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The expansion is dead – long live the recovery. 

 
On June 8th the National Bureau of Economic Research (NBER) announced that the US economy is 

currently in a recession, beginning February 2020. Now, as investors, should we care? Contradictory 

to what you would expect, the “official” declaration of a recession has not historically been negative 

for the markets. While short-term returns have been mixed, since 1980 (when the NBER began 

formally declaring starts and ends of recessions in real-time,) the S&P 500 was up on both an 

average and median basis both six and twelve months later following the declaration of a Recession 

by the NBER. Now let us establish that by no means are recessions good for equities, but by the time 

they are made official, recent market behavior has shown us it usually either over or close to the end. 

In fact, the only time a recession was made official by the NBER and wasn’t at least two-thirds over 

was the recessions of 1981-82.  

 

Recent market behavior seems to support that we may be nearing the end of the recession as well. 

Between the low on March 23rd and Wednesday, June 3rd, the S&P 500 rallied more than 39%. 

According to an analysis by the Bespoke Investment Group, this would mark the strongest 50-day 

move for the index since 1952. After the best 50-day rally for the index in at least 75 years, the S&P 

500 has reached a level that most would probably consider to be “extended” in the short-term. But 

the same analysis by the Bespoke Group showed that prior 50-day surges of 20% or more for the 

S&P have actually been met with further buying. Widening our time horizons and the current ten-

year returns for the S&P 500 are better than two-thirds of all other periods but the 20 year returns are 

weaker than nearly 95% of all other 20-year windows. It is important to recognize that while there 

are positive signals (and we are buying) the bull market that we knew from 2019 is over and the 

importance of stock selection has become even more important.  

 

Recession Impact - Inflation Gauge Update: 

 

The abruptness of this COVID-19 recession has unleashed forces that we believe will most likely alter 

inflation dynamics going forward. Inflation will probably begin to reemerge in developed markets in 

a way that will be different from previous cycles, structurally higher and with the US as most exposed 

to the risk. In our opinion, this recession has been sharper but will most likely be shorter than the one 

experienced during the financial crisis. In our opinion, the virus is more akin to a natural disaster than 

a financial crisis and the banking system is in better shape today. We expect more moderate 

deleveraging pressures in this cycle as compared with the intense balance sheet recession dynamics 



we saw in the past decade and we may get to an overheating stage more quickly than before. The 

timetable for this reemergence is difficult to predict as it depends on the evolution of the virus, its 

treatment, and the pace the economy returns to normalcy. We have witnessed some of the most 

coordinated and aggressive monetary and fiscal easing of our modern times. Morgan Stanley is 

forecasting global and developed market output to reach prerecession levels in four to eight quarters 

(respectively). That leads us to believe that inflation may emerge in second half of 2022 if not sooner. 

The degree of inflation will more likely be closer to the central bank’s inflation targets and we do not 

expect hyperinflation barring a legislative move to eliminate the independence of central banks. 

 

We feel investors looking to position for inflation may want to consider increasing portfolio weighting 

in commodities as they may benefit through the economy’s expected transition to recovery. Attractive 

valuations support this view as broad commodity price indexes remain close to 50-year lows. A 

combination of improving economic data, here and around the world, in addition to the weaker dollar 

have given oil prices a boost recently. Even after the massive rally, oil prices are still down around 

40% from the YTD high so there is plenty of room left for improvement. If data points towards 

increased mobility and activity as the country and world reopens, the highways are going to get more 

crowded and oil prices will drift higher. It seems one commodity that has not been helped by the 

weaker dollar is gold as future prices have recently dropped below the support level of $1,700.  

 

Rebound Rotations – Cyclicals: 

 

In the past, cyclicals have typically led the market higher during market rebounds from a bear market 

and recession and recently, cyclicals have started to outperform as the MSCI World Cyclical Index 

has outpaced performance of the MSCI World Defensive Index in the days since the market low. This 

may suggest investor sentiment and expectation has recently shifted towards embracing a brighter 

economic outlook and a swifter economic recovery. If expectations of a setback to the recovery 

emerge, than stocks could give back gains and a reversion in behavior of cyclical and defensive equity 

would be a good indicator. 

 

Expansion Expectations: 

 

As previously mentioned, the magnitude of the equity rally has consistently been associated with 

above-average equity returns following similar episodes historically. A model developed by Goldman 

Sachs covering eight technical indicators is currently implying year-end forecasts of 25% probability 

of the S&P 500 reaching 3400 and a Base Case of 55% probability of ending at 3000. However, the 

same model also forecasted that the recession is likely to be followed by a multiple-year economic 

expansion expected to generate mid-single digit annualized returns over the next five years. The mid-

single digit annualized returns we expect would likely exceed the near zero returns offered by cash or 

bonds. While Quarter 2 is likely to be the largest EPS decline of this cycle, we do not believe it will 

be a catalyst to the downside given that the hurdle is pretty low at this point for positive surprise 

(consensus expectations already at 43% YoY decline). Equity markets, and our group, will be more 

focused on how firms exit the quarter in June compared to how they performed during the worst of 

the lockdown in April and May. 

 



Implications for Income Strategies: 

 

An analysis by BlackRock over decades of bond performance using the Bloomberg Barclay’s 

Aggregate Bond Index (AGG), found that the 10-year Treasury yield at the start of a decade gives a 

reliable clue to what’s to come during the next nine years. The starting Treasury yield is almost 

identical to the annual total return over the decade. This suggests that with the 10-year Treasury 

yielding 0.8% today, the returns for the AGG over the next 10 years will likely be incredibly low. 

Investors – especially our retirees and conservative clients – need to shift how they view bonds. Instead 

of relying on bonds for income, investors can embrace bonds as portfolio stabilization. This means 

settling for low yields from Treasuries and high-quality corporate and municipal bonds while drawing 

off total return in stock and bond portfolios for income. 

 

Another alternative strategy to approaching income could be incorporating a dividend-based strategy, 

as they offer risk-adjusted returns in down markets and opportunities versus bonds when interest rates 

are as low as they are. Dividends reduce downside risk in diversified portfolios by providing income 

and offer insight into a company’s health. An analysis by Morgan Stanley on Dividend Growers, 

Cutters, and Eliminators indicates that during recessionary periods, strategies focused on companies 

that consecutively increase their dividends are rewarded while dividend cutters are punished over both 

forward one-month and three-month relative-return basis. As the current economic crisis evolves, it 

will likely put downward pressure on dividends for vulnerable companies. In fact, S&P 500 dividend 

futures have been cut nearly 20% this year so far so the selection of healthy, dividend-paying firms is 

more crucial than ever. 

 

Abstract: 

 

We advise clients to build toward or maintain their strategic equity allocation, given the possibility for 

additional upside this year and the likelihood of a multiple-year economic expansion that supports 

mid-single digit annualized equity returns superior to cash and bonds. Areas of interest that may 

provide opportunities or downside protection in the current market environment include cyclical and 

dividend-based equity strategies and commodity exposure.  

 

“A pessimist sees the difficulty in every opportunity; an optimist sees the opportunity in every 

difficulty.” – Winston Churchill. 
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Past performance is not a guarantee of future results. 

All investing involves some degree of risk, whether it is associated with market volatility, purchasing power or 

a specific security, including the possible loss of principal. Stocks offer long-term growth potential, but may 

fluctuate more and provide less current income than other investments. 

There is no guarantee that dividend-paying stocks will return more than the overall stock market. Dividends are 

not guaranteed and are subject to change or elimination. 

Asset allocation and diversification are investment methods used to help manage risk.  They do not guarantee 

investment returns or eliminate risk of loss, including in a declining market. 

Index returns are not fund returns.  An index is unmanaged and not available for direct investment.  

The S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group representation. 

It is a market value weighted index with each stock's weight in the Index proportionate to its market value. 

The Russell 2000® Index measures the performance of the 2,000 smallest companies in the Russell 3000® 

Index, which represents approximately 8% of the total market capitalization of the Russell 3000 Index. 

The MSCI Cyclical and Defensive Sectors Indexes (each, an “Index”) are designed to track the performance 

of the opportunity set of global cyclical and defensive companies across various Global Industry 

Classification Standard (GICS®) sectors. The Indexes are designed to serve as a benchmark and as a research 

tool for analyzing cyclical and defensive companies respectively. For each Index, the constituents are 

weighted based on their free float market capitalization. 

Bloomberg Barclays U.S. Aggregate Bond Index is composed of the Bloomberg Barclays U.S. 

Government/Credit Index and the Bloomberg Barclays U.S. Mortgage-Backed Securities Index and includes 

Treasury issues, agency issues, corporate bond issues, and mortgage-backed securities. 

Investments in fixed-income securities are subject to market, interest rate, credit and other risks. Bond prices 

fluctuate inversely to changes in interest rates. Therefore, a general rise in interest rates can result in the decline 

in the bond’s price. Credit risk is the risk that an issuer will default on payments of interest and/or principal. 

This risk is heightened in lower rated bonds. If sold prior to maturity, fixed income securities are subject to 

market risk. All fixed income investments may be worth less than their original cost upon redemption or 

maturity. Yields and market value will fluctuate so that your investment, if sold prior to maturity, may be worth 

more or less than its original cost. 

The prices of small company stocks are generally more volatile than large company stocks. They often involve 

higher risks because smaller companies may lack the management expertise, financial resources, product 

diversification, and competitive strengths to endure adverse economic conditions.  

The opinions expressed here reflect the judgment of the author as of the date of the report and are subject to 

change without notice. The material has been prepared or is distributed solely for information purposes and is 

not a solicitation or an offer to buy any security or instrument or to participate in any trading strategy. Additional 

information is available upon request. 

Investment products and services are offered through Wells Fargo Advisors Financial Network, LLC 

(WFAFN).  Moran Wealth Management is a separate entity from WFAFN. 0620-02857 
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