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I want to update my market view as well as cover five areas in today’s update: 
 

1. S&P 500 demonstrates the strongest momentum in decades, but… 

2. …the market is consolidating the most overbought condition in 30 years! 

3. FANG stocks have masked the reality of markets 

4. The NBER on Monday 6/8 officially declares a US recession started in February – also, what does that 
historically portend for Presidential elections? 

5. I haven’t talked Presidential Election in a while – where are we now with polls and betting odds? How about the 
House and Senate, too? 

 
Brent 
 
Before we get into the 5 topics listed above, I want to re-highlight 2 parts from 2 different notes I previously released on 
May 27th (internally) and June 1st (to associates and clients) and then want to provide you an update on those views: 
 

Brent’s 2 minute diatribe – May 27th – Released to First Citizens Bank associates 

“Yes, I know, I continue to be wrong on the direction of markets. The S&P 500 keeps rising, and we are now a +34.2%1 
bounce from March 23rd, through last night May 26th, effectively smashing all bear market rally records seen over the past 
80 years. Two comments on this - 1) I pray and wish to be continually wrong on this not only now, but for the remainder 

of this year - for everyone’s sake!, and 2) markets have certainly demonstrated in the past, an ability to fundamentally 
disconnect from, and look past, the realities at hand - looking through current events and pricing in better, more rosy 
times in the future.  
 
This historic and unprecedented rally is a perfect example of it. I (unfortunately) continue to be of the belief that the broad 
aggregate US economic picture will continue to deteriorate for a good while before it gets better. Corporate earnings, 
profitability, and revenues will get worse, corporate and consumer defaults will undoubtedly accelerate, and a statistically 
significant amount of the soon to be 40+ million unemployed workers will not return to the labor force. These are closer 
to facts, than they are a forecast, as we are seeing it happen right in front of our eyes.  
 
Maybe this time around the market doesn’t care about these things. Maybe the economy, consumers, and corporations 
will recover more quickly than we all expect, and have seen in the past. Maybe, just maybe, this time around, fiscal 
stimulus, Fed stimulus and policy actions, global central bank stimulus, TINA, and FOMO all collide together, and save our 
bacon. Unfortunately, this is certainly unknowable now, and will only be evident in a future post mortem. What all of this 
craziness DOES tell me, is that navigating life without a roadmap (aka a financial plan), is akin to personal financial suicide, 
fiscal, and fiduciary imprudence. Investing for the sake of investing, and relying solely on the past to predict the future is 
a sure-fire way of impairing your chances for financial success. In times like these, I believe it is most important to focus 
on the things you can control in your life, and try to not to worry about or fret over the uncontrollable. Help yourself out.” 

 
US equity market – crazy or smart as a fox? –  Released on June 1st 
 
“…history has been a pretty good guide, but it doesn’t always work out like the past.  Hence the constantly footnoted 
disclosure from FINRA, “Past performance may not be indicative of future results. Therefore, no client should assume that 
the future performance of any specific investment or investment strategy will be profitable or equal to past performance 
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levels.” The market has rallied almost 37%. As I highlight above, maybe US and global economic data has found a bottom. 
The S&P 500 is seeing the best breadth and momentum in almost 30 years.   
 
This time COULD be different – so is the market just crazy, or is it just smarter than everyone else? Only time will tell. I 
remain a believer that the confluence of bad and worsening corporate earnings, profitability, and revenues has to be 
reconciled. Forward valuations of said companies (NTM – Next Twelve Months-- P/E ratio) sits at 21.6x3 – more expensive 
than any time in the last 20 years.  40+ million Americans are out of work and maybe only half or a bit more will actually 

come back. Tensions between the US and China, both partisan and bipartisan, are escalating and escalating fast.  I know 
it’s been a while, but remember what was dominating headlines and markets before COVID-19? It was the impact of US / 
China trade tensions! Well, where is that now? In a better place or much worse? As I stated in the opening of yesterday’s 
diatribe – I WANT TO BE FOREVER WRONG on this and have markets go nothing but continuously up from here.”  
   
So what, and where to now? – June 10th 

 
I’ll try and keep this short and sweet. Next to nothing highlighted above, in my mind, has changed. Market valuations are 
still at historic levels. Economic data this quarter will still be the worst ever. Over 46 million people have filed for 
unemployment, and 21.5 million American workers remain unemployed.4 Corporate earnings, revenues, and profitability 
for Q2 2020 will be the worst since the Great Financial Crisis. Again, these are facts or soon-to-be facts, as the data 
continues to roll in. From the S&P 500’s bottom on March 23rd through June 8th, the index has rallied an incredible +45.1%.1 
The market has spoken. The momentum (as I highlight in more detail later in this note) is the strongest in decades. 
Historically, fighting against this strong of a current has proven detrimental – and markets have shown historically strong 
subsequent performance +150 and +250 days post.  
 
I continue to believe that rational market participants have to eventually consider at least some of the facts that have 
historically formed the basis for thoughtful market analysis and valuation approaches to investment management. But 
again, the market has spoken, and demonstrated that those factors do not matter, at least for now. Hope, optimism, and 
a return to some sense of normalcy just appears to be more important to investors at this stage of the recovery. I do 
believe we will have a re-test. What I will capitulate on is that the re-test will likely not exceed the market low seen on 
March 23rd, and as such, I will say the market bottom has been seen. So what would cause markets to follow a similar path 

seen in 10 out of the 11 bear markets post WWII (seeing a retest below the initial fall)? My belief is it would take some or 
all of the following: 
 

1. A significant resurgence and spike not in reported cases, but in hospitalizations due to COVID-19, 
2. Further significant sanctions on China, and/or a potential repeal of the January 15th agreement, 
3. Significantly worse reported corporate earnings and profitability, 
4. A significant wave of corporate defaults and ratings downgrades, and 
5. Unemployment figures that stay elevated and/or get worse. 

 
Nevertheless, please remember what I highlighted in the last illustration on page 2 of my “Digging Deeper” piece from 
April 17th:  1, 3, 5, and 10 years post any of the markets 3 stages, on average, saw positive cumulative market returns. 
For the long-term investor that has a thoughtful plan, this should be ALL THAT MATTERS!  
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Strongest market momentum in decades 

 
The S&P 500 has been demonstrating the strongest market momentum in decades - what has that historically portended?3  
As highlighted in the figures below, historically, this level of momentum has led to significantly higher future returns than average.  
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In addition to the % of stocks making 65-day highs, last week (week of June 1st) we saw higher beta (higher risk), lower 
quality companies rally the most, relative to lower beta, higher quality companies, both here in the US as well as in 
Europe3: 
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So, where has investors’ money been going since the March market bottom? As is usually the case, investors reacted to 
March’s downturn, and shifted investments – potentially missing the +43% rally from 3/23 to 6/8.3 
 

 
 

June 9th registers the “Most Overbought condition in 30 years.”3 

 
 The title of the note above likely sounds more ominous than intended with the words “Most Overbought in 30 Years.” 

Overbought is a misused term in the investment world, often associated with the conditions present before a big 
decline – but the statistical reality is quite different. Extreme overbought conditions are typically only found with the 
most potent rallies off major market lows. Such is the case on June 9th.  The momentum surge we’ve seen has only 
been matched a few other times in history.3 The longer-term implications of this extreme, historically, have been 
unequivocally bullish - while the tactical considerations are murkier.  
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 Yesterday marked the highest TRIN reading (a measure of selling pressure) since mid-March, and, coupled with very 
low put/call ratios, raises our guard in the short-term. Credit has crept modestly wider over recent days which also 
merits watching. None of these developments are fatal, but collectively support the makings of a consolidation this 
summer. Support in the 2900-3000 zone is an important line of defense. And just so we are all speaking English, the 
TRIN, or Arms index, is an index developed by Richard Arms in the 1970s, and is a short-term technical analysis stock 
market trading indicator based on the Advance-Decline Data. The name is short for TRading INdex. TRIN represents 
the relationship between advancing and declining issues by measuring their volume flow. A rising TRIN depicts a weak 

market and a falling TRIN depicts a strong market. 
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 As Strategas Research highlights below, through June 9th, we’ve seen the “highest number of ‘overbought’ stocks since 
the surge off the 1990 lows. Overbought can be short-term climactic, but is also indicative of a bullish trend change.”  

 

 
 
 The FANG stocks are masking the realities that lay beneath the surface. While many of the offensive corners of the 

market paused on June 9th, the defensive outlets (e.g., Consumer Staples) did not offer any relative advantage. In 
absolute terms, FANG traded to new highs (driven by Apple, Amazon, and Facebook). The unrelenting performance 
of FANG over recent years has disguised an important reality:  The “average” stock (the equal-weight Russell 1000, 
for example), along with a number of key groups (Banks, Transports, and Autos) all peaked 2.5 years ago.3 Their 
current improvement, in that sense, looks more traditional from a bear market duration perspective than does the 
overall index.  
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 As highlighted in the graph below,3 “an equal-weight version of the Russell 1000 has experienced two -20% declines 

since January 2018. For many corners of the market, they’re just starting to emerge from a bear market that began 
roughly 2.5 years ago.” 

 

 
 
The National Bureau of Economic Research (NBER) officially declares a US recession started in February 
 
 On Monday June 8th, the NBER officially determined that the US economy entered a recession in February.5 While 

this is a backward indicator and the equity market is looking through the recession, historically recessions have led 
to incumbent presidents losing re-election. Every president who avoided a recession in the two years before their 
re-election went on to win.6 Presidents with a recession in the two years prior to re-election went on to lose. Coolidge 
is an exception, as he inherited a recession from Harding when Harding passed away. But Trump would need to 
overcome history to be re-elected. 
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 BUT a 20% increase in US GDP pre-election is historically unprecedented.3 The only two presidents to have an 
increasing unemployment rate in their re-election year were Jimmy Carter and George H.W. Bush. Both went on to 
lose re-election. It is likely that the US unemployment rate will increase this year. As unemployment increased, we 
saw Trump’s numbers fall. But we are in unchartered territory here because of the nature of this recession, as it was 
pandemic induced, which could make the effects temporary. 
 

 Forecasters believe real GDP will increase 20% or so in Q3 as the policy response was nothing like we have ever seen 
before. If GDP does show that increase, more Americans will be employed five months from now. On the margin, that 
should boost Trump’s numbers from where they stand today. If Trump is able to stabilize COVID-19 and the economy 
returns to normal, the race may be more competitive than it is today. 
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 While we’re on the topic of the coming Presidential Election in November, where are we with recent polls? The 

data below is through June 9th3: 
 

 
 
 How about Congress? Where are betting odds on the House and the Senate? As of June 9 th, a Democratic sweep is 

now the overwhelming consensus in the betting odds. Additionally, Democrats need only 4 Senate seats for a 

majority and are currently playing offense in the 8 remaining Senate states up for re-election.3 
 

 
 
If you have any questions about this data or analysis, please feel free to reach out to me or your First Citizens Bank 
partner. 
 
Brent 
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1Bloomberg / Bloomberg data 
2FactSet Research Insights 
3Strategas Research Partners 
4US Bureau of Labor Statistics, BLS 
5National Bureau of Economic Research, NBER 
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