing a leading
indication that stocks are headed higher over time.

The Russell 2000 small-capitalization index (ETF IWM) is down by about 10% year-todate. Microsoft, Apple or Amazon are not in this index. The largest three companies in
the index have a total combined weighting of about 1.1%.
In the past week, the Russell 2000 is up by about 1.7% and the NASDAQ is down 1.5%.
Many of the small company stocks are dependent on the economy reopening. They are
hurt by social distancing and stay-at-home orders. Their outperformance in the past five
trading days may be providing the early signs that the market is anticipating the
implementation of a vaccine or more effective treatment within the next six months.
An internet search for the bullish stock trading pattern called “Cup and Handle” will find
the chart below on the Investopedia web site.

The next chart shows the Russell 2000 ETF (IWM) trading pattern over the past nine
months. From a chart perspective, the Russell looks bullish.

The Leading Economic Index (LEI) was reported this week up 2% in June following a
3.2% increase in May. The six-month moving average remains negative and it will be
several months before the LEI is likely to provide a definite reading of sustained
expansion.
Give Us a Call Today
We have unique and sophisticated investment methods that seek to capture the stock
market’s gains while minimizing drawdowns in bear markets. If you would like to learn
more about how we manage money, we invite you to give us a call at (415) 249-6337,
visit www.deltaim.com or email us at info@deltaim.com.
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