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How long will this pandemic last? No one knows, but we can look to history
for guidance. The influenza pandemic of 1918-20 may shed some light. The
following chart is from a medical study performed in the U.K. showing the
death rates of the first, second and third waves of that pandemic:
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If the economy
is recovering and
consumers—the main
driver of U.S. economic
growth—largely
remain intact, doesn’t
it make sense that
the markets should
recover as well?

Here in the U.S., it is “a tale of two cities” as well…New York and the Northeast
have beaten back the first wave while Los Angeles and much of the South and
West are experiencing a true first wave of their own. Over 130,000 Americans
have been lost due to Covid-19—well over two times the number of American
servicemen lost in Vietnam—and there will be more. This virus is very good at
spreading, and until a vaccine and/or cure is developed, we must all practice
social distancing and wear masks. From the human side, this is the new normal.
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Still, our understanding
of the virus has
improved, lockdown
restrictions across the
country have been
reduced, and the
federal government’s
monetary and fiscal
response has staved
off the negative
economic feedback
loops that normally
characterize a
recession.

Covid-19 has had a profound effect on all of our lives and seems set to
continue to do so for the foreseeable future. We firmly believe that we will
prevail over the virus, but it will take more time than any of us want, and the
costs in all facets of life have been—and will continue to be—enormous. As
of June 30th, worldwide confirmed cases have topped ten million with over
500,000 lives lost.
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The stock markets are
forward-looking, and
they have espoused
optimism much earlier
than the economic
data has warranted.

“It was the best of times, it was the worst of times, it was the age of wisdom,
it was the age of foolishness, it was the epoch of belief, it was the epoch of
incredulity, it was the season of light, it was the season of darkness, it was the
spring of hope, it was the winter of despair.” Charles Dickens, in A Tale of Two
Cities, set out to describe the necessity of compassion and the possibility of
redemption during the French Revolution. Based on how 2020 has unfolded so
far, we too are going to need all the compassion and redemption we can get.

Source: Smallman-Raynor, Matthew, et al. “The Spatial Anatomy of an Epidemic: Influenza in London and
the County Boroughs of England and Wales, 1918-1919.” Transactions of the Institute of British Geographers,
vol. 27, no. 4, 2002, pp. 452–470. JSTOR, www.jstor.org/stable/3804472. Accessed 1 July 2020.
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Now we do not wish to propagate despair, but it is right to be informed about what may happen if all Americans
do not resolve to stamp out Covid-19. With new cases topping 50,000/day in the U.S. as of July 2nd, it is clear this
resolve is not yet in place. We can live without bars, large gatherings and other pleasantries until the vaccine
and/or cure is found, but lost family and friends will never return.
Speaking of despair, we would be remiss to not mention George Floyd and the movement for social justice for
all Americans due to his tragic, but not uncommon demise. The Black Lives Matter movement has caused an
awakening amongst Americans to face prejudice and racism head-on. Our hope is that meaningful reform, where
needed, is finally put into place. It is time for our American ideals, so eloquently put forth by our founding fathers,
to become a reality for each and every one of us.
Turning to economics, as expected, the economy fell off a cliff in March and April with the Covid-19 shutdowns.
U.S. GDP was down 5% in 1Q20 as the March shutdowns immediately took their toll. The second quarter will likely
show further contraction as many states were fully or partially closed during April and May. In late June, continuing
unemployment claims exceeded 20 million Americans. The Fed’s actions and the government’s fiscal stimulus
programs have certainly helped, but the reality is that bankruptcies and closures will mean some jobs have been
lost forever. The good news is that on July 2nd, non-farm payrolls rose by 4.8 million, shattering expectations to
the upside as the economy re-opens. Both the Manufacturing and Services Purchasing Managers Indexes saw
rebounds back into growth in June. Yet we worry that the more recent Covid-19 outbreaks may put a damper on
the recovery.

Source: WSJ Daily Shot, from 7/2/20

Source: WSJ Daily Shot, from 7/7/20

As we have heard many times, the markets are not the economy. The stock markets are forward-looking, and they
have espoused optimism much earlier than the economic data has warranted. After bottoming on March 23rd, the
S&P 500® Index has surged to within 3% of its all-time high while the tech-laden NASDAQ has already reached
new record highs. It is worth noting again that this was the fastest decline to a bear market ever and has been one
of the steepest recoveries ever. What used to take months and years has been condensed to weeks and months.
Instead of sharing additional dismal datapoints and writing off the market’s movements as irrational and
disconnected from reality, we’re going to take the opposite approach. We have, admittedly, been skeptics of the
market’s rise, so we set out to find reasons why the markets may not be disconnected from reality. As an aside,
behavioral finance is a core tenet of our investment philosophy and confirmation bias is a well-known cognitive
tendency where one tends to search for information that confirms their opinions as opposed to that which
invalidates them.
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Ben Breitholtz, a data scientist at Arbor Research, created the following chart for Joe Weisenthal of Bloomberg
to illustrate how ancillary economic information can paint a powerful picture. In short, it compares the S&P 500
(orange) with an index of Google search results for consumer items (blue). The point is to see, based on this
2020 search activity, how far we are above or below the normal search levels. Now as Joe points out, “searching
for something and buying something isn't exactly the same thing, but it's safe to guess that the two are highly
correlated.” We observe that the consumer search activity and the markets are moving almost in lock step.
How Far is U.S. Consumer Activity from Normal?

Seasonally adjusted search activity, beauty/fitness, events, home improvement, relocation, property inspections, travel, and urban transport
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Source: Bloomberg, from June 29, 2020. Data shown is the average of the searches; it is benchmarked back to 2017 and is seasonally adjusted.

Weisenthal then raises the question:
“Sure, activity rebounded dramatically, but the market isn't taking into account that the
unemployment insurance expansion is set to be retired, and that the $1200 check only went out one
time, and the rising virus cases likely mean further slowdowns in activity, and that as layoffs affect
higher paid workers and are less temporary, then that will put us into another recession.”
Maybe, but these things haven’t happened yet. What has happened is that our understanding of the virus has
improved, lockdown restrictions across the country have been reduced, and the federal government’s monetary
and fiscal response has staved off the negative economic feedback loops that normally characterize a recession. In
fact, despite a 14.7% unemployment rate in April, personal income actually increased!
U.S. Personal Income, Employee Compensation, and Government Benefits
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Source: U.S. Bureau of Economic Analysis and Beaumont Capital Management, as of 5/31/20
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If the economy is recovering and consumers—the main driver of U.S. economic growth—largely remain intact,
doesn’t it make sense that the markets should recover as well? As active managers, we’re the first to admit that
markets aren’t wholly efficient, but it would be foolish to ignore the substantial reappraisal of trillions of dollars
of capital. The risks listed above are real. If they come to fruition, the stock market will likely fall. We may think
the probability of these risks becoming reality is higher than the market’s appraisal, but it’s indisputable that the
economic outlook is rosier now than it was at the end of March.
All this uncertainty creates opportunity for managers like BCM. 2020 has been a trying year, and we’re only
halfway through. There is light at the end of the tunnel though, and our investment systems are poised to
guide us through these most unusual and uncertain times. As always, we thank you for your business and
confidence.

Beaumont Capital Management (BCM)
(844) 401-7699
salessupport@investbcm.com
investbcm.com
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