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The stock market has continued its recovery from the low on March 23rd. It has done so in the face of 
declining oil prices (another unprecedented market occurrence). Today, despite worse than expected 
Q1 GDP, the market is up mostly because news of a Gilead drug to treat COVID-19 patients. A good 
question we have been hearing is: why does the stock market continue to advance when economic 
conditions look so bad? Historically, the market usually goes down more than economic conditions; for 
example, in 2008, GDP contracted by “only” 5% and yet the stock market went down 50%. Time will 
tell what will happen with this crisis, but this recession is one that we intentionally created for the sake 
of public health. As we have said many times before, the market is a forward-looking discounting 
mechanism, each day, digesting news and pricing it in into the future. 
  
 
Andrew Adams, of Saut Strategy, had this to say today: 
  
“Before all this Coronavirus mess happened, one idea I had given a lot of thought to over the years 
was that the stock market tends to “melt up” unless presented with a very good reason not to do so. 
That reason could be technical, fundamental, or breaking news-related, but absent such a reason the 
market does seem more likely to go up than down. Even during secular bear market periods, there 
are still large bounces and prolonged investable rallies that take place (e.g. 2003-2007), which is why 
true long-term investors don’t have to necessarily time the market perfectly to make money. It’s also 
why the old adage that you should “never short a dull market” is one to remember.  
 
I know I’m not breaking new ground with this “theory,” but I do believe it’s important for market 
participants to comprehend that in addition to the fact that economies tend to expand over time, there 
are just more incentives for the market to go up than to go down: companies want their stock prices to 
rise; investors want stock prices to rise; and since the stock market is often viewed as a sort of 
scorecard for a political administration’s policies, the government wants stock prices to rise.  
 
Even the so-called “independent” Federal Reserve seems to put more emphasis on being 
accommodative to maximize employment (which helps the economy and by extension stocks) than 
they do being more contractionary to prevent future high inflation. Is it really a surprise then that 
stocks frequently seem to go much higher than many believe they should? There are definitely times 
when a more negative or cautious view is justified, but it has to be supported by what the market is 
actually doing and not just what we think it should be doing.  
 
I mention the “melt-up market” idea because coming into yesterday it felt as if stocks had returned to 
the “slow and steady” grind higher that had been the norm prior to this year’s large sell-off. The recent 
action has added to the tremendous amount of disbelief among many investors as to how the stock 
market can possibly go higher given that much of the economy remains shut down and likely won’t 
fully return to something resembling normal for a long while. Over the last month, the stock market 
has largely ignored the poor economic data and the continuing troubles suggested by the oil market, 
and it’s easy to make a case for why the market is “wrong” to do so.  
 
Of course, the market is never wrong (though it can change its mind), and as a forward-looking 
discounting mechanism it is constantly reevaluating its outlook even as many individual investors 
remain married to their own.  
 



 
 
 
 
 
In addition to the upward biases mentioned above, there are also trillions of dollars in financial capital 
worldwide that are constantly seeking out the best place to make a return. And with global interest 
rates at such ridiculously low levels the stock market is still the most attractive place for many global 
investors who need to earn something on their capital despite the existing risks. So, even if it has not 
made sense how stocks can possibly rise given all the existing uncertainty, the markets don’t have to 
make sense and stocks usually do go up unless the market decides there is a good enough reason 
not to do so. “ 
 
 
To his last point, investors have to put their money somewhere. All portfolios are made up of some 
combination of stocks, bonds and cash. Stocks give you the best chance for growth over the long 
term. Pension funds, endowments, wealthy people and all investors need growth from their portfolios. 
This is not a new idea, the term “TINA” – there is no alternative – to stocks has been written about 
before. However, as interest rates continue to go lower, investors do have to look to stocks for their 
growth. This could also mean more volatility in the stock market now and going forward. With interest 
rates where they are, investors will not get that growth needed going forward in bonds. You could get 
a decent income from bonds in the past as this chart will show, but the best indicator of future 
performance for fixed income in the starting yield, and we are starting from a very low point. 
 
 

 
  
 
So why own bonds at all? 
 
The reason is, everything is okay in the stock market and the economy until it isn’t. As we have seen 
in the past few weeks, the stock market can turn on a dime and there may not be a warning that there 
is a pandemic coming or whatever else will be thrown at us in the future. Everything was going just 
fine in the stock market and the economy in February until it wasn’t. We do not own bonds in our 
portfolios to outperform the stock market. We fully expect bonds will underperform the stock market 
over a long period of time. We have bonds because we want to make sure when things are not going 
well for stocks, and we aren’t sure exactly when that will be every time, we want to have bonds to 
meet your income needs in the shorter term. For example, in the Global Balanced Advisor, we have 
5% in cash and approximately 20% in bonds. That’s 25% of the portfolio not invested in the stock  



 
 
 
 
market. If you are taking 6% in account withdrawals each year, that is approximately 4 years’ worth of 
account withdrawals without having to sell the stocks in the portfolio. We know over time, stocks will 
recover, and historically they have outperformed other assets over the long-term. By including bonds 
and cash in the Global Balanced Advisor portfolio, which is managed to moderate risk, this portfolio 
has the “staying power” to endure declining market periods.  
 
 
 
 
 
 
 
 
 
 
 
The information contained herein was obtained from sources considered reliable. However, its accuracy or completeness cannot be guaranteed.  Neither 
the information nor any opinion expressed constitutes a solicitation for the purchase or sale of any security. 
 
La Ferla Group does not provide legal or tax advice. You must consult with your legal or tax advisor regarding your personal circumstances. 
 
Contact La Ferla Group if you have any questions; if your financial situation, individual needs or investment objectives have changed; or if you would like 
to impose or change any investment restrictions on your account(s). 
 
La Ferla Group LLC (“La Ferla Group”) is a federally registered investment adviser with its principal place of business in the State of New York.  Registration 
does not imply a certain level of skill or training.  This brochure is limited to the dissemination of general information pertaining to its investment advisory 
and management services.  For information pertaining to the registration status of La Ferla Group, please contact La Ferla Group or refer to the Investment 
Adviser Public Disclosure web site (www.adviserinfo.sec.gov). FOR ADDITIONAL INFORMATION ABOUT LA FERLA GROUP, INCLUDING FEES AND 
SERVICES, SEND FOR OUR DISCLOSURE BROCHURE AS SET FORTH ON FORM ADV FROM LA FERLA GROUP USING THE CONTACT 
INFORMATION HEREIN. PLEASE READ THE DISCLOSURE BROCHURE CAREFULLY BEFORE YOU INVEST OR SEND MONEY.  
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