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Party like it’s 1999

Capital market review 
and update of 2020

•Unified effort for 
cure, economics cover 
major worry

•From being positive 
to warning of over 
valuations

•Expect bumps, no ex-
tra risk taking in the 
market

•Safe over sorry, care-
ful recognition of valu-
ations

•Caution and careful 
observation is war-
ranted

•Watching the 
Trimmed Mean neces-
sary for some time

This article is intended to go back through this year’s events, 
review what has occurred, comment on the various actions of 

important officials, point out where we may be 
going and review areas to be cautious moving 
forward. 

As the spread of the coronavirus occurred, 
capital market participants in true 
anticipation form, voted with their feet 

and sold assets across the board well ahead of the 
eventual lock downs. 

The largely followed S&P 500 (larger U.S. 
companies) fell over 33% along with major 
international markets such as the German DAX 
falling over 35% and U.S. small companies 

represented by the Russell 2000, falling over 40%. 
The most startling item of the drop was the speed at which this 

drop occurred, 27 days!  Looking back, it’s possible this was a 
good thing, as the speed of drop was, as we know now, met with a 
rapid ascent. (See chart below.)
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Unified effort for cure, economics cover major worry
Feb. 7 to March 

23, 2020
 Looking just a 

little farther back (but 
what may seem like 
an eternity at times) 
into the interest rate 
increase hissy fit of 
2018, a strikingly 
similar event 
occurred.

Once again the 
much followed S&P 
500 fell almost 20% 
with about two thirds 
of the drop occurring 
in 16 days in 
December, an unwritten ruled 
Wall Street month of calm and 
normalcy: do no harm or favors 
in December.

Ignoring the speed of these 
most recent declines is a bad 
idea as we need only look 
earlier in 2018 to see ANOTHER 
very fast drop.

Oct. 1 to Dec. 24, 
2018

In our opinion, 
the biggest take 
away from reflecting 
on these multiple, 
fast paced declines 
(see chart, top of 
page), is appropriate 
asset allocation, 
particularly Fixed/
Equity (Bonds/
Stocks) is and will 
be more important 
than ever and has 
to be carefully 
monitored which we 
do but also means 
there, at times, will 
be taxable events 
due to appropriate 
rebalancing.

The FOMC steps in, lowers 
rates

By mid-March as capital 
markets continued their 
descent, the FOMC (Federal 
Open Market Committee), led 
by Jerome Powell, dropped 
the hammer on interest rates 
by a full 1% to zero. During 

normal times, .25% is the usual 
adjustment as can be seen by 
the late 2019 and early 2020, 
non-crisis adjustments. (See 
chart below.)

Lower rates are intended to 
provide lower lending costs, 
apply upward pressure on 
capital markets and help with 
residential mortgage rates 
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(while not directly 
on this last point, it 
usually seeps into 
the mortgage rate). 

 
FOMC adds more 

fuel 
Correctly using 

the financial crisis 
of 07-09 as the play 
book, the FOMC took 
the bazooka out and 
started buying assets 
to flood the markets 
with liquidity.  The 
current bazooka is 
much bigger (about 
3X) this time as 
can be seen by the 
difference in balance 
sheet increase of 
$1 trillion in 07-
09 versus the $3 trillion and 
counting increase currently. 
(See chart above.)

Globally we are not alone – 
continued stimulus expected

If you were wondering if 
we were alone in our efforts, 
rest assured, the U.S. is in 
good company as all major 
governments are currently 
working from the same 
stimulus playbook.

Being unified globally in 
our effort for a cure and our 
effort to help the respective 
economies gives very good 
cover to the worry of major 
currency devaluations or other 
possible negative outcomes 
that might come from the large 
stimulus. 

Said another way, we are all 
doing the same thing so all 

balance sheets and economies 
are operating very similarly. 
(See chart, Page 4.)

 
It worked (maybe too well), 

capital markets took notice
After celebrating a few 

years into my third decade 
of experience in the capital 
markets, this is the first time 
that within two quarters, we 
have gone from being positive 
when virtually no one was by 
looking through the valley and 
into future earnings – to now 
having to talk out of the other 
side of our mouths and warn of 
over valuations.

From our second quarter, 
2020 Cover letter –

“Unlike the last two major 
economic slowdowns there 
was uncertainty in far reaching 
aspects of other assets and 
other parts of the world and 
economies.  

At some point in time we 
will conquer the virus and 
the unknown will become the 
known.  

Capital market participants 
will anticipate this and 
begin pricing in the not only 
conclusion of this economic 
slow down but the positive 
affects of the very large 
stimulus package that has been 
put into place.”   

From our August, 2020 
review street-cents.com blog 
post –

“Gone too far
You know us to be very 

positive – all through the many 
negatives that have occurred!

You also know we will call it 
like we see it!

Markets have officially 
gone too far and are ahead 
of themselves, expect bumps 
and no extra risk taking 

From being positive to warning of over valuations
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is warranted at this time – 
CAREFUL!”

Party like it’s 99 – Oh, boy

“Price is what you pay, value 
is what you get!” 

This old Wall Street saying 

eludes to valuation. While not 
tulips or all the way back to ‘99 
peak valuation, and much of 

Expect bumps, no extra risk taking in the market
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the upward spike in the chart 
above is due to downward 
earnings estimates, things are 
certainly not cheap.

We are all for looking through 
as we mentioned early and we 
are certainly happy investors 
are doing so but we are also 
aware of very ‘99ish reckless 
investing that is going on 
currently. 

Safe over sorry and careful 
recognition of these valuations 
is our focus. Similarities to 
‘99:

•Once in a century – Internet 
revolution – Virus – Y2k

•Stretched valuations 
•Lowered trading costs luring 

in new innocent investors
•Large technology dominate 

capital market
Differences of 2020 vs. ‘99:
•Federal Reserve is our 

friend – in ‘99 rates were 
being increased with “irrational 
exuberance,” Greenspan quote

•Technology companies have 
earnings - .com era had none

The following is a true 
personal story.

During the winter of 1999 
at several gatherings, once my 
occupation was known, literally 
multiple people wanted my 
advice, wanted to talk about 
the markets and even asked to 
be a client. Heck, the YMCA I 
frequented had every TV tuned 
to a financial station.

Fast forward to two years 
later during the winter, no TV 
had ANY financial station at 
the same gym and the winter 
gatherings garnered leper like 
looks upon discovery of my 
occupation.

By no means are we 
prophesizing that this will 
occur again. We don’t want it to 
but history does rhyme and to 
ignore some of the similarities 
would be silly or maybe even 
reckless ourselves.

Healthy markets versus 
unhealthy – inflation and 
election

Healthy capital markets 
have lots of participants, 
large companies and small 
companies from all different 
sectors.

Less healthy markets have 
fewer (narrowed) participants 
which can lead to exaggerated 
valuations i.e. afore mentioned 
technology companies.

Safe over sorry, careful recognition of valuations
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Part 9 : 
Tom Clark, 
Social Security 

Expert, with 

The graph (top) is what is 
called an advance decline line 
and basically measures the 
participation of all companies 
in the capital markets.

When the line is going 
smartly up like it did in May 
and through the middle of June, 
it can generally be said markets 
are acting healthy.

By overlaying our favorite 
whipping index (see second 
graph), the S&P 500 with our 
advance decline line (green) it 
can be seen that especially as 
of late, capital markets are not 
as healthy.

Our hope is, of course, 
that market participation 
widens and more companies 
participate in the party. Or 
maybe the dominant players 
take a break and the others 
catch up; or maybe we just go 
sideways for some time (most 
comforting way out – means 
not likely to occur).

No matter what, caution 
and careful observation is 
warranted.

Inflation gauge – trimmed 
mean

Somewhere rattling around 
in our minds is the thought 

that eventually there will be a 
cure, eventually we will return 
to some type of normal and 
eventually the economy will 

really begin to grow.
What if the U.S. economy is 

the car that is stuck in the mud, 
only to finally get a grip and 

shoot out on to the 
road?

Inflation would be 
the measuring stick 
of this, and the Dallas 
Federal Reserve Bank 
has created one of 
the FOMC’s favorite 
measuring sticks called 
the Trimmed Mean 
Rate. (See graph, left.)

Caution and careful observation is warranted



The line in the sand is 2% as 
Jerome Powell and crew have 
made it very clear they will 
accommodate a 2ish % rate 
and maybe even more but a 
grip catching economy that 
suddenly jumps out of 
the mud would force their 
hand to raise rates.

Market participants 
would likely anticipate 
this move, just as they 
did in March and make 
adjustments. (See bottom 
chart.)

Bottom line, keeping an 
eye on the Trimmed Mean 
will be in the cards for 
some time and we will of 
course be communicating 

any major changes should they 
occur.

 Election
In closing, we certainly are 

aware of the election and we 
have fielded many questions 

about the coming election. 
No one knows for sure the 
outcome or even the markets 
reaction to the outcome, 
including ourselves of course. 
With this uncertainty, additional 
volatility could be in our future. 

It is worth remembering 
capital markets are not 
necessarily political, while 
there can be subtle winners 
and losers, capital markets 
and market participants 
will be most focused on the 
economy.

Thanks for your time and 
talk to you next year in this 
venue.
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Reach back to last year’s taxes

TIt is worth 
remembering 

capital markets are not 
necessarily political... 
capital markets and 
market participants will 
be most focused on the 
economy.

E L E C T I  O N year
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Watching the Trimmed Mean necessary for some time



Parting thoughts for you...

The opinions voiced in this material are for general information only and are not intended to 
provide specific advice or recommendations for any individual. To determine which investments may 
be appropriate for you, consult your financial advisor prior to investing.
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Dates:

Nov. 1 - Daylight 
savings time ends 

Nov. 3 - Election 
day

Nov. 26 - 
Thanksgiving holiday, 
U.S. Capital Markets 
closed

Dec. 25 - Christmas 
day, U.S. Capital 
Markets closed

With over 50 collective 
years of professional 

investment management 
years experience, the 
last two quarters marked 
the first time, confidence 
emphasis via the look 
through of the self 
inflicted slow down was 
so quickly followed by 
careful cautious warnings 
and waving of the red flag 
as fear was so quickly 
taken over by greed in the 
investor community, and 
thus capital markets.

This third consecutive 
unique newsletter, which is 
in streamline, time related 
reading format, we review 
the years events, actions 
taken by not only the U.S. 
but the world, compare 
them to historical events 
of similar times and review 
possible outcomes and 
surprises. Let us know if 
you like this easier to read 
format.

Have a good Fall and 
start to winter. We will talk 
to you again in 2021! 


