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3rd  QUARTER OUTLOOK 

 

2020 A Year to Forget – so far 

How It Unfolded 

 

2020 is sure turning out to be a year we 
would all like to forget. We were minding our 
own business when in February what came to 
be known as Covid-19 began to rear its ugly 
head here in the United States. Now, it’s likely 
that it was rearing its ugly head before 
February and that because we had no testing 
and many who contract it are asymptomatic, 
we just did not officially know it yet. 
Nevertheless, it was evident that something 
significant was unfolding around the world, 
but as late as mid-February stocks were still 
making new highs. We wondered aloud in our 
daily emails why the markets didn’t seem 
very concerned about the possibilities and 
the effects that a pandemic could have on the 
U.S. and the world.  

 

 

But, as we made our way into March, the 
markets started to take notice of the 
outbreak of Covid-19 cases around the world 
and disarray followed. Stocks plummeted to 
the tune of about 37% as measured by the 
S&P 500 by March 23rd, and just as nerve 

wracking, if not more, was the fact that 
corporate and municipal bond prices 
plunged. It was at this point that States, 
Municipalities and Cities all around the 
country began to forcibly close businesses 
and ask or require folks to stay home. As 
mentioned, the effects of all of this on the 
economy were going to be enormous. We, in 
effect, were closing down the economy here 
in the U.S. as were other countries around 
the world.  

Given the dire straits that the U.S. economy 
found itself in, government was surely going 
to be required to fill the economic hole. First, 
the Federal Reserve announced that they 
would be taking interest rates, as 
represented by the Fed Funds rate, all the 
way back down to zero percent. In addition, 
Chairman Powell and his associates 
announced that they would be providing 
liquidity to the debt markets by purchasing 
both corporate and municipal bonds. In 
essence, to stem the tide of liquidation that 
was overwhelming the markets, the Fed was 
going to provide whatever liquidity was 
necessary.  

Then, the White House and Congress very 
quickly hammered out the CARES 
(Coronavirus Aid, Relief, and Economic 
Security) Act, which provided money for 
those who were forced out of jobs and into 
their homes, as well as providing forgivable  

 

“Given the dire straits that the U.S. economy found itself in, 
government was surely going to be required to fill the 
economic hole.” 
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loans (Paycheck Protection Program) to 
businesses affected by the closures.  

All of this government intervention provided 
the fuel needed to get markets back on their 
feet. The bond market began to be priced 
more accurately, and stocks began to recover 
some of the losses they had seen in March. 
Despite the economy and employment 
heading south, stock and bond prices were 
now heading north.  

As the second quarter unfolded, we began to 
get encouraging news on the vaccine and 
therapeutics front, and the forced social 
distancing that the country was employing 
seemed to be flattening the curve, the term 
used to indicate that the number of Covid-19 
cases were leveling off. Hot spots like New 
York and New Jersey, though hardest hit 
appeared to be winning the battle against the 
virus as hospitalizations and deaths began to 
decline.  

With the help of the Fed’s liquidity, 
Congress’s stimulus and better news on the 
health front, stocks began to recover. Added 
to the litany of positive events was the fact 
that many States and regions of the country 
were opening back up their economies.  

By the end of the second quarter, the stock 
market had recovered most of the losses that 
it had seen in the first quarter, and the bond 
market, with the help of the Fed’s promised 
liquidity, regained its footing and prices 
returned to reflect a more accurate reading 
of interest rate levels. More importantly for 
Main Street, many of the massive number of 
jobs lost earlier in the year have begun to 
come back as reflected in the May and June 
jobs reports. So, the “great reopening” is 
certainly helping to some degree on the 
economic front, but as we look into the 2nd 
half of 2020, many business and workers will 
still be suffering.  

What’s Next? 

As mentioned, the economy had begun to 
open back up as the 2nd quarter came to a 
close. But, as we have seen, Covid-19 never 
really went away and States like Texas, 
Florida, Arizona and California are 
experiencing huge spikes in positive cases. 
Now, because many of the people who 
contract the virus never show any symptoms, 
increased testing is confirming the belief that 
many more people have or have had the 
virus. The good news is that it is likely a 
smaller percentage of people who get Covid-
19 will become extremely sick or even die 
than what we might have believed just a 
couple of months ago. The bad news is that 
the summer months did not make the virus 
disappear and it appears to continue to be 
extremely contagious. Simply put, we are 
likely going to have to contend with the virus 
and its spread until such time that a vaccine 
is available. So, what does that mean for the 
economy and the stock market as we look 
into the second half of 2020? 

The Economy  

Despite the recovery in the stock market over 
the past few months, it is likely that the 
economy is still going to struggle mightily in 
the second half of 2020. As we have seen, 
many of the States that had opened back up 
are beginning to pull back once again. 

 Remember, the hospitality part of the U.S. 
economy is not only important in the fact that 
it employs many millions of Americans, but 
just as importantly it provides Americans with 
fun, entertainment and escape from reality- 
all vital for the mental health of society. Not 
being able to go to your favorite restaurant, 
gather with your friends at your favorite 
watering hole, take the kids to Disneyworld, 
enjoy a relaxing cruise, or just take in a movie 
at your local theater, deprives us of our basic 
need to have those  
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moments where we are able to escape some 
of the pressures and harsh realities of life. If 
the great reopening continues to be delayed 
or is forced to retreat even more than we’ve 
already seen, then not only is the economy 
going to continue to struggle in the second 
half of the year, but too will the psyche of the 
American people.  

We have already seen evidence that even 
when restaurants, gyms, bars and theaters do 
open, many folks are reluctant to patronize 
such establishments, given the perceived 
health risks. And, of course, the airline 
industry, which doesn’t appear to be 
anywhere close to being able to get back to 
normal, continues to suffer from the same 
health concerns.  So, until there is a vaccine 
available the most vulnerable parts of the 
American economy are going to remain 
challenged at the very least.  

On the other hand, the “stay at home” 
economy has thrived over the past several 
months. We have seen online retailers and 
grocery stores (we need food) thrive. Also, 
any technology that connects us for business, 
or provides the means to visit our loved ones 
has surged to prominence. So, there have 
been some winners that have arisen from the 
chaos that 2020 has dealt us, but 
unfortunately the areas where so many 
Americans are employed have felt the brunt 
of the situation.  

What’s Ahead for Stocks? 

As mentioned, the economy is very likely to 
continue to struggle in the 2nd half of 2020. If 
the economy struggles, then it is safe say that 
corporate earnings are likely to struggle. 
Again, there is a segment of the economy that 

actually will show strong earnings growth, 
but a large segment of the economy will 
remain under pressure while the virus 
concerns persist.  

Then, one might ask, why have stocks nearly 
recovered all of the losses from earlier in the 
year? Well, first of all, not all stocks have 
recovered. As a matter of fact, many stocks 
remain well below their highs from early in 
the year. Indeed, the market averages have 
recovered mainly from the rise in the share 
prices of Apple, Amazon, Microsoft and a few 
others. So, the shares of just a handful of 
companies that are actually thriving in these 
difficult times are the reason that it feels like 
the markets have barely been affected by this 
whole Covid-19 crisis.  

The question we have at this point is can 
these same handful of stocks continue to take 
the market averages higher as we enter the 
2nd half of the year? The companies that 
benefit from a smooth reopening of the 
economy for the most part are still lingering 
at depressed levels. It may take better news 
on the availability of vaccines before the 
“reopening” stocks can receive an all clear 
signal. So, not only are corporate earnings a 
challenge to the second half of the year 
performance for the markets, but so too is 
the fact that recent gains have been very 
concentrated. Can that continue? 

The good news for stocks in general is that 
they are the only game in town. Now that the 
Federal Reserve has taken short term interest 
rates back to zero and maturities, as lengthy 
as 10 years, yield less than 1% on the U.S. 
Treasury note, investors appear to have a 
limited amount of choices when it comes to 
building a portfolio which will help them 
achieve their long term financial goals. For 
those in retirement (the distribution phase of 
the investment cycle) current income is a 
must. With interest rates at less than 1%, the  

“Despite the recovery in the stock market over the past few 
months, it is likely that the economy is still going to struggle 
mightily in the second half of 2020. 
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dividend yield of common stocks looks more 
and more attractive. Not to mention, you 
can’t achieve growth in a fixed income 
instrument yielding virtually nothing, but you 
can in a company that is part of the fabric of 
America and is able to provide cash flow to 
investors from their ability to make a profit. 
That there is no other alternative is a big 
reason we saw stocks recover from the 
March 23rd lows, and continue to see dips 
bought within a day or two.  

 

 

 

Perhaps an even more prominent reason that 
stocks have recovered since March is the 
liquidity that the Federal Reserve is providing. 
The central bank has pledged trillions of 
dollars of backing for all types of fixed income 
instruments. With that liquidity now freed 
up, institutional investors have a massive 
amount of buying power that is finding its 
way into stocks. Again, to achieve a return on 
their money, these institutional investors are 
drawn even more so to stocks at moments 
like this.  

So, stocks in general have benefited in the 
second quarter from the Fed’s liquidity and 
the investors need for return. Not all stocks 
have participated equally, as there have 
certainly been winners and losers to this 
point, and that is likely to continue to occur in 
the second half of the year. If the great 
reopening is a success then certain 
economically sensitive stocks will be the 
winners. If the great reopening does not go 
well, then stay-at-home stocks will prevail. 
But, it appears that because of the Fed’s 
liquidity and the lack of alternatives, 
investors are going to have to hold their 
noses and own stocks despite the reality that 

the economy will be very challenged the 
balance of 2020. 

  

Summary 

It has been a very challenging year for 
investors as they have to deal with the 
unknowns of a pandemic and the realization 
that the economy is going to be very 
challenged for some time to come. We have 
been very encouraged by the behavior of you, 
our clients, during these trying times. 
Everyone seems to be remembering that we 
invest for the future, not for the moment, and 
with that as our guide we have seen all of you 
very calm and determined to stick with the 
game plan. That is vital at times like this, as 
emotional reactions can cause detrimental 
decision making. Let’s continue to keep calm. 
As we have mentioned, no one knows how all 
of this is going to play out over the next 6-12 
months, so we will instead stay focused on 
the future and the process.  

As always, we appreciate that you entrust us 
to manage your money and guide you on your 
road to financial success. We strive to keep 
you informed and to provide you with the 
best service in the industry. Please don’t 
hesitate to contact us with any thoughts or 
questions. If you feel that we can help 
someone you know and love, who may be 
going through a life changing event such as 
divorce, inheritance, selling a business, 
retiring soon, or just struggling with the 
pandemic, be sure to let us know. We would 
love to help. Stay safe everyone.  

 

“The question we have at this point is can these same handful 
of stocks continue to take the market averages higher as we 
enter the 2nd half of the year?” 


