
US Stock Market Hits All-Time High Then
Pulls Back. What’s Next?

Friday, September 25, 2020

To All Financial Journey Partners Clients, 

On September 2, the S&P 500 and Nasdaq hit all-time highs. In
September, we have seen the markets pull back about 10%. This raises
the following questions: 

Why did the US stock market hit an all-time high in the middle of a
pandemic?
Why is the US stock market falling in recent weeks?

 In our newsletter this week, we’ll share what we’re seeing in the markets
and the factors that we think could be pushing the market up and some
that could be pushing the market down.

On a different note, some clients are telling us about different scams that
crooks are using to commit fraud to take people’s money. We will share
with you some of the most recent fraud schemes to avoid.

Also, this past week, Supreme Court Justice Ruth Bader Ginsburg
passed. She was a champion for women’s rights for decades and
someone that was respected and liked by people of different political and
social backgrounds. This week we will pay tribute to her.
   

REGISTER: Voter Empowerment Webinar - October 8, Noon

We think our Voter Empowerment Webinar is a very important webinar for
all our clients that live in California. Election Day is Tuesday, November 3.
In addition to choosing our next President, there are 12 state ballot
measures for California voters.

Guest speakers from the League of Women voters will cover topics
including:

California State Propositions Pros and Cons
Voter’s Edge information and LWV Forums
California and Santa Clara County Voter Experience

Be sure to check your CA voter registration status and make a plan to
vote. We hope you will join us to become more educated on all the ballot
measures.

Please invite your friends, co-workers or neighbors in California who
might be interested. All are welcome!

Register Here

COVID-19 Scams Spreading

Crooks have found new ways to scam people out of their money with
different schemes related to COVID-19. They are preying on seniors but
any of us are vulnerable.

We’ve had several clients run into these with unfortunate results. If
strangers are calling you and asking for money for any reason, it is likely
a scam. Here are some of the common scams to avoid.

False Insurance Cancelation
“Act Now” Deals
Bogus Corona Insurance
False DNA Testing
Medicare Scams
COVID-19 Vaccines or Tests or Kits

This flyer from the California Department of Insurance has more
information on these scams to avoid and how to protect yourself.

Download Flyer

Honoring Ruth Bader Ginsburg

If you are not familiar with her bio, here is a short version. Joan Ruth
Bader earned her bachelor’s degree at Cornell University. She married
Martin D. Ginsburg. She became a mother before starting law school at
Harvard and was one of the few women in her class. She transferred to
Columbia Law School and graduated first in her class. When no
companies would hire her after college, she became a professor at
Rutgers Laws School and Columbia Law School. 

She spent much of her legal career as an advocate for gender equality
and women’s rights. She was appointed to the U.S. Court of Appeals for
the District of Columbia by President Jimmy Carter in 1980, and
appointed to the Supreme Court by President Bill Clinton in 1993. We
hear stories from her peers and other Supreme Court Justices that she
could disagree with others on her legal position, while still respecting and
having strong friendships with them. 

An excellent movie about the life of Ruth Bader Ginsburg is “On the Basis
of Sex”. It is based on her true-life story, her struggle for equal rights for
women and the early cases of her career that lead to her nomination to
the Supreme Court. It is a movie we definitely recommend.
 

US Stock Market Hits All-Time High Then Pulls Back. What’s Next?

On September 2, both the S&P 500 and the Nasdaq indexes hit all-time
highs. We have clients ask us: How can that be possible in the middle of a
worldwide pandemic? 

While we have discussed these factors in previous newsletters, here is an
update on some of the factors we believe have been driving the markets to
all-time highs and some of the other factors resulting in the drop in the
market during September.
  

Federal Reserve Bank Stimulus

We believe a major contributor to the stock market rally was the continuing
support of the Federal Reserve Bank. Support from the Federal Reserve is
at a level that is unprecedented.

Their programs have included purchasing Government Treasury Bonds
and for the first time purchasing Corporate Bonds and Exchange Traded
Funds. Their balance sheet has grown considerably this year. 

Federal Reserve Bank Chairman Jerome Powell has said on many
occasions this year that the Federal Reserve will continue to support the
US economy and stock market throughout the course of this pandemic.
  

Federal Government Stimulus

We believe another major contributor to the rally in the US stock market
has been the Federal Government stimulus programs that were
implemented quickly as the economy was forced to shut down.

The stimulus bills passed this year totaled roughly $3 trillion and were
larger than past crisis stimulus bills. By late summer, some members of
congress were getting concerned that the rebound in the economy may
be stalling out and in need of more stimulus.  

As the stock market was going up in August, the Republicans and
Democrats were negotiating the next stimulus bill. In the end, the two
parties could not reach an agreement on a bill, as the Republicans wanted
a bill of smaller size and scope and the Democrats wanted a bill with a
larger size and scope. Both parties left town at the end of August without a
stimulus agreement and the stock market started moving downward the
next week.

Members of Congress are hearing that their constituents are fearful of
evictions, bankruptcies, small business closures and the softening labor
market. The components of the next bill that both sides are discussing
includes stimulus checks, aid for airlines and small businesses, money for
cities and states, rental assistance, unemployment assistance and funds
for the U.S. Postal Service. The Democrats are looking for a bill around
$2.4 trillion and the Republicans want no more than $1 trillion.

Many members of Congress would like to pass a bill so they can go back
to their districts and share the good news before the election. If a bill is
not passed before the election, there is still the possibility that a bill could
be passed after the election, if the economy is softening. We will be
monitoring the progress on this next stimulus bill as it could have an impact
on both the economy and the stock market.
   

The 5 Largest Stocks in the S&P 500

Much of the stock market rally has been driven by a relatively small
number of companies. The five stocks in the S&P 500 with the largest
market cap (number of shares outstanding times the price per share) are
Apple, Microsoft, Amazon, Facebook and Google.

Below is the combined performance of these five stocks, compared to the

remaining 495 stocks in the S&P 5001.

These five stocks have stronger increases then the overall market, but also
stronger decreases. They rallied higher than the overall market before the
peak on September 2, then fell back further than the overall market.

However, we have seen that even during this pandemic, these large
companies have continued to do very well.
   

Election Uncertainty

We have seen many articles and webinars recently with analysts giving
their opinion on the impact the election could have on the stock market.
They point out that sometimes the uncertainty of elections can cause the
market to weaken before the election and strengthen after the election.

With this election being very polarizing for people in America, plus the
debate of when to nominate a new Supreme Court Justice to replace Ruth
Bader Ginsburg, we think that politics and the nomination of a Justice will
be other factors to consider leading up to the election.

A scenario that we are concerned about is a very close election without a
clear winner after the election day that leads to weeks of political fighting,
like the 2000 election of Bush vs Gore, or perhaps even worse. We are
hoping for the best but preparing for the worst.
   

A Larger Impact on Smaller Businesses

We are seeing the economic impact of the pandemic business shutdowns
has been more damaging to smaller businesses than larger businesses.

Each week that the government limitations stay in place on small

businesses, we see restaurants and other small businesses closing2 as
they were unable to withstand the extended shutdowns and physical
distancing limitations.

While it is very sad to see the closure of these small businesses, they are
too small to impact the stock market.
   

Putting it All Together

When we look back over the stock market and economy in 2020, we feel
fortunate that the stock market has done as well as it has, given all the
economic challenges raised by the pandemic. We have seen the US
economy improve since businesses started reopening in the early
summer. The stock market has rebounded, perhaps in anticipation of the
economy rebounding.

During September we have chosen to take some profits and go a little
more conservative by increasing cash in client retirement accounts. We
think the state of the economy going forward will be impacted by the rate
of virus cases, the time it takes to rollout a vaccine, business shutdowns
ordered by governments, and the political climate. We’ll give more details
on the state of the economy in future newsletters.
     

The Reopening of Northern California

This week, San Mateo and Alameda counties moved from the purple to the

red level in California’s phased coronavirus reopening plan3. Per the San
Jose Mercury News, San Mateo County announced that restaurants,
movie theaters and places of worship can now operate at 25% capacity or
100 people, whichever is fewer.

San Francisco and Santa Clara counties, which have previously moved

from the purple to the red level4, have the state’s permission to reopen for
indoor dining at restaurants, at limited capacity, but have chosen not to do
so.

THIS WEEK'S SURVEY: Where will the US Stock Market (S&P 500)
end up at the end of the year, compared to September 25, 2020?

The one question survey this week is “Where will the US Stock Market
(S&P 500) end up at the end of the year, compared to September 25,
2020?”

We asked this question back in early July. A lot has happened since then.
We thought it would be interesting to ask this question again and compare
it to the answers from our clients back in July.

Let us know what you think. We will publish the results of the survey in our
next newsletter.

Submit Your Answer

LAST WEEK’S SURVEY: How do you feel about the rate of
reopening California?

As we talk with lots of clients each week, the conversation often includes
discussing the rules in California for allowing businesses to reopen. This
week we asked clients for their view on the rate of reopening businesses.
Here are the results.

SURVEY QUESTION RESULTS:  How do you feel about the rate of
reopening California?

23% - The state is reopening too slowly.
0%   - The state is reopening too quickly.
69% - The state is reopening at the right pace.
8%   - I don’t know.

Thanks for those that voted in our survey. Based on this survey, most
clients feel the current rate of reopening is at the right pace.
  

SAVE THE DATE: Virtual Client Appreciation Event - November 5!

Vote for your Photo Contest favorites! We have selected the finalists in
three categories for the summer photo contest: Landscape, Animals and
Other. Congratulations to all the finalists!

CHECK YOUR EMAIL: This week we sent out an email to give everyone
the opportunity to select your favorite in each of the three categories.
There was a bug initially in the survey when we sent it out. If you tried to
select your winner but could not, please go back to the email and try
again. It is fixed now and you can vote for your favorite photos.

We will announce the winners at our Virtual Client Appreciation party
on Thursday, November 5, at 5:00 PM. In addition to announcing the
photo contest winners, we will have lots of additional fun things at the
event, so we hope you can join us. You can register for the event at our
website or at the button below.

Let's Have Some Fun!

Where Do We Go from Here?

The passing of Ruth Bader Ginsburg reminds us of how powerful and
influential one person can be as well as one vote. She graduated to the
highest judicial office even though society was not ready for female
lawyers when she graduated from college. She voiced her dissent civilly
as well as successfully argued for constitutional equal opportunity and
justice. She cleared a path, mentored others and has passed the torch so
others can make their own way.

We think the biggest news stories for the near future will be political: the
nomination of a new Supreme Court Justice and the elections on

November 3rd. There are three presidential debates prior to the election
and we will monitor them to see if they have an impact on the election and
the stock market.

The Pac-12 voted yesterday to restart their football season, beginning the

weekend of November 6-75. The conference championship is scheduled
for December 18 and will be played on the campus of the division winner
with the best record. Fans will not be permitted at the games. The Pac-12
announced a partnership with Quidel Corp to provide 15,000 rapid-
response antigen tests. They join the Big-10 schools who recently also
announced they will restart their football season.

We were relieved and pleased to see the air quality improving and
wildfires coming under control in Northern California. We are pleased to
announce that none of our clients lost their homes to the wildfires. It is
safe to go out and take walks and hikes again. We hope you get a chance
to get outdoors before the weather starts to turn in the fall.

Feel free to forward our emails and as always, if there is anything we can
do to help, or if you just want to talk, give us a call. We look forward to
when we can safely reopen and welcome you back into the office again.

We hope you all stay safe and have a good week.

Elaine, Scott and Linda

_______________________
 

COVID-19 Resource Page – This page has lots of great resources
available for many areas related to the Coronavirus, including where you
can get free COVID-19 testing in Santa Clara county, stats, government
programs, and the latest information on what businesses are open and
closed.
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