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“A way better than expected earnings 
season, a likely split Congress, and major 
breakthroughs on the vaccine front all 
helped stocks soar last month,” explained 
LPL Financial Chief Market Strategist 
Ryan Detrick. “Add ongoing support 
from the Federal Reserve as the cherry on 
top and we are looking at a truly historic 
month on many levels.” 
 
Last month was the best return since Jan-
uary 1987. Now before you go out and 
sell because you see 1987, remember the 
S&P 500 added another 20% the seven 
months after the huge gains in early 
1987.  It was the best November for the 
S&P 500 since November 1928.  Small 
caps soared on the likelihood of taxes 
staying lower due to a divided Congress 
and vaccine progress, with the Russell 
2000 adding more than 18% for the best 
month ever, topping the previous record 
from February 2000.  
 
What happens after a big month? Well, 
history says a 10% monthly gain is quite 
bullish. In fact, we had a 10% plus rally 
back in April 2020 and shared this same 
chart at that time. Sure enough, returns 
have been strong this time around as 
well. “The bottom line is the huge gains 
in November could actually be the start 
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December’s A Strong Month for Stocks  

 
Since 1950, the S&P 500 has been up 1.5% 
on average in December, the second best 
month of the year. Stocks have been up 2% 
on average when the year-to-date return was 
10% or more heading into December. Elec-
tion-year Decembers also have been 
strong—could December deliver more gains 
in 2020?  
 
What a month November was! Here are 
some of the highlights: 
 

Best month for Dow since January 1987 
(11.9%) and best November since 1928 

Best month ever for the STOXX 600 
(16.7%) 

Best month ever for the Russell 2000 
(18.3%) 

Best month for the S&P 500 (10.8%) and 
Nasdaq (11.8%) since April 2020 

Best month for Dow Transports since Oc-
tober 2011 (12.1%) 

Best month from PHLX Semiconductor 
Index since March 2003 (18.4%) 

Best month for Industrials (16.0%) and 
Financials (16.8%) since April 2009 

Second best month ever for energy 
(28.0%)* 

Big Gains in November Steal from Santa? 

of something much stronger,” accord-
ing to Ryan Detrick. “Also, this was 
the second month of 2020 with a 10% 
gain. The only other year to do that? 
1982, which kicked off a historic bull 
market.”  
 
Turning to December, this month is 
widely known to be quite bullish, as 
Santa comes to town, people feel good, 
and stocks tend to do well. As shown 
in the LPL Chart of the Day, since 
1950, December has been the second 
best month of the year, with only No-
vember better. December had been the 
best month of the year until the historic 
9.2% drop in 2018. As a result, De-
cember hasn’t been quite as strong 
over the past 10 and 20 years. 

Breaking it down even more, a big 
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rally in November can potentially steal 
some of December’s thunder. As after a 
5% or 10% rally in November, the re-
turns in December are more muted. The 
flipside to this though is if the S&P 500 
is up more than 10% for the year (like 
2020), then stocks have benefited from 
some performance chasing and have 
tended to do better.   

What does it all mean? After the historic 
move in November we wouldn’t be sur-
prised to see below average returns in 
December. We do believe this is a new 
bull market and lasting economic cycle 
of growth, but overall sentiment is get-
ting quite stretched and this increases the 
potential for some near-term weakness.   

S&P 4,200—Dow 35,000 

Special Guest Columnist 
Brian Wesbury—Chief Economist 
First Trust Portfolios, LP 
 

In December 2019, we made a year-end 
2020 forecast of 3,650 for the S&P 500. 
With the index closing Friday at 3,638, 
that looks like a very good call.  
 
But we’d be fibbing if we didn’t admit to 
getting whipsawed by COVID-19. In the 
spring the S&P 500 fell as low as 2,237, 
pricing in a massive drop in corporate 
profits. We remained bullish but revised 
our year-end forecast down to 3,100. 
Then, in August, after analyzing data on 
COVID-19 and assessing the actual im-
pact of shutdowns on growth and profits, 
we lifted our year-end S&P target for 
2020 back to 3,650.  
 
For next year, the fundamentals continue 
to suggest a bullish outlook. Our year-
end 2021 call for the S&P 500 is 4,200 
(up about 15% from last Friday), and we 
expect the Dow Jones Industrial Average 
to rise to 35,000.  
 
We rely on our Capitalized Profits Mod-
el. The model takes the government’s 
measure of profits from the GDP reports, 
discounted by the 10-year US Treasury 
note yield, to calculate fair value. And, 
last week, corporate profits for the third 
quarter were reported at a record high, up 
3.3% from a year ago.  
 
The question is: what discount rate 
should we use? If we use the current 10-
year Treasury yield of 0.84%, our model 
suggests the S&P 500 is grossly under-
valued. But this is because the Federal 
Reserve is holding the entire interest rate 
structure at artificially low levels. Using 

these rates distorts valuations.  
 
Using third quarter profits, it would take 
a 10-year yield of 2.8% for our model to 
show that the stock market is currently 
trading at fair value. And that assumes no 
further growth in profits.  
 
Right now, in spite of Fed pressure to 
hold rates down, we expect the 10-year 
note to finish 2021 in the range of 1.25% 
to 1.5%. Nonetheless, we have chosen to 
use a more conservative 2% discount rate 
in our Capitalized Profits model. Using 
third quarter 2020 profits, that creates a 
fair value estimate for the S&P 500 of 
5,150. And this does not take into account 
the highly likely boost to profits in the 
year ahead. As a result, we believe our 
year-end 2021 forecast of 4,200 is easily 
within reach.  
 
Obviously, the year ahead is not without 
risk. Perhaps the various vaccines will be 
rolled-out more slowly than anticipated. 
Perhaps, the Georgia Senate elections in 
early January result in a House, Senate, 
and White House that all agree to more 
aggressive tax hikes than markets current-
ly anticipate. Perhaps, perhaps, perhaps.  
 
More likely, we anticipate the vaccines 
will work roughly as advertised, and busi-
nesses will continue to improve in han-
dling the obstacles posed by the illness 
and government shutdowns alike. Mean-
while, the Senate should remain a check 
on aggressive tax hikes, and the federal 
courts may curb excesses in regulation. 
New entitlements? Highly unlikely. In 
addition, it looks like trade conflicts with 
other countries will ease.  
 
We have been bullish since 2009, not 

because we are perma-bulls, as our 
detractors like to say, but because the 
fundamentals say we should be. Profits 
and interest rates drive stocks, we let 
these factors determine our outlook. 
Not politics, not fear, not greed…just 
math.  

 
Investing Reminders from 

Dave & Jerry: 
 

 Market volatility is an inevitable 
part of investing. 
If we never had market sell-offs, we 
wouldn’t have as much opportunity 
to see returns. 
  
Markets trend upward. While the 
past can’t tell us what the future 
holds, the past 30 years have had 
upward-moving markets despite 
recessions. It makes sense that this 
would continue since investors see 
opportunity in undervalued stocks. 
  
Trying to time the markets may not 
end well. If you sell out of the mar-
ket during a decrease, you “lock in 
your loss,” because unless you buy 
back in at just the right time, it can 
be difficult to recover the amount 
you lose—and the very best days 
tend to happen right after the very 
worst ones.* 
 
 Understand your strategy. Your 
strategy was designed for your spe-
cific goals, timeline, and risk toler-
ance. 
 
 Review your needs and goals. This 
is a great time to determine if your 
goals and objectives remain the 
same, or if they’ve shifted, requir-
ing an update to your strategy. 
 
Stick to your strategy. Your strate-
gy was built for your individual 
time horizon, and sticking to it will 
position you to work toward your 
goals. 

This material is for general information only and 
is not intended to provide specific advice or 
recommendations for any individual. There is no 
assurance that the views or strategies discussed 
are suitable for all investors or will yield positive 
outcomes. Investing involves risks including 
possible loss of principal. Any economic fore-
casts set forth may not develop as predicted and 
are subject to change. References to markets, 
asset classes, and sectors are generally regard-
ing the corresponding market index. Indexes are 
unmanaged statistical composites and cannot be 
invested into directly. Index performance is not 
indicative of the performance of any investment 
and do not reflect fees, expenses, or sales charg-
es. All performance referenced is historical and 
is no guarantee of future results. All information 
is believed to be from reliable sources; however, 
LPL Financial makes no representation as to its 
completeness or accuracy. This research materi-
al has been prepared by LPL Financial LLC. 
Securities and advisory services offered through 
LPL Financial (LPL), a registered investment 
advisor and broker‐dealer (member FINRA/
SIPC).  

* There are six examples in the S&P 500 since 
1987 of deep declines that were followed within 10 
days by big moves to the upside. The S&P 500 is 
generally considered representative of the U.S. 
stock market. Past performance is no guarantee of 
future results. 


