OB S F I NANCIAL | O CTO BE R 2020

INVESTMENTNEWSLETTER
Since news is unpredictable, a strategy designed to
weather both expected and unexpected events will
likely prove less stressful and easier to stick with.

IS THE STOCK MARKET DIVORCED
FROM REALITY?
SEPTEMBER 10, 2020 | Dimensional

I have been sheltering in place on a former dairy farm in rural New Hampshire—surrounded by more Scotch
Highland cattle than people—and relying on my iPhone and Microsof Surface Pro to keep in touch with the
ofice via email and Zoom video. I haven’t sat in a restaurant in six months, so my dining out costs are close to
zero while my grocery bill is sharply higher. I venture out every 10 days or so to stock up on supplies (Hannaford
supermarket, Walmart, Tractor Supply, Home Depot) and order frequently online. Judging by the trafic on
my dead-end dirt road, I’m not the only one whose habits have changed. It’s only a small exaggeration to say
every third vehicle going up or down the hill is a FedEx or UPS truck making another delivery, most likely from
Amazon.
For many of us, the daily routine has changed dramatically from a year ago. This writer is no exception. I
customarily travel extensively for business, with well over 100 airline flights and dozens of hotel stays over the
course of a year. Since March 18, the number is zero on both counts, and the near future ofers little reason to
expect any change.
With this shifing landscape in mind, it shouldn’t be surprising
that some companies have prospered during this upheaval while

No one could have predicted the tumult
we have seen this year in financial
markets. But investors would do well to
focus on what hasn’t changed.

others—especially travel-related firms—have struggled. From its
record high on February 19, 2020 the S&P 500 Index1 fell 33.79% in less than 5 weeks as the news headlines
grew more and more disturbing. But the recovery was swif as well: from its low on March 23, the S&P 500 Index
jumped 17.57% in just 3 trading sessions, one of the fastest snapbacks ever among 18 severe bear markets
since 1896. As of August 18, 2020 the S&P 500 Index had recovered all of its losses and notched a new record
high.
Many individuals are puzzled by this turn of events. For those under the age of 75, the news headlines are likely
the grimmest in memory: Millions have found themselves suddenly unemployed, and storied firms such as
Brooks Brothers, Neiman Marcus, and JC Penney have entered bankruptcy proceedings.
How can stock prices flirt with new highs while the
news is so discouraging? One financial columnist
recently observed that the stock market “looks
increasingly divorced from economic reality.”2
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Is it? Let’s dig a little deeper.
The stock market is a mechanism for aggregating opinions from millions of global investors and reflecting
them in prices they are willing to accept when buying or selling fractional ownership of a company. Share
prices represent a claim on earnings and dividends of into perpetuity—current prices incorporate not only an
assessment of recent events but also those in the distant future. In some sense, the stock market has always
been “divorced from reality” since its job is not to report today’s temperature but what investors think it will be
next year and the year afer that and the year afer that and so on.
Moreover, the universe of stocks does not march in lockstep. At any point in time, some firms are prospering
while others are floundering. This year’s wrenching economic turmoil has inflicted great hardship on some
firms while opening up new opportunities for others. Based on this admittedly abbreviated list, it appears the
stock market is doing just what we would expect—reflecting new information in stock prices.

Company

Total Return YTD
August 17, 2020

Boston Beer (Angry Orchard cider)

120.99%

Amazon.com

72.22%

Tractor Supply (new wheels for log splitter)

65.45%

Apple

57.19%

Clorox

50.26%

Netflix

49.07%

United Parcel Services (first name basis with driver)

39.79%

Microsof (Surfact Pro 4)

34.07%

Home Depot (barn light fixtures)

33.71%

Ahold Delhaize NV (Hannaford Supermarkets)

29.01%

Walmart

15.60%

Alphabet (Class A) Google

13.20%

S&P 500 Index

5.95%

Starbucks

—8.80%

Walt Disney

—10.55%

General Motors

—16.97%

American Express

—20.57%

JPMorgan Chase

—26.54%

ExxonMobile

—35.54%

Marriott Intl.

—36.54%

United Airlines

—60.95%

Carnival Corp. (cruise lines)

—70.78%

Past performance is not a guarantee of future results.
Source: Bloomberg. S&P data © 2020 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved. All figures are in US
dollars unless otherwise noted.
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No one could have predicted the tumult we have seen this year in financial markets. But investors would do
well to focus on what hasn’t changed.
1. Markets are forward-looking, so focusing on today’s economic data is akin to looking at the rearview mirror
rather than the road ahead.
2. Broad diversification makes it more likely that investors capture market returns that are there for the
taking—including companies that do far better than expected.
3. Since news is unpredictable, a strategy designed to weather both expected and unexpected events will
likely prove less stressful and easier to stick with.
Bottom line: read the newspaper to be an informed citizen, not for advice on how to navigate the financial
markets.
Source: Dimensional Fund Advisors LP Weston Wellington, a Vice President with Dimensional, is one of the firm’s market research experts.
He works closely with financial advisors in the US, Canada, Europe, and Australia.
1. S&P data © 2020 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved.
2. Matt Phillips, “Repeat Afer Me: The Markets Are Not the Economy,” New York Times, May 10, 2020.
This information is intended for educational purposes and should not be considered a recommendation to buy or sell a particular security.
Named securities may be held in accounts managed by Dimensional.
The information in this document is provided in good faith without any warranty and is intended for the recipient’s background
information only. It does not constitute investment advice, recommendation, or an ofer of any services or products for sale and is not
intended to provide a suficient basis on which to make an investment decision. It is the responsibility of any persons wishing to make a
purchase to inform themselves of and observe all applicable laws and regulations. Unauthorized copying, reproducing, duplicating, or
transmitting of this document are strictly prohibited. Dimensional accepts no responsibility for loss arising from the use of the information
contained herein.
“Dimensional” refers to the Dimensional separate but afiliated entities generally, rather than to one particular entity. These entities are
Dimensional Fund Advisors LP, Dimensional Fund Advisors Ltd., Dimensional Ireland Limited, DFA Australia Limited, Dimensional Fund
Advisors Canada ULC, Dimensional Fund Advisors Pte. Ltd, Dimensional Japan Ltd., and Dimensional Hong Kong Limited. Dimensional
Hong Kong Limited is licensed by the Securities and Futures Commission to conduct Type 1 (dealing in securities) regulated activities only
and does not provide asset management services.
Indices are not available for direct investment; therefore, their performance does not reflect the expenses associated with the management
of an actual portfolio. © 2020 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved.
Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission.
Investments involve risks. The investment return and principal value of an investment may fluctuate so that an investor’s shares, when
redeemed, may be worth more or less than their original value. Past performance is not a guarantee of future results. There is no guarantee
strategies will be successful.
Diversification neither assures a profit nor guarantees against loss in a declining market.
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WHY INVESTORS MIGHT THINK TWICE
ABOUT CHASING THE BIGGEST STOCKS
SEPTEMBER 2020 | Dimensional

As companies grow to become some of the largest firms trading
on the US stock market, the returns that push them there can be
impressive. But not long afer joining the Top 10 largest by market cap,
these stocks, on average, lagged the market.
•

Expectations about a firm’s prospects
are reflected in its current stock price.
Positive news might lead to additional
price appreciation, but those unexpected
changes are not predictable.

From 1927 to 2019, the average annualized return for these stocks over the three years prior to joining the
Top 10 was nearly 25% higher than the market. In the three years afer, the edge was less than 1%.2

•

Five years afer joining the Top 10, these stocks were, on average, underperforming the market—a stark
turnaround from their earlier advantage. The gap was even wider 10 years out.

•

Intel is an illustrative example. The technology giant posted average annualized excess returns of 29% in
the 10 years before the year it ascended to the Top 10 but, in the next decade, underperformed the broad
market by nearly 6% per year. Similarly, the annualized excess return of Google five years before it hit the
Top 10 dropped by about half in the five years afer it joined the list.
AVERAGE ANNUALIZED OUTPERFORMANCE OF COMPANIES BEFORE
AND AFTER THE FIRST YEAR THEY BECAME ONE OF 10 LARGEST IN US
Compared to Fama/French Total US Market Research Index ,1927–2019

1.
2.

Ten largest companies by market capitalization.
Returns are measured as of start of first calendar year afer a stock joins Top 10.

Past performance is no guarantee of future results. Indices are not available for direct investment; therefore, their performance does not
reflect the expenses associated with the management of an actual portfolio. This information is intended for educational purposes and
should not be considered a recommendation to buy or sell a particular security. Named securities may be held in accounts managed by
Dimensional. Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission.
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Investment Update is published monthly by OBS Financial. All articles provided by
Dimensional Fund Advisors, Morningstar, or OBS Financial. Information has been
obtained from sources believed to be reliable, but its accuracy and completeness,
and the opinions based thereon, are not guaranteed and no responsibility is
assumed for errors and omissions. Nothing in this publication should be deemed
as individual investment advice. Consult your personal financial adviser and
investment prospectus before making an investment decision. Any performance
data published herein are not predictive of future performance. Investors should
always be aware that past performance has not been shown to predict the future.
If in doubt about the tax or legal consequences of an investment decision it
is best to consult a qualified expert. OBS Financial is a Registered Investment
Advisor with the Securities and Exchange Commission.
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