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Hawk100 presents Your Wealth Alignment Report for the 2020 third quarter. Please also refer 
to your custodian statements for official account records. Meanwhile, we welcome your 
questions and engaged discussion.  
 
A strong economic revival followed the easing of many government restrictions imposed 
during the Covid-19 pandemic. Even as cases rise and fall, medical advances have helped 
contain the severity of Covid-19 with falling hospitalization and death rates. Politics moved 
even closer to the center as US elections have already begun with early in-person and 
absentee balloting and political developments globally could significantly impact investors.  
The enclosed commentary brings further perspective. 
 
As Americans vote then digest election results, please respect those who may have different 
political preferences. Trust that they may rationally reach divergent opinions with reason 
either because they have different experiences, expectations, or information.  Hawk100 will 
remain committed to your best interests, regardless of election results. 
 
As always, we sincerely appreciate your membership and your trust in Hawk100. 
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Everything seems political. As the US 
conducts general elections. Media understandably 
focuses coverage on political issues. It seems that 
everything is political and that this is “the most 
important election since …” Hawk100 shares the view 
of this election as notably significant while our 
nation’s two parties offer widely divergent paths.   
 
However, this election may be ordinary. Political 
mentions in SEC quarterly 10-Q filings during the 
period ahead of this election have normal frequency.  
The number of companies citing “politics” is in line 
with 2016 and near the mean for recent election 
cycles. The count of companies citing “election” has 
steadily fallen since 2008. Filings that name either 
major party candidate is higher than usual but well 
below 2012 when Barack Obama made 192 
appearances. Corporate filings seem to say this 
election is commonplace.   
 
We looked at stock trends for the the six months 
ahead of each presidential election since 1928.  
Twelve times, the incumbent or nominee from the 
same party won, and ten times the challenger won. 
On average, stocks rose 6% before incumbent 
victories and 2% before incumbent losses. Through 
the end of October 2020, stocks have risen 17% this 
cycle. While the overall 2020 rise is consistent with a 
Trump victory, the directional movement of stocks 
suggests a Biden victory. Stocks have advanced 
when Biden’s polling advantage widens and stocks 
have fallen as Trump’s prospects improve. 
 
Sector returns suggest a Biden victory. Clean energy 
(wind and solar) stocks spectacularly outperformed 
traditional energy (oil and gas). iShares Clean Energy 
is up 67% this year while the traditional energy ETF is 
down 51%. Much of that advantage has come since 
early June. ESG (environment, social, governance) 
stocks outperformed broader stock indicators, too.  
Generally, industries that would tend to find favor 
from democrat policies have outperformed those 
industries that republican policies favor. 
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Growing value in stocks. Even 
before Eugene Fama and Kenneth 
French published their famous 1992 
research finding a positive 
relationship between investment 
returns and factors attributed to 
company size, book value, and 
earnings, investment professionals 
were able to earn additional return 
by consistently following “value” 
style decisions. In aggregate, value 
continued to outperform “growth” 
for the following decades until the 
onset of the mortgage crisis and recession (2007-09). The Hawk100 investment approach is 
largely built upon identifying sources of value seeking investment returns where solid 
companies appear unappreciated. 
 
Since the mortgage crisis, value stocks have lagged their growth brethren. Through 
September 30, 2020 year to date the S&P 500 Growth Index has risen 19.6% while the Value 
Index has fallen 13.4%.  Only the dot-com heyday of 1998 approaches the current 33% 
divergence. Periods of divergence may persist but can also steeply reverse. Growth outshined 
value during 1999 then lagged the next seven consecutive years.  
 
Comparing valuation metrics between the growth index and the value index is revealing. At 
the start of 2020, analysts expected weighted average long run growth of earnings per share 
(EPS) of 11.6% and 7.6% for growth stocks and value stocks, respectively. The forecast as of 
September 30 has fallen to 11.1% and 6.6%, for growth and value, respectively. Meanwhile, the 
average earnings multiple that investors are willing to buy those growth stocks has increased 

20% from 24.5 to 29.2. That is twice the increase in 
the relative earnings multiple for value stocks.  
 
While value stocks fall out of favor, a small number of 
technology and communications stocks gather 
increased share of investors’ attention and capital. 
Morningstar’s John Rekenthaler laments that the S&P 
500 relies heavily on its largest positions.1 The Index 
has not been so concentrated since Hawk100 began 
tracking the measure.  As of September 30, the ten 
largest stocks comprise 27.3% of the S&P 500, a 
share that has never previously exceeded 22%. Apple, 
which eclipsed $2 trillion capitalization August 19, 
along with Microsoft and Amazon make a larger 
chunk of the index than 329 other Index constituents.  
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“On Aug 31, Exxon Mobile Corp was booted from 
the Dow Jones Industrial Average. That should 
serve as a warning about the technology stocks 
that … have been the market’s darlings. … If such a 
durable titan can fall away, so can the tech stocks 
that so many investors have come to regard as 
invincible.” 
–Jason Zweig, “The Intelligent Investor” 
The Wall Street Journal, September 4, 2020 
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Fed policy and interest rates directly affect discount 
rates we use to value expected returns. Rates remain 
historically low and are expected to stay there for the 
foreseeable future. On August 27, the US Federal 
Reserve made impactful amendments to its monetary 
policy strategy. The new strategy states, “the federal 
funds rate is likely to be constrained by its effective 
lower bound” (read “near zero”). The Fed demotes 
inflation’s role in setting monetary policy by expressly 
deleting concern “if inflation were running 
persistently above or below this (2%) objective” from 
its strategy, and in its place stating, “appropriate 
monetary policy will likely aim to achieve inflation 
moderately above 2 percent for some time.”2 This 
new strategy may strain US monetary policy and 
threaten the $US world’s reserve currency status. 
 
Persistently low interest rates make stocks and other 

risk assets comparatively attractive.  By extending the term for zero interest rates, the Fed 
justifies lower yields on other assets (and thereby higher prices). The earnings yield on stocks 
closed the quarter at 2.96%, about 4.3 times the ultra-low 0.65% ten-year treasury benchmark 
yield. That relationship is roughly double where it normally would be. Stocks tend to preserve 
purchasing power of investors’ wealth in the face of inflation, we remain advocates for stock 
investment. 
 
Peace to prosperity. The Trump Administration negotiated the Abraham Accords to 
normalize diplomatic relations among several Arab nations and Israel. The Abraham Accords 
follow the White House’s “Peace to Prosperity” vision that reimagined Israeli- Palestinian 
relations and challenged foreign policy preconceptions. US energy independence helped make 
the Abraham Accords possible, and we are optimistic for the economic and humanitarian 
benefits of this transformational shift in the region. 
 
Hawk100 hopes and prays that the US finds its own peace and prosperity following what 
foretells to be a challenging election following a difficult year. As you interact with others, try 
to see past any political differences and focus on shared principles and common values.  We 
wish you every peace and prosperity, now and always. 
 

HAWK|100 
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