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A Word on the Market

By: Pat Adams

Last week, a big week for earnings reports and this week
will be as well. The positive earnings surprises have been
much bigger surprises than usual. We did very well with
Nokia (NOK), the new management team has really done a
good job in expanding margins in their 5G products. We
were right on Microsoft (MSFT) trading off when they
reported as expectations were very high as well as most of
the other FAANG stocks. However, AAPL really did a good
job! This is a mature company with now close to a $2 trillion
market cap. We are very surprised that the law-of-large-
numbers has not caught up to AAPL yet. AAPL is currently
about 5% of the value of the entire U.S. stock market.

Q2 2020: Scorecard

S&P 500 Sector-Level Earnings Surprise %: Q2 2020
(Source: FactSet)

50.0% 100.0% 150.0% 200.0%

The Nasdaq has been driven up mainly by the large cap
technology stocks. Below is a chart of the Nasdaq, it is
clearly in a parabolic move. The last time we saw such a
move was in February before the market freaked out about
Covid-19. Now the Nasdaq is even higher above the 200-
day moving average. This part of the market has great
momentum but has too much risk. This is a repeating theme
for us.



http://cts.vresp.com/c/?PVGAssetManagementCo/2f3bc9b062/TEST/aabcf56eb2

Source: Bloomberg & Yahoo.com, Returns are appreciation only.
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Economic Events This Week Our theme we keep repeating, as the economy comes back
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Looking out to next year the consensus is for $164 in
earnings for the S&P 500, which puts the P/E multiple at
20x. This puts the multiple at level not too far off the 1999
forward earnings estimates.

Bottom-up EPS Estimates: Current & Historical

S&P 500 Calendar Year Bottom-Up EPS Actuals & Estimates
(Source: FactSet)
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the value stocks like banks etc... for instance are too cheap.
It is interesting we saw a significant purchase by an
insider in AT&T. We think a major theme is onshoring,
U.S. companies coming back to the U.S. It is not that simple
as manufacturing in China is much more efficient. China is
struggling in a number of ways, they are now trying to pass
through the tariffs, many factories have closed in China as
there is no government support like in the U.S., and they
have had major flooding. We are looking for the next Kodak
(KODK). KODK will make generic drug ingredients in the
U.S with a huge loan from the government. We think the
government will continue to spend aggressively on
healthcare with or without Covid-19. In our Emerging
Healthcare and Tactical Total Return SMAs we recently
bought Chimerix (CMRX), they are focused on AML
Disease, but the same drug also works for Acute Lung
Injury in Covid-19 patients. They also have a Smallpox
(there is concern Smallpox may come back) vaccine,
speaking of viruses, which could be approved next year and
drop $100 million per year to the bottom line. The company
has $103 million in cash and only a $190 million market cap.




Economic Events Last Week In the biotech space you can get these very large moves all

Date
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Source: Briefing.com

Event

Auto makers surge in June,
durable-goods orders climb
7.3%

Case-Shiller index shows
home prices kept rising in
May, but at a slower rate

U.S. consumer confidence
index drop to 92.6 in July

indicating rocky economic
recovery

Jobless claims rise two
weeks in a row as U.S.
Economy slows

U.S. recovery slowing, but
consumer spending jumps
5.6% in June

in one day that might take a decade in other growth stocks.

Next phase of subsidies, from the government, of at least
$1 trillion, should get passed in the next week or so. If it
should not occur September could be very volatile for the
markets. Our biggest concern is the election as there is
such a major contrast in economic policies.

Our technical model is positive but as the market has
significant short-term downward moves very quickly it
makes the algorithm very sensitive to getting defensive. As
we enter the historically very negative months of September
and October, we believe it is important to have this
protection in place.

We believe Marathon (MPC) selling its retail segment for
$21 billion was brilliant, with a 6% dividend yield it is
perfect for our Loss Averse Equity Income SMA. If MPC
were to trade to its old high, it would advance 125%.
Probably the most interesting companies reporting earnings
this week are Disney and BP both on Tuesday.
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