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Dear Client, 

Happy Fall! It is foliage season here in the Hudson Valley! Every year, those of us who live here are lucky enough to 
see the beautiful landscape go from lush green trees and bushes to brown, yellow and red. It is truly amazing to see. 
This fall is especially welcome with the rains bringing some control to the fires out west that have done so much 
damage.  

“Autumn is a second spring when every leaf is a flower” – Albert Camus 
 

The markets have held up pretty well over this last quarter even after the latest modest pullback, perhaps the 
uncertainties caused by the virus and its related economic toll have dwarfed any that might result from the 
presidential election. It’s important for us to remember that the presidency, as powerful a position as it is, has very 
little to do with the economy as a whole. Congress can push the needle with their fiscal policies certainly but even 
then, it’s often more to do with what they don’t do that makes the difference. Absent any spectacularly bad 
legislation and tax policy; it is all of us, you and I, the American citizens that make the difference in the broad 
economic trajectory.  

Fortunately, this Congress acted swiftly to pass legislation that helped keep families afloat and many businesses 
solvent as we’ve worked our way through the devastation caused by the economic shutdown. While there is a lot of 
work to do still, much has been done, not only by the various branches of Federal government but by state and 
municipal governments as well. We think though, when all is said and done, the real heroes of the fight against the 
virus and the ongoing struggles around our country can be found all around us. The frontline workers in the hospitals, 
police officers, firefighters along with food banks and grocery stores, have all made a difference. Heroes are all 
around us and it makes us proud and grateful to see our communities rise to the challenge. 

The post-bear market rally continued apace in the third quarter though investors tapped the brakes in September. 
Nearly all assets rose save for battered energy stocks and government bonds. 

P.O. BOX 1635  WAPPINGERS FALLS, NY 12590  PH: 845.297.0300  FAX: (845) 297-0572 

 

Source: Koyfin.com 



 

2 
 

For five straight months the stock market logged positive performance. August, historically an uneven month that 
averages flat performance, this year saw markets rise quietly but steadily to new highs. It was the S&P 500’s best 
August performance since 1986. Of course, stocks can’t rise unchecked forever and so as summer came to an 
unofficial end on Labor Day, so too did the five-month rally. The market took a breather in September as investors 
paused to reflect on the whiplash recovery and incorporated all of the outstanding uncertainties into their 
investment calculus. 

Technology stocks in particular were due for reconsideration. The tech-dominated Nasdaq index had risen an 
incredible 75% from its March bottom to its September 2nd new all-time high. From there through the end of the 
quarter the Nasdaq corrected—that is, it fell -10% from its all-time high. Such volatility is nothing out of the ordinary, 
especially considering the heights to which stocks rose without interruption immediately preceding the sell off. 

 

The story of the third quarter is one with which we have become very familiar: the market’s biggest names—
predominantly technology and internet-related stocks—lead the rally and continue to be top-of-mind for most 
market participants. This is not unjustified given the economy’s pandemic-transformation from brick and mortar 
retail and entertainment to virtual versions of the same. Though we just witnessed the fastest-ever recovery from a 
bear market bottom, the behavior of the stock market has been perfectly rational. Market participants consume and 
digest vast quantities of news nearly instantaneously and today more than at any time in the market’s history, stock 
prices quickly reflect the culmination of their conventional wisdom. And this conventional wisdom, as evidenced by 
stock index levels, is that, notwithstanding the precariousness of this moment—amidst a recession, a worsening 
pandemic, and an election—the American economy will rebound and flourish sooner than later. 

We will continue to approach markets in a similar fashion: confident in the durability of our economy and in the 
resilience of everyday Americans in the face of a once-in-a-lifetime pandemic. We are not ignorant of the challenges 
we all face. We are selecting a new Congress and perhaps a new president come November and we are anxiously 
anticipating the arrival of a vaccine so that life can get back to normal. The fourth quarter will be a bumpy ride but 
the gradual recovery and rapid scientific advancements both give us reason to be bullish for the medium- and long-
term outlooks for securities markets. 
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Can We Keep the Recovery? 

If you watch the nightly news or read the newspaper every day you could be forgiven for thinking our economy is 
falling apart, that the coronavirus pandemic is the straw that broke its back. We are in decline, so the thinking goes, 
so let’s make room so the ruthless totalitarian efficiency of communist China can take our place. After all, China’s 
official numbers – which may or may not be cooked - show a miraculous coronavirus eradication and even growth 
of their economy that is on track to outpace every other nation in the world this year. Despite these claims and the 
fawning of our media class for Xi Jingping’s iron fist, economic data for the third quarter proves them all wrong. 

Our economic recovery is on track to beat even the most optimistic expectations. With third quarter GDP growth 
equaling 38%, the pandemic recession is already over. The question we posed in last quarter’s newsletter bears 
repeating: how quickly can the world’s most dynamic economy be revived from flatlining to full health? It is a 
testament to the strength and resilience of American industries and American people that we could weather this 
unprecedented event and pull through in just six months. 

The American consumer has come to the rescue of our economy. Consumption now accounts for nearly 70% of gross 
domestic product so consumer behavior is an essential guide to determining the near-term outlook for the economy 
and markets. Two separate measures of consumer outlook—confidence and sentiment—both rose. This tells us that 
consumers are learning to live with the reality of the coronavirus: they (we) have adjusted their expectations, 
modified their behavior, and adapted to a less social way of life for the time being. 

This adaptation also is reflected in retail sales. Not only have monthly sales completely recovered, but they are also 
reaching new highs. Helping to juice this sales boom has been the thriving housing market. Home buyers are taking 
advantage of historically-low mortgage rates and sellers are eager to get top dollar in this hottest market since the 
mid-2000s. During the last recession in 2008 it took four years for retail sales levels to recover. This year’s sales 
contraction was reversed in four months. 

 

While much of the economy is on the upswing, having withstood the coronavirus shock, there are certain segments 
still struggling and likely to face a slower recovery in the months ahead. The problem, put bluntly, is that consumers 
are staying home. This has worked well for internet retailers and take-out savvy restauranteurs, but it has ravaged 
in-person shopping, small businesses, and the folks that these businesses employed. The unemployment rate fell to 
7.9% in September with the economy recovering over 11 million of the 22 million jobs lost owing to the pandemic. 
However, the number of workers becoming permanently unemployed continues to increase. And those hardest hit 
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by this labor market failure are the lowest income Americans: the unemployment rate for those with less than a high 
school diploma is 11.8%; the rate for those with at least a bachelor’s degree is 4.8%. Consumers have become 
accustomed to being at home and until there is a vaccine, or something drastic changes to jolt folks out of this fearful 
behavior, relief for these segments of the economy may be slower than anticipated. 

These people and businesses, therefore, need a lifeline. The success of the CARES Act and the over $2 trillion in relief 
already passed has the market eager to see the next round passed. The frustrated negotiations among the White 
House and Congressional Democrats and Republicans have been a constant source of market anxiety these past few 
months. The contemplated additional relief will help keep lower-income Americans solvent and bridge the gap for 
them from now until the return to normality sometime next year. As of this writing it appears as though no package 
is likely to be passed until after the election. 

Looking Ahead 

Historically, the stock market has been mostly agnostic as to which party controls the 
levers of power in Washington (see the chart). Like the economy, markets ebb and flow 
and though politicians may attempt to take credit—or disavow responsibility—for gains 
and losses, government legislation and regulation are just two factors among countless 
others affecting the market’s performance. That being said, elections do have 
consequences and market observers have begun to position their portfolios in 
anticipation of the different scenarios of a Trump or Biden win.  

A Trump win would deliver more of what we experienced pre-pandemic: bolstered growth 
and profits thanks both to the enduring Republican tax reform of 2017 and the 
administration’s commitment to deregulation; and, assuming a vaccine, continued job 
and wage growth especially for lower-income Americans (recall that, before the 
pandemic, labor markets were flourishing and wages were growing fastest for the lowest 
earners). A second Trump term would also carry over the uncertainties of the ongoing 
China trade war and the president’s unique ability to move markets with his tweets.  

On the other hand, Joe Biden has proposed a tax plan that would add $4 trillion to federal coffers over the next 
decade. Assuming a united government President Biden’s plan would raise corporate rates from the current 21% to 

28% and would also hike 
individual and payroll taxes. 
As University of Chicago 
economist Casey Mulligan 
notes, this would be one of 
the largest tax increases in 
history (see chart nearby) 
and has the potential to 
detract from GDP growth by 
4 to 5%. Hitting individuals 
and businesses with these 
taxes on the heels of a 
recession and given the 
business reliance interests 

now vested in the new rates would almost assuredly cause the economy to revert to the low and slow growth years 
of President Obama. 

We remain optimistic about the market and its ability to survive these uncertainties and charge ahead through the 
end of the year. Covid-19 remains a dangerous disease, but its mortality has dropped 18% among hospitalized 
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patients since the start of the pandemic. Treatments are advancing rapidly, and the government’s Operation Warp 
Speed has invested $11 billion in seven vaccine candidates. Dr. Moncef Slaoui, the head of Warp Speed, expects a 
75-90% effective vaccine to be ready for production by January. 

As for the economy, we would urge you to forget all the letters used in the media about the “Shape” of the recovery. 
The fact is that most economic data being collected is showing a steady, if imperfect, rebound. Additional federal 
relief is going to be very near $2 trillion and will provide crucial aid to individuals and businesses that need it most. 
An improving coronavirus outlook, a firming economy, a market flooded with money, and interest rates near zero 
all give us reason to have a bullish outlook for markets going forward. 

Our approach to investing through this fourth quarter of uncertainties remains the same: Frank, unbiased, and 
unemotional assessment of the current market conditions aided by our investment management software. Our 
process confronts markets without preconceived notions and adjusts based on the present market environment 
instead of trying to predict the future. Importantly, we have the ability to enter into defensive positions like cash, if 
an unexpected shock should sent the market reeling. 

Since 1776 our nation has been a triumph for optimists.  Our Union has held through the toughest of times, and we 
have the freest nation on earth.  On the eve of this election, we remain bullish on America, willing to believe that 
this next century will be as great as the last.  We have the right to vote, to assemble, to run for office, and to associate 
freely.  These freedoms of democracy are something many people in the world can only dream of.  

The US Census Bureau reports that in the 2016 federal election only 61.8% of eligible voters actually voted.  So 
please, whatever your political views, exercise your democratic right and vote.   

At FSC Wealth advisors, it is our fiduciary responsibility to help you make decisions that are in your best interest.  
That being said, Planning is the key! It is imperative that we are aware of any changes in your personal situation and 
financial condition.  It is important that we discuss any changes during our regular meetings, but you should not wait 
for those meetings, please feel free to call our office at any time to discuss your situation. 

We would like to thank you once again for your confidence and your business.  We truly do appreciate it. 

Optimistically yours, 

 
The FSC Wealth Advisors Team 

 
 
 
 
 
 

"Someone struggled for your right to vote. Use it." 

Susan B. Anthony 
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Performance Disclaimer 
No investment strategy or methodology can guarantee profits or protect against losses. Investment risk includes the uncertainty and volatility of potential returns for a 
portfolio or an individual investment over time. Investment risk is inherent in every individual portfolio and no computer model or modeling program used or relied upon 
in making investment choices for a portfolio can eliminate risk. A computer modeling program may not reflect actual risk and return parameters applicable to any particular 
portfolio or investor. Actual investment decisions made on the basis of a computer generated model or modeling program may be materially different from expected or 
intended results, and any computer modeling program is subject to errors in the program and system failures at any time. 
 
Indexes are unmanaged, do not incur management fees, costs and expenses, and cannot be invested in directly. Past performance is not a guarantee of future results.  
The S&P 500 is a market-cap weighted index composed of the common stocks of 500 leading companies in leading industries of the U.S. economy.  
The Dow Jones Industrial Average is a price-weighted index of 30 actively traded blue-chip stocks. 
This report is for informational purposes only and is not a solicitation, or recommendation that any particular investor should purchase or sell any particular 
security.   Information contained herein is obtained from sources believed to be reliable but its accuracy and completeness is not guaranteed. It is not intended 
to provide specific legal, investment, accounting, tax, or other professional advice. Individuals should consult with the appropriate professionals for their 
specific situations or needs prior to taking any action based on this information. Neither NEXT Financial Group, Inc. nor its Representatives give tax or legal 
advice. 
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