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April 27th, 2020  

 

Confused yet?  You’re not alone… 

At this very moment, the S&P 500 is trading 

at 2,875, which is 15% lower than the all-time 

high it reached just over nine weeks ago on 

February 19th.  The S&P 500 is also up 24% 

from the lows it hit just over a month ago on 

March 23rd.  Lastly, the S&P 500 is a modest 

3.5% below where it traded a year ago, and 

it’s this reference point that I find fascinating 

given the fundamental setup today versus this 

time last year.  I’ll get into some of the 

changes in the economic and fundamental data 

below, but with gold up over 30% from a year 

ago, the VIX index tripling, the 10-year 
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Treasury yield falling below 0.70%, WTI 

trading below $15/bbl (trading negative at one 

point), and Q1 earnings estimated to fall 15% 

with estimates for Q2 suggesting an even 

deeper slide – I would have never imagined 

that the S&P 500 would be trading near 2,900.        

 

Consider that twelve months ago, the 

unemployment rate was holding below 4%, 

compared to expectations that over the next 

several months it is set to move into the mid-

teens and perhaps push north of 20%.  

Additionally, over the past five weeks the 

cumulative tally for initial jobless claims is 

just over 26 million with continuing claims 

just below 16 million.  The number of initial 

claims filers wipes out the entire tally of job 

gains added in the expansion that began in 

2009 and ended in February 2020. 
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Beyond the jobs market, we’re seeing 

manufacturing and non-manufacturing PMI 

surveys succumb to multi-year-low readings, 

and in many cases, even record lows: 

 

• April Empire State Manufacturing Survey 

plummeted to -78.2, its lowest level in the 

history of the survey, from -21 in March.  

This index was at +12.9 at the end of 

February. 

• April Philly Fed Manufacturing Survey 

dropped to -56.6, its lowest reading since 

July 1980, from -12.7 in March.  This 

index was at +36.7 at the end of February. 

• April Kansas City Fed Survey declined to 

-30, the lowest composite reading in 

survey history, from -17 in March.  This 

index was at +5 at the end of February. 

• April Dallas Fed Survey fell to -73.7, its 

lowest reading since the survey began in 
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2004, from -70 in March. This index was 

at +1.2 at the end of February. 

 

Look, I could leaf through consumer 

sentiment readings, retail sales numbers, GDP 

growth forecasts, industrial production 

figures…as they all show a similar reality, and 

it’s a reality that’s become widely recognized 

over the past several months.  Global 

economic activity is staring down the pipe of 

one of the quickest and steepest economic 

retrenchments in history.   

 

Let me speak plainly, with the only 

proclamation I feel comfortable making at this 

moment: I find it extremely difficult to 

rationalize and/or justify why the equity 

market is doing what it has been doing over 

the past several weeks.  I can completely 

understand and make sense of a bear market 

rally occurring following the breathtaking 
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35% slide in the S&P 500 inside of five weeks 

from mid-February to late-March.  But a 

relentless rally in the face of a fundamental 

footprint that according to my work just 

weakens by the day is more than befuddling.   

 

Sure, there are many clever narratives that can 

be spun by many sharp and outside the box 

thinkers to explain why such and such is 

happening.  I’m more than willing to be open 

minded in entertaining such views, but it’s a 

reach too far to be willing to fully absolve 

oneself from fundamental investment metrics 

that have proven themselves to withstand the 

test of time. 

 

As I see it, the stock market is engaged in a 

tug-of-war between one of, if not the, worst 

fundamental backdrops in our lifetimes on one 

side, and on the other side is the largest set of 

liquidity injections by central banks in history.  
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It was last October that the first domino fell in 

this evolving chaos in capital markets 

situation with repo rates blowing out, which 

forced the Fed to step in and restart QE.  Then 

came the response to Covid-19, which lurched 

the global economy into an immediate 

recession, and as a result the Fed stepped in 

more aggressively with expanding its QE 

policies.  So in the last six months, we’ve seen 

the Fed’s balance sheet grow from roughly 

$3.7 trillion to just under $7 trillion as of last 

week.  What we’re looking at here is that 

inside of six months, the Fed has injected as 

much liquidity into the financial system as it 

has previously over the entire 107-year history 

of the Federal Reserve, which dates back to 

1913.  As we have observed over the past 

decade, a lot of this liquidity ultimately finds 

its way into asset prices of all kinds, and this 

variable alone is as good of an explanatory 
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variable as any as to why asset prices are 

relentlessly defying fundamental reality. 

 

That is what makes the current investment 

backdrop so challenging, where the S&P 500 

– at just below 2,900, 15% below its February 

peak – is back to trading at its cycle high P/E 

valuation based upon forward 12-month 

earnings forecasts.  Let me be sure this point 

isn’t lost on anyone – earnings estimates have 

declined at a faster clip than what the S&P 

500 has, which is how this valuation multiple 

can be higher today than it was in February.  

Look, I don’t know what an appropriate 

multiple is for the S&P 500 at the moment, 

but I highly doubt that a forward multiple 

trading fully 5x above the historical norm is 

sustainable.  Especially given my view that we 

are facing a very fragile and sclerotic 

economic recovery, an environment that will 

include financial repression in the form of 0% 
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interest rates, a Fed balance sheet that appears 

set to top $10 trillion (roughly 50% of GDP), 

and a deficit-to-GDP ratio that is heading for a 

record (outside of WWII) of at least 20%.  An 

investment backdrop that engenders less free 

market capitalism while requiring more 

government intervention historically hasn’t 

garnered a higher valuation multiple.  

 

Just reflecting on the last decade should give 

investors pause to consider what they know 

and/or what they think they know.  We have a 

Federal Reserve that thought they would be 

able to extricate themselves at some point 

from unconventional and unprecedented 

monetary policies, but the truth is that over 

time, politicians, investors, and the financial 

system only demanded more.  Politicians used 

to at least humor the public’s belief that fiscal 

prudence would be employed with tax payer 

funds and fiscal responsibility would not be 
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abused, yet here we are with a deficit set to 

approach $3.7 trillion this year and total 

federal debt set to breach $25 trillion.  

However, no politician seems to be too 

concerned about the moral hazard and reckless 

habits being created by the unchecked 

handouts and bailouts being dispersed today.            

 

I remain of the opinion that this move up in 

the equity market is a bear market rally that 

eventually rolls over, and the equity market 

eventually reacquaints itself with the 

fundamental reality that resides at lower 

prices.  Large bounces in the equity market are 

normal occurrences during recessionary bear 

markets, where we had several rallies from 

extreme oversold readings in 2002 and again 

in 2008.  Heck, the equity market surged 44% 

over the course of five months from the initial 

low in November 1929 at the onset of the 

Great Depression, but the ultimate low didn’t 
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occur until 1932.  I don’t want such a view to 

be interpreted as a certainty or imply that 

investors should be playing it as an all or 

nothing bet.  Nothing could be further from a 

prudent and disciplined investment process.  

All I’m saying is that I still lean in the camp 

that we retest, if not take out, the March lows 

before this recessionary part of the business 

cycle has run its course.  If we don’t, so be it, 

as I’m comfortable with the equity exposure 

currently being carried in portfolios and we 

will continue to be on the lookout for 

opportunities to take advantage of that which 

comes across our radar.   

 

I want to keep my thoughts short in this 

week’s missive because I wanted to highlight 

the recent perspectives of two widely followed 

and highly respected market practitioners on 

current events.  The first is a seven-minute 

clip from an interview by Jonathon Ferro on 
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Bloomberg TV (link) of Mohamed El-Erian 

(whose credentials and intelligence speak for 

themselves) that I think is very insightful and 

concise in simplifying an extremely complex 

and dynamic market environment.   

 

The second is a piece penned by Guggenheim 

Global CIO Scott Minerd, titled “Prepare for 

the Era of Recrimination” (link).  I thought 

this piece was so on point and consistent with 

our work on the global investment framework 

that I wish I wrote it myself.  But rather than 

recreate the wheel, I’d just as soon give credit 

where it’s due and encourage you to read and 

process the present and longer-term 

implications of what Mr. Minerd lays out in 

this piece.      

 

This week sets up to be a pivotal week in 

markets with a Fed meeting concluding on 

Wednesday, and we also have the busiest 

https://twitter.com/i/status/1253321591712182275
https://www.guggenheiminvestments.com/perspectives/global-cio-outlook/prepare-for-the-era-of-recrimination
https://www.guggenheiminvestments.com/perspectives/global-cio-outlook/prepare-for-the-era-of-recrimination
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week from an earnings standpoint with 142 

S&P 500 companies reporting Q1 results.  

Included in this list of earnings reports are the 

5 Tech Heavyweights (Amazon, Microsoft, 

Google, Facebook, and Apple) which 

collectively now constitute over 20% of the 

S&P 500.  These are the companies that have 

been moving the market, so what they have to 

say and how investors react will set in motion 

the next leg in the equity market, either higher 

or lower.     
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