
Recent equity market news has focused 
on the strong rebound of stocks after 
their steepest and fastest fall near the 
end of the first quarter’s Covid panic. In 
describing the market’s accent, 
discussion has been primarily on the 
major indices such as the S&P 500. 
Since this index has risen back to a 
point just shy of an all time high in mid-
February, investors may erroneously 
conclude that everything’s back to 
normal. 

While the S&P 500 is typically used to 
indicate not only the market’s direction, 
but its momentum and overall health, 
this index has changed fairly     
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Fixed Income Market Review
The second quarter rebound in securities 
prices didn’t represent so much a dead 
cat bounce as a starved cougar pouncing 
on unsuspecting prey. After perhaps the 
most vicious quarter ever, corporate 
bond yields recovered almost as quickly 
as the equity markets, which experienced 
the best quarter in over twenty years.  
Although Treasury yields were stable, the 
rebound in corporate credit carried the 
Bloomberg Barclays Aggregate Index to 
a total return of 2.9% for the quarter and 
6.2% year-to-date. 

The Fed reacted quickly, reducing short 
term interest rates to zero. The graph to 
the right shows the Fed’s own guidance 
for short rates into the future, as well as 
the market’s expectations.  Both the Fed
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significantly over time. These changes 
can easily distort the interpretations one 
can derive from its movement and 
levels.

As you will note, figure 1 (p. 5)  shows 
how the top 5 holdings have significantly 
outperformed the other constituents of 
the S&P 500 Index YTD and it’s impact 
has elevated the Index as a whole, 
effectively masking the broader 
performance of the market. This chart is 
a helpful reminder that the S&P 500 
Index has increasingly felt like it 
represents the performance of these 5  
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 income business, and previously served as 
Chief Investment Officer of The St. Paul’s 
(now Travelers) life insurance subsidiary, and 
also worked at Conning, Bank of America, 
Legg Mason, and First National Bank of 
Maryland. Mr. Stafford is a CFA 
charterholder, a past president and director 
of The Baltimore CFA Society, and has 
taught investment analysis in the MBA 
program at Johns Hopkins University. He is a 
graduate of Georgetown University and 
earned an MBA from Loyola Maryland 
University.  He currently serves as a trustee 
on the Maryland State Retirement System 
and on the board of Charlestown Retirement 
Community.

Michael J. Stafford 
is the Managing 
Director and 
Director of Fixed 
Income Investments 
for ASB Investment 
Management. He 
has 30 years of 
experience in the 
institutional fixed 

and investors expect short rates to 
remain low for a prolonged period.  

The Barclays investment grade 
corporate spread index began the year 
at 93 basis points over Treasurys and 
widened to 373 basis points at the 
market lows of March 23rd.  The 
corporate rally continued as spreads 
began the second quarter at 272 basis 
points, and closed the second quarter 
at 147 basis points over Treasurys.  
Even though corporate credit spreads 
retraced 70% of their first quarter move, 
spreads ended the quarter 54 basis 
points or about 60% wider, from where 
they began the year.  

The move tighter in spread assets drove 
positive total returns.  Treasury yields 
were less volatile and ended the quarter 
where they began.  The difference 
between the high and low yield for the 
current ten year during the second 
quarter was only 0.33%, considerably 
less volatile than the 1.47% disparity of 
the previous quarter.  

Global government stimulus deployed 
to fight the pandemic has been massive 
and swift.  Last year the Congressional 
Research Service reported that the U.S. 
Government spent $4.1 trillion in current 
inflation adjusted dollars fighting World 
War II.  In just a few weeks the 
combined pandemic spending of the 
U.S. Government and Federal Reserve 
exceeded $6 trillion, with more help on 
the way.  

The nonfarm payroll figures released the 
first Friday of every month have been 
the most important economic statistics 
of the past several years.  The data 
offers investors clues as to whether the 
overall economy is contracting or 
expanding.  The figures released during 
the second quarter for the March, April, 
and May month-end periods so differed   

from expectations, which themselves 
varied greatly, that the data seemed 
irrelevant and untimely as investors 
quickly absorbed more recent 
Coronavirus headlines.  For the first 
two months of the year monthly gains 
in nonfarm payrolls averaged 232,000 
jobs.  March and April losses totaled 
2.3 million and 20.8 million jobs 
respectively, but were followed by 
gains of 2.7 million and 4.8 million in 
May and June.

The worst four week sum for 
unemployment claims during the 
2008-09 Great Financial Crisis was 2.64 
million, representing less than 1% of 
the population.  The most recent peak 
four week sum for the pandemic was 
23.16 million, representing 7.1% of the 
population.  

The $600 weekly additional CARES Act 
unemployment benefit is set to expire 
at the end of July.  Between 21 million 
and 30 million Americans are currently 
receiving unemployment benefits.  
Unemployment payments vary 
depending on the recipient’s income 
and rules that vary from state to state, 
but the average weekly payment over 
the past year was $342 according to 
the Department of Labor.  The loss of 
the $600 weekly benefit represents 
between 3% and 4.3% of total GDP, 
depending on the number of actual 
recipients.  When the $600 CARES Act 
payment expires on July 31, a 
meaningful source of liquidity will be 
pulled from the economy.  

The Bureau of Labor Statistics 
announced that 6.3 million Americans 
have dropped out of the labor force 
since February. The BLS also said that 
nearly 5 million workers who were likely 
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Mr. Smith is responsible for the management 
of all institutional equity portfolios at ASB 
Capital and Chevy Chase Trust. Mr. Smith 
works closely with the research team at 
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Trust, Mr. Smith was Managing Director, 
Portfolio Manager and co-head of the 
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on temporary layoff in May were 
inadvertently labeled “absent from work,” 
a category that includes workers on 
vacation.  This error may have reduced 
the official unemployment rate of 13.3% 
in May and 11.1% in June, by as much as 
3%.  It is difficult to sort through the 
rapidly changing headline numbers.  We 
suspect that   government stimulus will 
fall short of satisfying the unprecedented 
need for unemployment support, and that 
it is likely to take much longer than 
previous recessions to reach former 
levels of peak employment. 

Outlook
When asked recently about the low level 
of treasury yields one pundit referred to 
bond investing as a low return, high risk 
endeavor.  We believe that the low level 
of interest rates portends low returns 
across all asset classes.  A ten year 
corporate bond trading at an average 
spread of 93 basis points at the 
beginning of the year yielded 2.84%.  
Today, the yield of that bond has fallen 
70 basis points to 2.14%, but the 
corporate spread component now 
comprises 70% of the total bond yield, 
versus 32% at the beginning of the year.  
A properly diversified portfolio of 
creditworthy corporate bonds should 
achieve much higher returns than 
Treasurys in today’s environment.  

Over the next few years the markets are 
likely to experience bouts of both 
unexpected deflation and inflation, 
contributing to volatility in interest rates.  
We believe the forces of deflation 
represent a more immediate concern.  
The Fed has committed to supporting low 
interest rates for a prolonged period of 
time, as depicted on the graph.  
Coronavirus recovery may take longer 
than any of us would hope for, but it 
appears unlikely we will repeat a full 
lockdown of the economy.  The most 
likely recovery is a muddle through 
scenario in which businesses directly 
related to unnecessary social gatherings 

suffer, but most industries thrive in a 
low growth environment. This 
deflationary environment will add to the 
multi-decade trend of low growth in 
prices, interest rates, rents and wages.             

We have all become accustomed to a 
new way of life where inconveniences 
have become respectful habits.  
Someday soon sights of masked 
graduates, empty ball fields, and 
background sounds of barking dogs on 
conference calls will be distant 
memories.  It will be fun to dine out 
again, but today’s uncongested 
highways will be missed. 

Equity Market Review
The impact of the Covid-19 pandemic 
on the US economy has been 
shockingly acute.  In the first quarter, 
GDP shrank 5% from the same quarter 
in 2019.  However, the economic 
lockdowns implemented to contain the 
virus were not yet in place in most of 
the country until mid-March. It was the 

second quarter that bore the brunt of 
the economic contraction.  Official data 
is not yet available, but the Atlanta Fed 
estimates that second quarter GDP will 
contract by a previously unfathomable 
35.5%.  Of course, the pandemic is by 
definition a global phenomenon and 
economies across the world have been 
negatively impacted.  The IMF 
estimates that global GDP growth for 
2020 will contract by an 
unprecedented 4.9%.
Equity markets have reacted in two 
stages.  A sharp fall in the first quarter, 
followed by a sharp recovery in the 
second quarter.  

The securities markets reacted 
similarly, with strong recoveries in 
credit spreads and equity prices.  After 
its worst quarter in twelve years the 
S&P 500 experienced its best quarter 
in twenty-two years.

Continued on page 4
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The net result thus far, would appear to 
be a benign (given the dramatic 
circumstances) loss of 3.09% for the 
S&P 500 in the first half of the year.  
However, the underlying disparity in 
equity market performance have never 
been as stark.  In the first half, the S&P 
500 Value Index had a total return of 
negative 15.52% while the S&P 500 
Growth Index had a positive return of 
7.92%.  That difference is largely the 
result of the stock performance of a 
handful of megacap technology 
companies.  The Nasdaq 100 Index, 
with heavy weights in the largest 
technology firms, had a positive return 
of 16.89% in the first half. These 
megacap technology companies 
dramatically outperformed in the 
second quarter.  If we simply look at 
the performance of the largest four 
constituents of the S&P 500 in the 
second quarter, the market impact 
becomes clear.  Microsoft had a 
positive return of 29.40%, Apple 
returned 43.84%, Amazon returned 
41.50% and Facebook was up 36.13%.

There are many possible reasons for 

the dominant performance of these 
companies.  One is simply momentum.  
They have performed well for several 
years, becoming ever larger 
constituents of equity indices, which 
has led to increasing flows of passive 
equity investment dollars into their 
shares.  Many active managers have 
had to play catch-up and add to these 
positions or risk underperforming their 
benchmarks.  The fundamentals of the 
companies are strong.  All produce 
copious amounts of cash from 
operations and have no problem raising 
debt (in many cases for stock 
repurchases or dividend payments) at 
extremely low interest rates.  
Additionally, as a group they have been 
fortuitously positioned for pandemic 
conditions given their key roles in 
ecommerce and providing the 
infrastructure that facilitates work from 
home and the accelerated movement of 
corporate IT solutions to the cloud.  

Equity Strategy
The market dominance of a small group 
of megacap technology companies has 
masked the underlying weakness of the 

shares of firms in most other sectors 
and industries.  While we will continue 
have a stake in some of the leading 
technology firms, we think the most 
attractive opportunities in the coming 
months are likely to be in areas that 
have lagged the broad markets such 
as the industrial, energy, financial and 
real estate sectors, all of which were 
down sharply in the first half of the 
year.

Given the massive dislocations we 
have seen in the real economy, we will 
be vigilant in our search for attractive 
assets.  Companies that are producing 
positive free cash flow with industry 
leading profitability will be our primary 
targets.  It will be essential that these 
firms have balance sheets strong 
enough to endure potentially difficult 
macroeconomic conditions for several 
quarters going forward, if not years.  
Additionally, we will avoid firms that 
are highly dependent on policy 
decisions (e.g. government aid) to 
survive in the current economic 
environment.
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Gainesville, GA –August 3, 2020, – 
CapVisor Associates, is pleased to 
announce that Travis Terzer has joined 
the organization as Senior Associate. 
“Travis’ primary responsibility will be 
new business development for 
CapVisor consulting, manager search 
and project work services for the 
Commercial and Captive insurance 
markets”. As a trained engineer, he will 
also utilize his quantitative skills 
assisting on proprietary analytic and 
systems projects.”, said Carl Terzer, 
CapVisor’s Principal and Founder. 
“Since Travis has performed contract 
work for CapVisor over the last several  

years, he will be able to hit the ground 
running with strong knowledge of our 
investment business as well as the 
insurance markets we serve,” he added.

Prior to joining CapVisor, Travis was a 
Technology Analyst coordinating project 
management assignments at AIG in New 
York City. More specifically, he worked 
with the infrastructure services 
investment committee to produce and 
monitor business risk assessments. He 
will continue to operate out of NYC for 
CapVisor.

Travis graduated with a BS in Industrial  

Meet Travis Terzer, CapVisor's new Senior Associate:

Engineering from Clemson University. 
He is currently enrolled to test for his 
Series 65 licensing requirement from 
FINRA. 

Travis can be reached at:

travis.terzer@capvisorassociates.com 
973-665-6370 ext. 7
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companies (now accounting for nearly 
a quarter of the Index by weight) 
rather than 500 U.S. companies 
serving as a real-time scoreboard of 
the health of the US economy. Figure 
2 (p. 5) shows how the top 
capitalization stocks have changed 
over time. 

The most important observation is 
that the FAANGM stock weightings, 
and therefore their influence within the 
S&P Index, has increased significantly. 
The clear lesson is that the S&P 500 
levels are less representative of the 
US Stock market than they have been 
in the past.

Most readers are fully aware that, for 
the last several years, much of the 
market’s performance has been 
attributable to the FAAGNG stocks. 
Figure 3 shows just how dramatically 
FAANG + Microsoft, the top 5 cap-
weighted stocks in the index, have 
performed.

The US stock market’s historical 
average price earnings (P/E) ratio is at 
about 16. With future earnings 
hampered by the continued effects of 
Covid, Forward P/E’s have 
skyrocketed. Figure 4 indicates just 
how “pricey” these stocks have 
become, particularly during the most 
run-up.

So, what are the implications of, and 
reasons for, the runaway P/E? Much 
has been made of the uncoupling of 
economic performance and stock 
market performance over the last 
several months. Specifically, the stock 
market rebound, driven by FAANGM 
stocks, indicates a V-Shaped recovery 
from the Covid impact but the actual 
US and world economies have not 
demonstrated such a V-shaped 
recovery. Figure 5 shows the dramatic 
lag in earnings and revenues 

Continued on page 7
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Figure 4

Figure 5
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Doug Classen - 
Senior Vice 
President, 
Marketing and 
Client Services

Doug joined Dana 
Investment 
Advisors in 
September 1994.

compared to the FAANGM stocks’ 
capitalization increases due to stock 
price performance.

Key Takeaways:
1. The S&P 500 is experiencing an
extreme level of concentration risk with
the Top 5 Companies (Holdings) with
the largest weight within the Index now
accounting for almost 22% of the entire
Index –the highest it’s been in more
than 30 years, and a level that is more
than 5 standard deviations above the
average during that period.

2. Isolating these Top 5 Holdings, we
see that they’ve vastly outperformed
the remaining 495 holdings within the
S&P 500 Index, thereby creating a
significant disconnect between the
performance of the Index and the

Money Supply, the Stock Market & Inflation 

Mr. Ploder was Senior Financial Advisor, 
IBM Retirement Funds. There he was 
responsible for running the $6 billion U.S. 
active equity portfolio and for designing 
and implementing various risk management 
systems until his retirement in 2006 after 15 
years of service.

Mr. Ploder has over 50 years of experience 
in the investment management industry as 
a security analyst, director of research and 
portfolio manager. From 1989 to 1991 he 
was Vice President and member of the 
Executive Committee at Campbell 
Advisors, co-managing the investment 
process and supervising analysts. From 
1981 to 1989 he was Vice President and 
portfolio manager/analyst at Benefit Capital 
Management, Union Carbide’s in-house 
managed pension fund. 

broader market. This is illustrated by 
the relative performance gap between 
the cap-weighted and equal-weighted 
indices – equal weighted indices have 
significantly less weight allocated to 
these Top 5 Holdings.

3. Covid has created an environment
favoring skilled “stock pickers”.
Disparities in performance and near-
term outlook for US companies is much
less uniform than at any time in recent
history. Even casual market observers
can determine which industries will
benefit and those that will suffer
through the recovery period. Selecting
specific stocks within the favored
industries is easy, however, picking
rationale and reasonable price points
for entry will require experience, skill
and research.

He graduated from Wheaton College 
with a BA in Economics in 1977. Doug 
has been in the investment industry 
since 1979 working with institutions of 
all types. He was formerly a Vice 
President at Merrill Lynch and Shearson 
Lehman Brothers in the institutional 
sales area. 

If you’re wondering why the market 
keeps going up every day, the answer 
can be found in what has happened to 
the money supply.  This is result of 
monetary and fiscal policies to fend off 
detrimental economic effects of the 
Covid-19 pandemic. Figure 1 (p. 8) 
shows the dramatic increase in money 
supply (M1and M2) resulting from the 
significant increase in market liquidity 
of these policies.

Most readers following the Fed and 
governmental actions haven’t seen, 
heard or read about this anywhere.  
Fifty years ago M1 & M2 money supply 
was a main focus of discussion 
amongst economists, policy makers 
and market participants.  Why has the 
money supply risen so dramatically?  
Simply, because consumers, the 
largest single driver of the US 
economy, are not spending or 
borrowing much at the moment.  So   

the money has to find a home 
somewhere.

The savings rate has exploded (over 
30%, see figure 2).  This is the 
highest savings rate that we recall 
and probably the highest since WWII. 
Savings rates are “off the charts” as 
pictured in figure 2 (p.8).

When COVID-19 is over and 
consumers start to spend, we believe 
that interest rates will rise and the 
equity market may stop increasing.  
But the supply of cars and foodstuffs 
and Apple watches isn’t rising at 
double-digit rates so prices will rise.  
So will earnings.  Earnings estimates 
are already rising because of rising 
prices.  We expect that earnings will 
continue to surprise on the upside.

 Continued on page 8

Robert F. Ploder, 
since January 2016, 
has been Special 
Advisor to Boston 
Harbor and serves 
on the Boston 
Harbor Board of 
Advisors. 



Page 8

a
sentiment and a positive inflection point 
for the midstream asset class. 
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Inflation vs. Deflation
Demand pull inflation is generally good 
for companies and therefore investors. 
Prices will rise until supply meets 
demand without a commensurate 
increase in costs. Of course increasing 
prices are not directly helpful to 
consumers. 

Longer term, demand pull inflation 
generally leads to increased production 
resulting in rising employment (ignoring 
the impact of international trade) and 
lower unemployment. This economic 
expansion benefits companies, 

Money Supply, the Stock Market & Inflation 

employment and consumers by 
extension. 

When an economy (or a sector) 
approaches full employment the most 
productive companies expand and 
invest in increased capacity, 
eventually driving up wages. Without 
investment and productivity 
improvements, increased wages will 
reduce earnings and have a 
potentially negative impact on stock 
prices.

It is interesting to note that rising 
prices usually will signal consumers 
to increase current consumption 
before prices increase further, 
thereby driving additional demand. 
Falling prices would have the reverse 
effect, reducing demand since prices 
might decline further. This is one of 
the reasons the Federal Reserve has 
targeted a 2% inflation rate. So while 
inflation, on the face of it, might seem 
bad for consumers, a little inflation is 
actually good. Deflation, on the other 
hand, runs the risk of a downward 
economic cycle.

In particular industries there are 
examples when deflation, helped 
along by massive increases in 
productively, dramatically increase 
demand. The computer industry from 
the 1970’s onward is a good 
example. This was beneficial to all 
participants in the economy.

If a little inflation is good, is a lot of 
inflation better? In periods of 
significant inflation (1970’s) the 
Federal Reserve had to eventually 
(October 1979) significantly increase 
interest rates in order to decrease 
demand. This drove the economy into 
a recession in the early eighties.

Continued on page 9

selection methodology.  The low beta 
anomaly shows us that high beta 
simply doesn’t pay off over the longer 
term.  Nor does investing in 
unprofitable companies. Nor does 
investing in companies that may have 
a difficult time in the current year.  
Nor does weighting stocks for value.  
It is true we won’t do that well in a 
momentum market, but what 
fundamental investor will?  At some 
point “certainty” of earnings progress 
has always garnered excess return 
and, in my opinion, is the major 
advantage of our proven stock 
selection methodology.…

Demand pull inflation doesn’t require 
full employment, only rising demand.  
Demand will increase after COVID-19 
subsides, whether we are at full 
employment or not.  Longer term, full 
employment would signal rising 
wages, shrinking margins and lower 
earnings.  This we refer to as cost 
push inflation.  Demand pull is GOOD 
inflation, cost push is BAD inflation 
(for corporate profits).  So it depends 
on what part of the cycle we are in.  
We are and will definitely be in the 
demand pull phase for some time to 
come.  

Figure 2

Figure 1
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What could go wrong?  What if the 
government can’t spend its way out of 
this mess?  We always have been 
able to do this before, but this 
pandemic is a first.  In the early part of 
the Depression we CUT spending and 
supported the fixed price of gold and 
the dollar, believing that was the way 
to economic progress.  We soon 
learned that didn’t work.  If conditions 
should preclude the government from 
spending more money, we won’t be 
able to inflate our way out of the 
problem.  I can’t imagine how this 
would happen.  As a base currency, 
we should be (and have been) able to 
inflate anytime we’ve wanted, but 
we’re in uncharted territory.  So when 
(and if) the pandemic subsides, we 
look for inflation.  The news on the 
pandemic appears reasonably 
favorable, so the only reason I foresee 
inflation not occurring is if the 
pandemic worsens over the longer 
term. This seems unlikely at the 
moment. 

My rule of 21 (which means the 
market should sell at multiple of 21    

This publication is provided by CapVisor Associates, LLC (“CapVisor”) and is intended 
for sophisticated institutional investors solely for informational purpos-es. The 

information contained herein is provided with the understanding that the authors and 
publishers are not herein engaged in rendering legal, accounting, tax, or investment 

advice nor does information constitute an offer to sell or a solicitation to buy securities 
or investment products. Any reference to tax or legal matters is not intended to be 

used, and may not be used, for the purpose of avoiding penalties under the US Internal 
Revenue Code or for promotion, mar-keting or recommendation to third parties. This 
information has been obtained from sources believed to be reliable that are available 
upon request.  Any opin-ions expressed are subject to change without notice and do 

not necessarily re-flect the opinions of CapVisor Associates, LLC. Unauthorized use or 
distribu-tion without prior written permission of CapVisor is prohibited.  

Past performance is no guarantee of future returns. 
© CapVisor Associates, LLC 2020. All rights reserved.
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less the 10-yr Treasury rate, or 20x 
currently) indicates the market is only 
modestly overvalued.  This rule has 
worked well since WWII because it is 
arithmetic in nature, meaning a return 
to normalcy is likely over the next 
period of time.  If long term interest 
rates remained at 0.60% forever the 
market would be extremely 
undervalued, but this is quite unlikely.  
The market will have its ups and 
downs, but it is not nearly as 
expensive as most investors think.

In my opinion, we are likely going to 
have significantly higher inflation and 
sharply rising earnings in the next few 
years.

On a different subject, our equity 
management strategy emulates what 
we, as analysts, used to do decades 
ago.  We looked for stocks that would 
achieve positive returns and likely do 
well over the longer term.  I believe 
that is why the formula works so well 
today.  Currently most investors are 
looking for that big winner.  Instead, 
we’re looking for certainty of earnings 

progress, or sustainable earnings 
growth.

Our equity management strategy is 
seeking to eliminate those risks that 
have poor payoffs.  I believe this is 
the best way to explain our stock 
selection methodology.  The low beta 
anomaly shows us that high beta 
simply doesn’t pay off over the longer 
term.  Nor does investing in 
unprofitable companies. Nor does 
investing in companies that may have 
a difficult time in the current year.  
Nor does weighting stocks for value.  
It is true we won’t do that well in a 
momentum market, but what 
fundamental investor will?  At some 
point “certainty” of earnings progress 
has always garnered excess return 
and, in my opinion, is the major 
advantage of our proven stock 
selection methodology.…
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