
Stock market highs and lows as mostly 
momentum, not data based
This chart shows stock pricing for the S&P 500 index (the red 
line) and the percent earnings (the blue columns). Recessions are 
indicated by the gray columns.
Stock prices fell in the first quarter (Q1) of 2020. Yet, the price-to-
earnings (P/E) ratio rose to 26.6 in Q1 2020, the highest since the 
2009 financial crisis and well above the historically applicable 
benchmark of 15.5. That translate to less than a 4% annual return 
on value.
The stock market has gradually rebounded during much of Q2 
2020, discarding data the economy officially entered a recession 
in February. This is more evidence that stock market patrons are 
detached from reality. With unemployment above 16% in California 
as of May 2020, subsidized consumer spending will not prop up 
businesses for long before they need to restructure. For real estate, 
this means savvy investors are in a hold phase, looking ahead to 
the buyer’s market which will follow the economic fallout, still two-to-
three years away due to sticky pricing in real estate.

Jobs lost puts a face on the 2020 recession
This chart shows the number of Californians employed each 
month. Recessions are marked by gray columns.
15,145,100 individuals were employed in May 2020, down 
179,200 jobs from the prior month. Jobs are now 14% below 
the December 2019 peak, amounting to a loss of 2.6 million 
jobs, erasing the past six years of job growth. By another 
measure, job numbers are 3.5% below the 2007 peak of 15.7 
million before the Great Recession of 2008.
Expect job numbers to continue in decline as we head 
deeper into the 2020 recession, which began in February. 
As California’s job numbers wane, so will home sales volume. 
Historically low interest rates do provide support for home 
prices, but buyers incomes are the fundamental which drives 
home sales volume and in turn prices. Home sales volume and 
prices won’t recover until Californians emerge from the 2020 
financial crash and recession, a recovery not to even start 
moving until 2022-2023.

Real estate investments are tangible and 
location counts — just not in 2020
This chart shows the indices for California home prices (the blue 
line) and stock prices on the S&P 500 (the red line). The indices are 
adjusted so that 1989 = 100 to easily compare price movement.

After years of record-breaking heights, stock prices fell from 
their historic level in the first quarter (Q1) of 2020. Stockholders, 
spooked by hardening economic turmoil brought about by the global 
pandemic, switched to more stable intangible investments like U.S. 
Treasuries. This shift in cash caused treasury rates to plummet to 
record lows, which in turn boosted homebuyer mortgage-assisted 
purchasing power. As a result, California home prices in Q1 2020 
rose to nearly 6% higher than a year earlier. 

However, job losses currently spreading across California are 
making everyone extra cautious, leading to fewer homebuyers and 
sellers. Fundamentals suggest real estate remains a solid long-
term investment, but 2020 is not the most prudent time to invest. 
Without the support of willing and able homebuyers, prices will fall. 
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