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Market Environment Summary

March 31, 2020

➢ After stocks reached record highs and interest rates rose coming into 2020 amid continued solid economic growth and a 

resolution to many risk events that hung over 2019, the coronavirus infected the US and put a sudden stop to the US 

economy.  A “Black Swan” event.

➢ Interest rates fell to record low levels as The Fed responded and dropped rates to zero and instigated quantitative easing 

and other measures that dwarfs the response to the 2008-09 financial crisis.

➢ Equity markets fell 35% from record high levels recorded in February, and corporate bond yield spreads widened 

instantly, pushing absolute yields significantly higher and prices lower.

➢ The overriding question for the economy, markets, and assets is how long the coronavirus pandemic will keep US and 

global economies shut down, and how much permanent damage will be done to what was a previously robust 

economy.  Will the recovery be shaped as a V, U, hockey stick?

➢ Near term, economic statistics will look catastrophic, driving GDP down 10%-20% and unemployment up to 10%-20%.  

Already, millions have submitted unemployment claims.

➢ In addition to the Federal Reserve response, the Federal Government has passed and begun implementing three phases 

of relief to individuals and businesses small and large.

➢ During March, markets seized up with liquidity of all assets, particularly fixed income evaporating.

➢ The Federal Reserve continues to build response programs to provide liquidity, including loans and actual purchase of 

corporate securities.  Their balance sheet has exploded to over $5 trillion.

➢ Markets have shown signs of increased liquidity and functionality, but the worst of the economic information has yet to 

be seen, and the US has yet to peak and plain out on the spread of the virus.

➢ The broader and longer in duration the shutdown lasts, the greater risk of permanent economic damage. We feel that 

due to the significance of the breadth and duration of the shutdowns, we now feel that recovery will take longer and will 

happen at a slower trajectory than expected.
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Investment Strategy

March 31, 2020

➢ Coming into the quarter, portfolio strategy and position was based on a strong US domestic economy, supported by 

broad based employment and increased earnings.

➢ Investment strategy was also focused on growth, particularly in technology and consumer activities.

➢ Since the “Black Swan” event of the coronavirus shut down the US and global economy, the market response has been 

significant, and initially created many market dislocations amid a flight to quality.

➢ In the short term, market dislocations provided an opportunity to add to and extend exposure to high quality Corporate 

bonds at extremely high yields relative to Treasuries.

➢ After an initial risk induced selloff, mortgage prices rose as the Fed purchased mortgages as part of its QE infinity, 

increasing prepayment risk and shifting relative value back to corporate bonds.

➢ The sudden stoppage of oil demand and excessive supply dropped oil prices and therefore inflation expectations, 

reducing appeal of inflation protected treasuries going forward.

➢ The Federal Government policy response will provide for solvency of US companies, including the Federal Reserve 

buying corporate bonds and establishing a facility for loans. 

➢ With the Rescue packages focused on solvency, the high income premiums in corporate bonds are attractive.

➢ Short term rates will stay low due to Fed policy, but longer term rates may rise due to massive new issuance.  

Short/Intermediate term corporate bonds appear to have the best relative value. 

➢ Regardless of the pace of recovery, technology will continue to lead economic growth going forward.  In fact, many of 

the previous themes will expand and accelerate due to social distancing behavior.

➢ Redirection and restructuring to supply chains that began from trade talks will accelerate.

➢ Some temporary responses to economic shutdown will lead to permanent changes.

➢ Rotating positions into “new era infrastructure” companies such as Industrial Services for onshoring production and 

remote communication services and equipment may represent longer term growth opportunities.
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Market Review
Yield Curve – March 31, 2020

➢ Interest rates fell dramatically across the yield curve, led by the short term maturities as the Federal 

Reserve dropped short term rates by 150 basis points in two emergency meetings in March.

➢ Short rates fell by about 200 basis points while longer term rates fell by 150 bp to new record low levels.

➢ Rates had begun to move higher early in the year as the US and global economies were regaining footing 

after the prolonged trade talks, but reversed suddenly.

➢ The direction and level of interest rates going forward will be a battle between the Fed holding short rates 

down while also buying Treasury, Mortgage, and Corporate bonds, while the US government will need 

to issue and unprecedented amount of new debt to fund the coronavirus rescue packages.
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Market Review
Monetary Policy – March 2020

➢ The coronavirus was a “Black Swan” event that interrupted a significant stabilization of 

economic activity and policy.  The Fed moved early and significantly to push rates to 

zero, although one Fed Governor dissented to the degree of the rate cut.

➢ The size, timing and method of the Fed cut actually created significant volatility and 

instability in the markets that caused them to need more significant action.

➢ The fed has provided significant liquidity to the financial system through asset purchases, 

but their instant response, again to drop rates, has put them in a box.
Federal Reserve Median Economic Projections

As of 12/31/2019

Change in GDP Actual 2019 2020 2021 Longer Run

December 2019 Projection 2.2            2.0          1.9           1.9                

   September 2019 Projection 2.2            2.0          1.9           1.9                

Actual Q4 2019 yoy/qoq 2.3/2.1%

Unemployment Rate

December 2019 Projection 3.6            3.5          3.6           4.1                

   September 2019 Projection 3.7            3.7          3.8           4.2                

Actual Q4 2019 4.4%

PCE Inflation

December 2019 Projection 1.5            1.9          2.0           2.0                

   September 2019 Projection 1.5            1.9          2.0           2.0                

Actual February 2020 1.8%

Core PCE Inflation

December 2019 Projection 1.6            1.9          2.0           

   September 2019 Projection 1.8            1.9          2.0           

Actual December 2019 1.6%

Projected Policy Path- Fed Funds

December 2019 Projection 1.55 1.6            1.6          1.9           2.5                

September 2019 Projection 1.9 1.9            1.9          2.1           2.5                
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Market Review
Corporate Yield Spreads – March 2020

➢ Corporate yield spreads widened initially on the risk event, then exploded wider as liquidity 

dried up coming into quarter end for major wall street dealers.

➢ Bid/ask spreads, or the difference between what buyers and sellers were willing to transact, 

widened to over 100 basis points in some cases.

➢ Yields rose on even very high quality corporate bonds as Funds had to sell what they could 

to raise cash, actually providing attractive investment opportunities.

➢ The Fed asset purchase programs helped to restore liquidity to the system, as did the passing 

of quarter end pressures.
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Market Review
Corporate Yield Spreads – March 2020

➢ Looking back to the financial crisis in 08-09, risk premiums this time did not widen to the same degree, but 

were much more instantaneous given the suddenness of the event.

➢ The response by the Government on both the Monetary and Fiscal policy fronts was more instantaneous 

this time as they applied the tools that were created during the financial crisis.

➢ The actual credit risk in the system is less than it was during the financial crisis as the Government 

responses have been to secure solvency.  Returning to profitability may be a longer process for some 

industries.
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Market Review
Yield Curve and Sector Returns – March 30, 2020

➢ Returns in the Treasury market were extraordinary given the massive drop in interest rates.  Even 

though short-term rates fell more, longer term performed better due to higher sensitivity to rate changes.

➢ The widening in risk premiums in Corporate and Municipal bonds was so significant that absolute 

yields actually rose dramatically, pushing total returns significantly negative on a market pricing basis.

➢ Other asset returns such as Mortgages were still positive as Fed purchases outweighed prepayment 

concerns.

➢ The Fed has committed to buying fixed income that ballooned their balance sheet to over $5 Trillion.
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Market Review
Equity Market returns - March 31, 2020

➢ Equity markets sold off significantly in March, dropping 35% from their record highs on February 19 to 

end the first quarter of 2020 down 19.6%, and down 7% for the trailing 1 year period.

➢ Over the recent 3 year period, the S&P 500 is still up just over 16%.

➢ Technology has been the best performing sector in both up and down markets.

➢ Energy has continued to struggle, particularly as the price of oil fell to the low $20 area.

➢ Growth has outpaced Value, and Large Cap (S&P 500) has outpaced mid and small cap stocks.
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Market Review
April 9, 2020

➢ Since quarter end, some liquidity has returned to the bond market with spreads tightening a bit to 

generate positive return recovery in corporate bonds.

➢ Equity markets have also seen a slight recovery since quarter end.



11

Economic Environment

March 2020

➢ After a bout of stronger than expected information early in the quarter, economic data dropped off a cliff, 

primarily driven by employment statistics.

➢ The disruption in supply lines due to trade talks, and its impact on export oriented countries has been 

exacerbated by the global economic shutdown.

➢ The redirection and restructuring of supply lines will likely accelerate going forward.

➢ The dramatic drop in economic data is expected to reverse as the economy comes back on line, but may 

be more gradual than first thought.

*Inflation as of 2/29/2020

*Australia as of 12/31/2020

GDP YoY % Change Inflation YoY % Change

Q4 2019

One Year 

Ago Change

US 2.30 2.50 (0.20)

Eurozone 1.00 1.20 (0.20)

Germany 0.40 0.60 (0.20)

France 0.90 1.20 (0.30)

Italy 0.09 0.05 0.04

UK 1.10 1.40 (0.30)

Canada 1.90 1.30 0.60

Mexico (0.49) 1.42 (1.91)

Australia 2.20 2.20 0.00

Japan (0.70) (0.30) (0.40)

China 6.00 6.50 (0.50)

Russia 2.10 2.80 (0.70)

Brazil 1.67 1.22 0.45

Inflation YoY % Change

Feb 2020

One Year 

Ago Change

US 2.30 1.50 0.80

Eurozone 1.20 1.50 (0.30)

Germany 1.70 1.50 0.20

France 1.40 1.30 0.10

Italy 0.30 1.00 (0.70)

UK 1.70 1.90 (0.20)

Canada 2.20 1.50 0.70

Mexico 3.70 3.94 (0.24)

Australia 1.80 1.80 0.00

Japan 0.40 0.20 0.20

China 5.20 1.50 3.70

Russia 2.30 5.20 (2.90)

Brazil 4.01 3.89 0.12



12

Economic Environment

March 2020

➢ Economic activity in the US was solid coming into the first quarter, but is expected to drop 10% - 20% or 

even more in Q2 and Q3.

➢ Inflation was running at the Fed’s targets, but will likely drop significantly due to the decline in oil.  

Going forward, the inflation debate will rage on given massive stimulus vs. pace of recovery.

➢ The question going forward is whether the recovery will take the shape of a V, U, Hockey stick.  The 

answer will depend on the depth and duration of the shutdown.
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Economic Environment 
Employment – Monthly Payrolls – March 2020

➢ Unemployment claims have immediately shot up, exceeding 6.6 million per week.

➢ Payrolls lost over 700,000 workers in March in what is expected to become massive.

➢ Unemployment rate quickly moved to 4.4% and is expected to reach 10 – 20%

➢ Expectations are for a reversal as government programs supplement businesses, employees 

return to their companies, and the economy begins its recovery.
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Economic Environment 
Employment – Monthly Payrolls – March 2020

➢ Manufacturing and nonmanufacturing indices have begun to roll over toward contractionary readings.

➢ Unemployment claims have reached over 6.6 million per week and are expected to accelerate.

➢ Government rescue programs are designed to keep employees on small and large companies payrolls.

➢ It is expected that the economic statistics will reverse, however the longer and broader the economic 

shutdown persists, the greater the risk of  permanent damage. 
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Economic Environment 
Mortgage Rates and Housing – March 2020

➢ The recent drop in interest rates has brought mortgage rates down with it.

➢ Lower mortgage rates and strong employment had been supporting significant home sales, however 

leading indicators have pointed to a significant slowdown. 
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Economic Environment 
Mortgage Refinance & Purchase – March 2020

➢ Market turmoil initially had true mortgage rates higher, however they have recently come down as the 

Fed has bought mortgages.  The result has been much higher refinancing, but not so much home 

purchases.

➢ Recently, mortgage refinancing has jumped higher while home purchase indicators have fallen.
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Economic Environment

March 2020

➢ The global stoppage of  economic activity has caused oil demand to plummet due to business closures, 

travel halts, and stay-at-home orders while supply has increased globally due to massive production and 

lack of  pricing agreements.

➢ Talks between OPEC leaders and Russia have not been successful, with Saudi Arabia pledging to increase 

supply after current agreement ends in order to combat Russia, pending no new supply deal is signed.  

➢ The Dollar became volatile as we approached the end of  the quarter, due mostly to uncertainties around 

government stimulus packages and the long-term impacts of  the COVID-19 Outbreak.
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Government Rescue Packages 

➢ The Federal Reserve has grown its balance sheet to over $5 trillion, buying Treasuries, Mortgages, and 

Corporate bonds while also providing a loan facility for many other securities and borrowers.

➢ Across the three Fiscal rescue packages, more than $2 trillion of  funds are being provided and already 

dwarfs the financial crisis.

➢ Current discussions include additions to Phase 3 for small business, and/or a Phase 4 package.


