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In our conversations with many of you over the last six months, our discussions have focused on why the market has been so 
strong given the ongoing pandemic combined with the upcoming election uncertainty in the U.S.  The Dow and S&P 500 
dropped 35% during the six weeks between 2/16/20 and 3/23/20 when the Federal Reserve stepped in with massive 
monetary stimulus.  Congress then took action with fiscal stimulus several days later with the CARES Act that provided direct 
payments to individuals as well as government backed loans for small businesses and the airline industry.  The strong 
recovery in economic data from the two-month lockdown induced recession has also lifted prices.  GDP fell 31.4% during the 
second quarter, but it is expected to rise 32% in Q3 driven by strength in housing, durable goods, and inventory rebuilding.  
The S&P 500 is up 5.57% ytd even with the pullback in September of -3.80.  Noted strategist Ed Yardeni thinks that this 
pullback is healthy for the market, allowing it to consolidate gains while letting earnings catch up to valuations.  The forward 
P/E peaked at 23.2x, and has now pulled back to 21.0x.  The 10 year Treasury yield ended the quarter at 0.71%, up from its 
low of 0.35% in March. 
 
We wrote about many of these factors in our Q1 letter as reasons to remain optimistic about prospects for the rest of the 
year.  There are several other areas that have emerged as sources of strength for the U.S. economy.  Housing has boomed 
during the pandemic.  Existing home sales during August rose at 6.0 million seasonally adjusted annual rate.  This is the 
highest rate since May of 2006, and the month’s supply of single-family homes hit a new record low of 2.8 months in August.  
This has been driven both by people leaving the cities for the suburbs as well as first time buyers taking advantage of low 
mortgage rates.  The age group under 35 years is now at 40.6% home ownership, the highest level since the third quarter of 
2008.  Consumer spending has shifted dramatically since February with Americans spending 12% more on durable goods such 
as cars, appliances, and furniture than they did before the pandemic (Barron’s 9/14/20).  They are spending 9% less on 
services in the same time frame: eating out, travel, leisure, etc.  The pandemic has opened up a wide gap between the 
winners and losers in a socially distanced world. 

 
Other big winners in this economy are the technology companies that allow people to work from home/anywhere and 
entertain themselves from their home.  A group of five of these stocks, Facebook, Amazon, Apple, Microsoft, and Alphabet, 
reached a record high percentage of market cap of 26.4% of the S&P 500 on 9/02 before the recent pullback.  As an 
interesting history note, the top five stocks in 2000, Microsoft, Cisco, GE, Intel, and Exxon, hit a high percentage of market 
cap of 18.5% in March of 2000.  Exxon was just recently deleted from the Dow, and Microsoft is the only one of the group 
that has managed to reinvent itself in a relevant way.  Spending on cloud-based technology has accelerated dramatically in an 
effort to keep people working and playing remotely until a vaccine is developed. 
 
While the economic and employment data has been quite strong, there is still the worry that a vaccine will be delayed or that 
there will be another wave of Covid-19 that coincides with the normal flu season.  It appears likely that many more people 
will get the flu vaccine this year, and if people continue to be diligent about wearing masks and sanitizing, we may be able to 
avoid a bad flu season on top of Covid infections.  The recent peace announcements in the Middle East should also keep oil 
prices low which will benefit both consumers and businesses.  We are optimistic that the strength in technology, housing, and 
transportation ex airlines will offset the weakness in the industries that have been hardest hit by the virus until the entire 
economy is on a more normal course.  The loss of life has been terrible with over one million deaths worldwide, and many 
people are still suffering economically.  Congress and the administration are back in negotiations about a second round of 
fiscal stimulus which will help the parts of the economy that are still in trouble. 
 
Thank you for your continued confidence is us, and we look forward to visiting with you in person or by phone.   
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