QUARTERLY
COMMENTARY
FALL 2020

1880 Century Park East, Suite 1020, Los Angeles CA 90067 | T 310.492.7330 | F 323.521.2332 | info@svwealth.com

THIRD QUARTER
RECAP
THE THIRD QUARTER HAS ENDED FOLLOWING A ROLLER-COASTER RIDE OF VOLATILITY FOR INVESTORS.
Be that as it may, the S&P 500 returned an impressive 8.47% during this period. August saw the best month dating back to the
mid-1980’s, and while the markets tumbled in September down 3.92%, it finished off the month with a rally of almost 4%
during the last five trading days of the quarter.
The S&P 500 hit a milestone on August 18th, closing higher than the all-time high set February 19, 2020, ending the shortest
bear market in history. A bear market is traditionally defined as a 20% decrease in the index from a previous peak, but it is not
officially called a bear market until the index recovers past the previous all-time high. That officially means the COVID-19 bear
market ended in just over a month, and according to Wallstreet jargon, we are now in a bull market since the March low.
S&P 500 SURPASSES ALL-TIME HIGH

The CBOE Market Volatility Index (VIX), also known as the “Fear Index,” spiked to a level of 33 during the early September
market selloff.
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To put this into perspective, the average level of the VIX is 17.38, which is 47.33% lower than the quarterly high.
Investors were anxious to learn how quarterly earnings panned out to provide an indication of the health of the US economy.
Analysts understood corporate earnings were going to come in very poorly, and according to FactSet on June 30th, the
estimated earnings decline for the second quarter was negative 44.1% compared to last year. The number came in better than
expected at negative 31.7%, and while that may still seem like a large decrease, it is much better relative to the low of the
fourth quarter of 2008 when earnings declined to negative 69.1% year-over-year. [ i ]

Q2 2020: Growth

On a macroeconomic level, the unemployment numbers began to decrease from the 14.7% high set in April, the US Dollar fell,
inflation picked up moderately, and the Federal Reserve maintained short-term rates at record lows.
With so much uncertainty in forecasting, the markets turned away from fundamentals and looked to technical analysis for
guidance where the market would go next. Technical analysis is looking at chart patterns, while fundamental analysis is
looking at company financial metrics. Until we get clarity, and things begin to get “back to normal,” we believe analyst will
continue to watch technical over fundamental analysis.
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LOOKING
AHEAD
THE U.S. PRESIDENTIAL ELECTION IS ONLY WEEKS AWAY, AND FOR THE MOST PART, THE MARKETS HAVE BEEN
PAYING MORE ATTENTION TO COVID-19 DATA AND DOWNPLAYING THE POSSIBLE ADMINISTRATION CHANGE.
With Joe Biden leading in the polls, some investors have puzzled why the markets have not sold off given that Biden has
stated he would push to increase corporate taxes from the current 21% to 28%. With the increase of corporate taxes, it
would have an impact of decreasing corporate profits by 7%.
If we do a little math, we can see that about 40% of the S&P 500 proﬁts are earned outside of the U.S., which means only 60%
of corporate proﬁts would be affected. Another way to look at it is that we would expect only a 4.2% decrease in corporate
proﬁts from a 7% increase in corporate taxes. If we discount that amount to the expected 2021 earnings of $166.39 [ ii ], we get
an adjusted earnings of $159.40, and if we apply an 18.5 price-to-earnings multiple, we would expect to see a market level of
2949, or in other words, a drop of 12% from the September 30th market close.
However, markets have increased in value rather than selling off, even with some polls showing an increase in Biden’s lead. The
markets do not operate in a vacuum and the world is not as simple as the previous example. For one, if we get a split congress,
it will not be easy for Biden to push forward his corporate tax initiative quickly. If the Democrats take the Senate, it is possible
to get something done in 2021, but with the economy still on shaky grounds, we think the Democrats will have a difficult time.
Another aspect to consider is the likely fiscal stimulus package that would put money back to the American people. A boost in
spending could help counter a decrease in corporate earnings, which would act as support for stock prices. The markets are
forward looking, so they are seeing past the election with the idea that things will get "back to normal” and the American
economy will continue to grow.
The investment environment continues to be positive on U.S. stocks because all other asset classes have a poor outlook.
Traditionally, most investors have three major asset classes to invest: stocks, bonds, and cash. These investors make tradeoffs
to invest in those asset classes based on many factors, including the amount of cash flow produced by the investments in the
asset classes.
Today, the depressed yields have forced some
investors to look to stocks because holding cash
or buying a bond simply does not make sense.
Cash pays about .01% and a bond, like the
10-Year US Treasury, has a yield of .67%, while
the S&P 500 has a dividend yield of 1.84% over
the last twelve months. This trade off is a
tailwind to stocks because an investor can get a
higher yield with the potential capital appreciation. Compare that to the trade off investors
had to make in the year 2000, when the
opposite was true at that time as bonds had a
yield of about 6.5%, while the dividend yield on
the S&P 500 was only .95%. We believe this will
continue to help stocks move forward in the
long run.
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In just a few weeks, we will get more clarity around what the next four years will look like from a policy perspective and that
should help the markets. This fourth quarter we will go through our annual long-term capital market assumptions and make
decisions on how our portfolios will be adjusted for 2021. We will communicate our market views and portfolio changes on
our weekly Market Updates and on the next quarterly commentary. Until then, we thank you for the trust you have placed in
the Surevest Team.

Robert J. Luna, CIMA®, AIF®

Luis Galdamez, CFA®, CFP®, ChFC®, AIF®

CEO & Chief Investment Strategist

COO & Director of Investments

DISCLOSURE
The information on this commentary is for informational purposes only and not meant as specific investment advice. Speak
with your financial advisor before acting on any of the information discussed. Surevest Private Wealth is a Registered
Investment Adviser. Advisory services are only offered to clients or prospective clients where Surevest Private Wealth and
its representatives are properly licensed or exempt from licensure. No advice may be rendered by Surevest Private Wealth
unless a client service agreement is in place.
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