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COVID-19 UPDATE: Raising S&P 500 Target to 3,525 (+75 vs prior), 

reflects epicenter rally to add +150 points upside 

THIS MESSAGE IS BEING SENT SOLELY TO CLIENTS OF FS INSIGHT 

 
STRATEGY: Epicenter upside = 150 points --> S&P 500 YE Target now 3,525 (+75) 

Hovering near all-time highs... 

The key level for the S&P 500 is 3,393.52, the Feb highs, and which is also the all-time high (ATH, also, it’s a 150-

year high, for exaggeration purposes).  This week, the equity market has struggled as we near this key level.  Several 

times this week, the S&P 500 touched 3,387.89, which is a mere 5 points from an ATH.  From our vantage point, this 

is just a waiting game.  That is, we believe there are catalysts to support a move well beyond 3,393.52.   

 

The headwinds that are developing this week are Washington is stumbling on a fiscal package and the impasse does 

not seem to be improving.  And perhaps to a lesser extent, interest rates are creeping higher and at some point, this 

will cause investors to be nervous. 

 

- in our view, we believe if the S&P 500 re-attains 3,393.52, we will see a very fast move to >3,500 

- this breakout to ATH would validate a new bull market is underway, with themes and drivers related to "move assets 

back to America" 
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Raising YE Target to 3,525 to reflect 150 point upside from epicenter stocks... 

We are raising our YE target for S&P 500 to 3,525 (vs 3,450 previously) and this represents +150 points upside.  The 

rationale for our upgrade is straight forward: 

 

- A new economic expansion underway (so make sense to be long equities) 

- Bond proxies/FANG are cheap at 25X-30X vs investment grade bonds at 52X, so we do not see the downside 

- Bond proxies are 74% of equity market cap 

- If the "Epicenter stocks", those hardest hit by the pandemic, return to Feb 2020 highs, that adds +150 points 

 

Thus, the 150 point upside we see for the S&P 500 into YE is primarily driven by a rise in the epicenter groups.  We 

have written extensively about the drivers for the epicenter stocks, and in this commentary, we speak about the cost 

rationalization taking place.  Take a look below: 

 

- these 4 sectors, Industrials, Financials, Energy and Discretionary, could add 148 points if they recover to their Feb 

2020 levels; 

- these 4 sectors were already off their all-time highs, thus, this move is not a move to ATH 
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Below are the 20 stocks (*) that our teams see as a trifecta -- they are OW (Overweight) rated: 

 

- Brian Rauscher, Head of Global Portfolio Strategy 

- Rob Slumyer, Head of Technical Strategy 

- DQM model ranked quintile 1 

 

 

 
(*) Please note that the stocks rated OW on this list meet the requirements of our investment theme as of 

the publication date. We do not monitor this list day by day. A stock taken off this list means it no longer 

meets our investment criteria, but not necessarily that it is neutral rated or should be sold. Please consult 

your financial advisor to discuss your risk tolerance and other factors that characterize your unique 

investment profile. 
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Many investors see the "ceiling" for upside at Feb 2020 highs... 

This week, in many of our Zoom meetings, we sensed an elevated level of caution by investors.  We are 

oversimplifying, but we get the sense that most investors see the equity ceiling as the Feb highs.  At that level, most 

seem to become sellers.  However, keep the following in mind: 

 

- investors are unusually cautious given markets are at new highs, even reflected in bearish AAII readings -- not a 

sign of a top 

- $4.5 trillion of cash on the sidelines -- not a sign of a top 

- the economy bottomed and is expanding -- not a sign of a top 

- Fed is "easy" - not a sign of a top (only when they become hawkish) 

 

Seriously, look at this cash on the sidelines.  Could markets really be "topping" with ~$5 trillion on the sidelines?  I 

don't know if this ever happened in history, of the World.  In fact, coupled with a Fed remaining dovish, how can one 

argue stocks are done? 
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Moreover, take a look below.  We believe there are 5 reasons we expect S&P 500 to fully recover and blast to new 

highs. 

 
And we see 3 drivers to this new bull market.  We have covered these themes in the past and also in past 

webinars.  So, we will not go into too much detail.  But the center of this view, is post-pandemic, we are going to see 

3 structural changes that drive new capital investment: 

 

- assets de-globalize and become local supply chains 

- Americans leave the urban areas for the suburbs --> capex 

- More Americans work from home --> invest in home office --> capex 

 

So you can see this capital spending cycle.  There will be capital lost, but that is expected.  Losses are 

generated.  And the "second owner" of a hotel makes money. 
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And let's not forget there remains serious negative anchoring bias.  These are the 6 anchoring biases we see below. 

 

 

 
 

POINT 1: Cases are falling, even without adjusting for the massive CA backlog... 

Daily cases in the US are falling, which is a good thing.  And even with CA polluting data because of a massive 

backlog, daily cases are down on a 7D basis.  On Thursday, testing reached a nearly all-time high of nearly 900,000, 

so weaker testing is not a valid argument, despite many suggesting this. 

 

 
Source: COVID-19 Tracking Project  

 

mailto:%20inquiry@fsinsight.com
mailto:%20inquiry@fsinsight.com


  Thomas J. Lee, CFA 
 inquiry@fsinsight.com 

8/14/2020 
 

FSINSIGHT | www.fsinsight.com                                                                                                                                          | Page 7 
 

There is pronounced seasonality in the daily case data.  So, looking at each weekday, we can see the "polluting" 

effect from CA, which caused Monday, Tuesday and Wednesday to be above last week.   

 

- But even with CA, Thursday is lower. 

 
Source: COVID-19 Tracking Project  
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Daily cases compared to 7D ago remains our preferred way to track trends.  And as shown below, ex-CA, daily cases 

are falling sharply.  But even with CA included, daily cases are down. 

 
Source: COVID-19 Tracking Project 

 

CA is up vs 7D but look at the rest of the states, completely benign levels of increase. 

 

 
 

And in FL and TX, cases are crashing. 
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Source: COVID-19 Tracking Project  
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POINT 2: Testing is still strong, so fall in cases is real... 

A few clients asked us if the fall in cases is primarily due to falling testing.  This is an argument put forth by some 

media outlets, and we disagree with this assertion.  Foremost, testing is a "pull" function, meaning few are subject to 

forced testing (essential workers, etc.). Thus, the only people seeking testing are: 

 

- sick 

- in contact with someone sick 

- tested due to work 

 

If testing is falling, it is not due to the work-related testing.  It is due to fewer people seeking testing, in our view. 

 

By the way, testing soared to a new high yesterday.  And as shown, this level of tests is the second highest ever. 

 

- despite this, cases are much lower yesterday on a seasonally strong day. Cases on Thursday and Friday are the 

highest in a typical week. 

 

 
Source: COVID-19 Tracking Project   
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Similarly, positivity rates are collapsing.  This is the lowest print since early June.  Think about that.  Positivity rates 

for the US are approaching 5%. 

 

 
Source: COVID-19 Tracking Project   

 

 

Take a look at the worst hit areas, FL, CA, AZ, TX, or F-CAT, the positivity rate is trending lower in these states.  And 

in fact, is falling in even the next potential hotspots, VA, IL, MD, MI, PA, or VIMMP. 

 

 

 
Source: COVID-19 Tracking Project    
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By the way, testing in F-CAT is surging!  So, it is not like F-CAT is seeing falling cases due to falling testing per-

capita.  As you can see below, it has absolutely soared since early August. 

 

 
Source: COVID-19 Tracking Project     
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POINT 3: Many "epicenters" rationalized costs dramatically to lower "breakeven" levels... 

We spoke recently about how the following 5 groups are binary plays on a vaccine.  If a cure/vaccine is developed, 

the demand for these industries will recover sharply.  This is fairly intuitive. 

 

 
 

But these industries have also rationalized costs dramatically. 

 

- we have listed 10 examples below 

- key takeaway --> companies rationalized costs and make $$$ at much lower utilization rates 

- if demand recovers, profits could be even greater, due to massive operating leverage 

 

This is why we see the upside to the epicenter stocks. 

 

 

10 examples of how these hardest hit companies lowered their cost structure...  

We asked our summer intern, CJ Woodberry, a Dartmouth CS undergrad, to review the 2Q2020 earnings transcripts 

and look for commentary on how companies have rationalized and reduced their existing cost structure.  Here are 

some anecdotes: 

 

- Wynn Resorts (WYNN):  Profitable at 40% of prior levels... 

"we have made certain OpEx adjustments with a focus on non-labor fixed cost. As a result, we anticipate that we will 

break even at approximately 40% of Q4 2019 gaming volumes." 

 

- Las Vegas Sands (LVS): Singapore breakeven... 

"Yes, it is [possible to see Marina Bay Sands back toward a break-even level in the near term]. Very much so. ...It's 

going to be a nice turnaround." (Marina Bay Sands is located in Singapore)" 

 

- MGM Resorts (MGM): Cut expenses 85% 

"we reduced 85% of our operating expenses. And as we reopen, we are managing variable labor to closely match 

demand… we believe we can reduce our overall domestic operating and corporate costs by approximately $450 

million compared with the 2019 levels" 

 

- Six Flags (SIX):  Profitable at 25% of usage of parks, currently at 40% for open parks... 

"Our parks, generate cash flow in excess of their variable costs at significantly less than 25% of their maximum 

capacity.  In these non-surge states... on days, we're in the mid to high 40s versus prior year. We're more than 

breakeven on the parks, that are open." 

 

- Marriott International (MAR): Lowered breakeven by 3-5 percentage points 

"We've been able to reduce current break-even profitability rate at our hotels around the world by 3 to 5 percentage 

points of occupancy to help our owners preserve cash." 
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- Delta Airlines (DAL): Cut OpEx by 72% 

"In June, our daily cash burn for the month averaged $27 million a day, a substantial improvement from the $100 

million per day that we were experiencing in late March. The major force in that improvement is our cost performance 

which has been remarkable as we'll take out over 50% of our total operating expenses for both the June and 

September quarters." (Expected June daily cash burn was $50 million)" 

 

- Norwegian Cruise Lines (NCLH): Breakeven at 40%-60% capacity 

"We have made significant progress in reducing our controllable cash burn, with our target representing an over 60% 

reduction in our combined ship operating expense and SG&A versus normalized levels... 

 

When you look at... the ship operating expenses based on our... 2019 or 2020 planned levels, we would need about 

40% of our typical revenue to cover the vessel operating expenses. When you layer on your corporate overhead into 

that, that goes up to about 60%... Obviously, certain ships, it might be lower than that and certain ships it may be 

higher than that. But generally speaking, it's about that 40% and 60%.” 

 

- Carnival Cruise Lines (CCL): Breakeven at 30%-50% 

"We have appropriately brought down our operating costs by over $7 billion on an annualized basis, and we've 

reduced capital expenditures by more than $5 billion over the next 18 months... We have secured over $10 billion of 

additional liquidity to withstand another full year in a zero revenue scenario.  

 

The breakeven point in terms of occupancy for cash flow generation at the ship level is probably somewhere in the 

30% to 50% range, depending on the size of the ship...to have a cash flow breakeven... The number is about 15 

ships. The top 15 ships probably generate about 30%, 31% of our cash flow... If I have to account for the fact that... 

the rest of the ships would be in pause status, [maybe we would have to] operate 25 [ships] to generate a little over 

40% of our cash flow." (Then goes on to imply that this is even a conservative estimate)" 
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Disclosures 

This research is for the clients of FS Insight only. For additional information, please contact your sales representative 

or FS Insight at http://www.fsinsight.com/. 

 

Conflicts of Interest 

This research contains the views, opinions and recommendations of FS Insight. At the time of publication of this 

report, FS Insight does not know of, or have reason to know of any material conflicts of interest. 

 

General Disclosures 

FS Insight is an independent research company and is not a registered investment advisor and is not acting as a 

broker dealer under any federal or state securities laws. 

FS Insight is a member of IRC Securities’ Research Prime Services Platform. IRC Securities is a FINRA registered broker-

dealer that is focused on supporting the independent research industry. Certain personnel of FS Insight (i.e. Research 

Analysts) are registered representatives of IRC Securities, a FINRA member firm registered as a broker-dealer with 

the Securities and Exchange Commission and certain state securities regulators. As registered representatives and 

independent contractors of IRC Securities, such personnel may receive commissions paid to or shared with IRC 

Securities for transactions placed by FS Insight clients directly with IRC Securities or with securities firms that may 

share commissions with IRC Securities in accordance with applicable SEC and FINRA requirements. IRC Securities 

does not distribute the research of FS Insight, which is available to select institutional clients that have engaged FS 

Insight. 

As registered representatives of IRC Securities our analysts must follow IRC Securities’ Written Supervisory 

Procedures. Notable compliance policies include (1) prohibition of insider trading or the facilitation thereof, (2) 

maintaining client confidentiality, (3) archival of electronic communications, and (4) appropriate use of electronic 

communications, amongst other compliance related policies. 

FS Insight does not have the same conflicts that traditional sell-side research organizations have because FS Insight 

(1) does not conduct any investment banking activities, (2) does not manage any investment funds, and (3) our 

clients are only institutional investors. 

This research is for the clients of FS Insight only. Additional information is available upon request. Information has 

been obtained from sources believed to be reliable, but FS Insight does not warrant its completeness or accuracy 

except with respect to any disclosures relative to FS Insight and the analyst's involvement (if any) with any of the 

subject companies of the research. All pricing is as of the market close for the securities discussed, unless otherwise 

stated. Opinions and estimates constitute our judgment as of the date of this material and are subject to change 

without notice. Past performance is not indicative of future results. This material is not intended as an offer or 

solicitation for the purchase or sale of any financial instrument. The opinions and recommendations herein do not 

take into account individual client circumstances, risk tolerance, objectives, or needs and are not intended as 

recommendations of particular securities, financial instruments or strategies. The recipient of this report must make 

its own independent decision regarding any securities or financial instruments mentioned herein. Except in 

circumstances where FS Insight expressly agrees otherwise in writing, FS Insight is not acting as a municipal advisor 

and the opinions or views contained herein are not intended to be, and do not constitute, advice, including within 

the meaning of Section 15B of the Securities Exchange Act of 1934. All research reports are disseminated and 

available to all clients simultaneously through electronic publication to our internal client website, fsinsight.com. 

Not all research content is redistributed to our clients or made available to third-party aggregators or the media. 

Please contact your sales representative if you would like to receive any of our research publications. 
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