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Markets Test Positive...For Steroids 

I t has been a magnificent run for markets, 

gaining back much of what had been lost. The 

rebuilding process has been swift and, at times, 

very powerful. To their credit, much of the hard 

work has been done by the companies that hold 

the greatest weight in key indices. Take the 

NASDAQ 100 as a good example of this. 

On what is now known as the post-pandemic 

trade, companies that have become 

beneficiaries of the work-from-home shift have 

been in favor. Many of these reside within the 

technology sector and had been thriving even 

before the Covid-19 outbreak. The 

advancements in technology have pushed 

companies to keep up with the latest and 

greatest innovations and consumers have 

become more reliant on tech for many of their 

needs. 

So, as the lockdowns, and stay-at-home orders 

were issued, many of the top names that were 

already gaining market share went into 

overdrive. Names like Amazon, Microsoft, 

Google, and Apple were well positioned going 

into this global shutdown.   

The NASDAQ 100 is a market-cap-weighted 

index. What this means is that companies with 

the largest market value hold the biggest 

positions in the index. So, trillion-dollar 

companies hold a disproportionately large 

weighting. 

The table above shows the weight of the top-5 

names in the NASDAQ 100 ETF (QQQ): 

In other words, these five companies together 

account for more than 46% of the index. Since 

these are also the companies that have 

performed well before and during the 

pandemic, they have skewed the index returns 

significantly. For example, Apple is up 27% in 

2020 through the end of June, Microsoft 30%, 

Amazon 60%, and Facebook 18%. No wonder 

why the NASDAQ 100 ETF is up 20% this year. 

A similar situation has occurred with the S&P 

500 index, although to a lesser degree. The 

same stocks that have dominated the NASDAQ 

returns are also high on the list within the S&P 

500, another index that is market-cap weighted. 

What we know from this is that while the major 

stock indices have recovered a good amount of 

the losses since March 23rd, not all stocks have 

seen a similar trajectory.   

The large-cap indices are close to breakeven for 

the year, while the Russell 2000 small-cap index 

is still down 15%.  

What we are seeing now is a bear market – the 

first time in over ten years that we have 

observed both an economic contraction and 

market correction of this magnitude. It is part of 

the cycle that moves from trough to peak and 

back again. It is natural that markets correct, 

and that the economy slows. However, not all 
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bear markets or economic downturns are equal.  

History has shown us that major market 

corrections come in many different sizes and 

flavors. Each one has its own peculiarities and 

reasons as to why it got started in the first 

place. If we were to look at past occurrences of 

market breakdowns, we could split them into 

three basic categories. 

First, there is structural. Essentially this is the 

result of a market player or sector causing a 

systemic problem, such as over-leveraged banks 

or consumers. We could put the 2008-2009 

financial crisis in this category.  

Then there is the cyclical type which is more of 

a natural slowdown in economic activity after a 

period of growing production and profits. The 

early 1980s is probably the best example of this 

type of downturn. After nearly a decade of 

sustained inflation, the Federal Reserve raised 

interest rates to nearly 20 percent, pushing the 

economy into a recession. The combination of 

high inflation and slow growth — known as 

stagflation — was a factor behind the market 

drop of 27% and 21 

months of economic 

sluggishness.  

Finally, we have an 

event-driven market 

and economic disaster 

type. This is largely what 

we are seeing play out 

right now, with an 

unpredictable shock to 

the markets, such as a 

natural disaster or health crisis. This sort of 

economic condition is usually the worst and the 

best, all rolled up into one.  

It is the worst because no one can see it 

coming. In the situation of a natural disaster or 

the current case of a pandemic, it is not 

something that is highly predictable. Thus, 

creating a significant amount of uncertainty and 

massive market volatility.  

On the other hand, it is one of the “best” types 

as the deep market correction is often a 

temporary condition. While the shock may hit 

markets hard, it is usually over faster than any 

of the other types of bear markets. Additionally, 

event-driven disasters also have the ability to 

turn into a structural breakdown. As the 

economy slows due to the event/disaster, if 

there is not enough fiscal or monetary support 

sectors that are more susceptible to economic 

change could become problematic causing a 

downward spiral.  This is why it was so 

important to see coordinated efforts from both 

the Federal Reserve and the U.S. Government 

come to the rescue so quickly. 
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Naturally, there is no specific rule as to the 

length or depth of the damage that spins off any 

of these economic storms. We also don’t have 

any idea how far governments are willing to go 

to provide stimulus and market supportive 

measures. However, we do have some historical 

precedent as to average declines for the stock 

market, recovery, and months that the pain will 

last. 

While there are only a handful of bear markets 

throughout history that we can glean data from, 

the notion that event-driven bear markets can 

recover quicker than structural bear markets 

makes sense. On average, the historical 

recovery time from the lows back to the highs 

has been 15 months. With the current market, 

the NASDAQ did it in less than 3 months. The 

S&P 500 is still working on getting back to its 

previous high that it achieved in February 2020 

and the Russell 2000 small-cap index has its 

work cut out for it.  

Obviously, this pandemic needs to 

get resolved before investors and 

consumers can regain their full 

confidence in the economy. The 

recession that we find ourselves 

in, just like every recession of the 

past, feels like the worst one ever. 

Even as the stock market and the 

economy have dislocated, there is still a great 

deal of economic pain that is widespread and 

far-reaching. Job losses and business closings 

are just the tip of the problems that millions of 

people are dealing with on a daily basis.  

As investors, we know that eventually, we will 

experience a market downturn. As individuals 

and consumers, we also have a great deal of 

evidence that shows us that periods of 

recession typically do not last long, and the 

stock market has a way of recovering over the 

long-haul. 

In fact, if we want to look at the cup as half-full, 

we can see that, on average, expansions last 

about three times as long as recessions. As long 

as your risk tolerance is matched with an 

appropriate timeframe, there is a good chance 

that, over time, you will have a much greater 

chance of expansion than contraction. 

Mid-Quarter Reports 

On a regular basis, we research various macroe-

conomic themes and create quick write-ups of 

what the data is showing us. What follows are 

some of the recent reports that we have pub-

lished for use with our overall research process. 

This may provide some better insights into our 

thinking and a general update of economic condi-

tions. 



 

Bear Market Recoveries 
 
Considering the recent market drop, it is helpful to put past instances of bear markets into perspective. What we can learn is that - 
all bear markets are not created equal. Looking back over time shows there have been varying lengths of recovery.  From as short as 
61 days to as long as 1,462 days.  
 
Interestingly, since 1950, there have been 13 bear market recoveries with an average 1-year return following the event of 35.6%. It 
is important to note that for the most part, these were not “V” shaped from the bottom of the correction to the top of the recovery. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 



 

CPI – Consumer Price Index 
 
Looking at the headline number, inflation increased 0.57% for the month and more than 6% on an annualized 
basis. That would be significant but for the collapse in prices in the previous months when most of the country 
was closed for business.  
 
The fact that there was a temporary spike in inflation is not totally unexpected. The re-opening of the economy 
and the pent-up demand was bound to show a rebound in pricing. Add to that the excess liquidity due to trillions 
of dollars in stimulus and higher prices were pretty much a sure thing. 
 
What will be more important is the average over the next few months (red dotted line) and if we can regain that 
2% level that the Fed is looking for. 
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Deflation  - Looking for a Reversal 
 
Most agree that deflation is a sign of a weakening economy. Economists fear deflation because falling prices lead to lower consumer 
spending, which is a major component of economic growth. Companies respond to falling prices by slowing down their production, 
which leads to layoffs and salary reductions. 
 
Even with the unprecedented amount of monetary debasement in the form of quantitative easing, the Fed (and other central banks) 
have not been able to sustain their respective target inflation rates. However, with the current economic sudden stop and trillions of 
dollars poured into the financial system, there is a high probability that after the event clears, a major jump in inflation could occur. 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 



 

ISM Composite 
 
The ISM Non-Manufacturing Index for April dropped to 41.8%. A number below 50.0% is indicative of contraction. 
 
The April reading was the lowest reading for the index since March 2009. The Composite, which includes the manufacturing index, is 
now squarely in contraction territory, signaling that we are currently in a recession. 
 
 
 

 
 



 

Concern in The Muni Markets 
 
The municipal bond market continues to show stress for those municipalities with weak fundamentals. As the potential for an 
economic downturn grows, prices on bonds of Puerto Rico, Chicago, New York and other issues with lower ratings have moved 
sharply lower. Recently, prices have recovered somewhat as there is some talk that the Fed may support this sector through its 
quantitative easing (bond buying) program.  
 
The chart below compares the year-to-date return of a generic muni-bond ETF versus a high yield muni-bond ETF. Markets are 
pricing in defaults as municipal revenues are expected to be sharply lower for some time as a broad-based recession is anticipated. 
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Important Disclosures 

The information presented in this publication is not intended to be used as the sole basis of any investment decisions, 
nor should it be construed as advice designed to meet the investment needs of any particular investor. Nothing in our 
research constitutes legal, accounting or tax advice or individually tailored investment advice. Our research is prepared 
for general circulation and has been prepared without regard to the individual financial circumstances and objectives of 
persons who receive or obtain access to it. 
 
Our research is based on sources that we believe to be reliable. However, we do not make any representation or warran-
ty, expressed or implied, as to the accuracy of our research, the completeness, or correctness or make any guarantee or 
other promise as to any results that may be obtained from using our research. To the maximum extent permitted by law, 
neither we, any of our affiliates, nor any other person, shall have any liability whatsoever to any person for any loss or 
expense, whether direct, indirect, consequential, incidental or otherwise, arising from or relating in any way to any use 
of or reliance on our research or the information contained therein.  
 
Some discussions contain forward looking statements which are based on current expectations and differences can be 
expected. All of our research, including the estimates, opinions and information contained therein, reflects our judgment 
as of the publication or other dissemination date of the research and is subject to change without notice. Further, we 
expressly disclaim any responsibility to update such research. 
 

Risk Considerations 

Investing involves substantial risk. Past performance is not a guarantee of future results, and a loss of original capital 
may occur. No one receiving or accessing our research should make any investment decision without first consulting his 
or her own personal financial advisor and conducting his or her own research and due diligence, including carefully re-
viewing any applicable prospectuses, press releases, reports and other public filings of the issuer of any securities being 
considered. None of the information presented should be construed as an offer to sell or buy any particular security. As 
always, use your best judgment when investing. 
 

Additional Points for Consideration 

As mentioned, this material is provided for information only and is not intended as a recommendation or an offer or so-
licitation for the purchase or sale of any security or financial instrument. This material is not a complete analysis of all 
material facts respecting any issuer, industry or security or of your investment objectives, parameters, needs or financial 
situation, and therefore is not a sufficient basis alone on which to base an investment decision. Horowitz & Company and 
its related persons may have positions (long or short), effect transactions or financial instruments mentioned herein (or 
options with respect thereto) with issuers mentioned herein. Moreover, investment strategies and client portfolios of 
Horowitz & Company may have acted on the basis of this material. The information contained herein is as of the date 
and time referenced and Horowitz & Company does not undertake any obligation to update such information. All market 
prices, data and other information are not warranted as to completeness or accuracy and are subject to change without 
notice.  Past performance is not indicative of future results. The investments discussed may fluctuate in price or value. 
Changes in rates of exchange may have an adverse effect on the value of investments. Transactions involving financial 
instruments mentioned herein may not be suitable for all investors.  
 
Horowitz & Company, Inc. is registered as an investment advisor with the State of Florida and conducts business in other 
states where it is properly registered or is excluded from registration requirements. Registration does not imply any level 
of skill or training.  Horowitz & Company will provide all prospective clients with a copy of our current Form ADV, Part 2A 
("Disclosure Brochure") and the Brochure Supplement for each advisory person supporting a particular client. You may 
obtain a copy of these disclosures on the SEC website at http://adviserinfo.sec.gov or you may contact us at  
info@horowitzco.com to request a free copy via .pdf or hardcopy. 
 

Note: Information and data are derived from a broad range of sources including Bloomberg, YCharts, Briefing.com amongst others. 


