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We believe in the old saying: a picture is worth a thousand 

words. Here, we aim to recap recent market action and provide 

some perspective to investors. 

January 2021 

DO THE ECONOMY AND STOCKS MOVE IN TANDEM? NOT ALWAYS. 

For most of 2020, investors grappled with a difficult question: how can the stock market be doing so well when the world 
seems to be doing so poorly? After crashing in March, the S&P 500 rallied over 70% through year-end despite a deep and 
historic recession, depression-era unemployment, and a still-ongoing global pandemic. How could this be? 

Ultimately, the answer is a cocktail of the 
following (and more): the forward-looking 
nature of stocks, historic monetary and fiscal 
policy response, and a market structure that 
reflects outsized contributions from thriving 
big tech firms. And while this might feel 
inappropriate—Wall Street ascendant, Main 
Street suffering—the disconnect is not all 
that uncommon.  

Consider the chart to the right. Each dot 
represents a single year between 1930 and 
2020; the y-axis is the GDP growth for that 
year, the x-axis is the S&P 500 return. While 
most of the years are concentrated in the top 
right quadrant (moderate GDP growth, 
positive stock returns), there isn’t much of a 
pattern, and many years don’t conform to 
what we’d think at all.  

Case in point: there have been 18 years since 1930 in which the US posted negative GDP growth (2020 will likely be the 
19th). The average S&P 500 return for those years has been 13%. On the flip side, the US has posted 23 years with GDP 
above 5% and the average S&P 500 return was only 10% in those years. GDP growth and stock returns are simply just not 
that related over a short-enough timeframe. 

But with 2020 in the rearview, why bring it back up now? We are set up for immense economic growth in 2021—widespread 
vaccination, historic stimulus still coursing through the nation’s veins, and a populace teeming with pent-up demand, ready 
to travel, see concerts, and eat out. The question becomes—will the stock market match? It's possible that the blockbuster 
GDP growth expected in 2021 does not result in similarly high-flying equity returns, that much of the 2021 boom is already 
priced into a stock market at all-time highs. It’s also possible that S&P 500 (and other market-cap weighted index) returns 
lag as small-cap, international, and value-oriented stocks take leadership on the back of booming economic growth.  

We can’t predict the future, but we can learn from the lessons of the past. Last year showed that dislocations between the 
stock market and economy over shorter time periods are extremely possible. Next year may look different but feature a 
similar phenomenon. It also reinforces the notion that investing when things seem dire or difficult (e.g. 2020) is necessary 
to capture all of the market’s long-term gains. To discuss this and more, reach out to your Baird Advisor today. 
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GDP growth is not necessarily a predictor of S&P 500 returns, or vice versa 
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here reflect our judgment at this date and are subject to change. The information has been obtained from sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

 

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  

This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should consider the contents of this report as a single factor 

in making an investment decision.  Additional fundamental and other analyses would be required to make an investment 

decision about any individual security identified in this report. 

 

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 

other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Copyright 2020 Robert W. Baird & Co. Incorporated.  

 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert 

W. Baird Limited holds an ISD passport. 

 

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 

classified as objective.   

 

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   


