
 
 
 

 
 
 
 
“And while the thrust of government policies is directed to ameliorating  
the economic and financial damage from the pandemic, the virus makes the timeline.” 
& Dr. Anthony Fauci, 1940 – present, American physician and immunologist, member of the White House Coronavirus Task Force 

 

CORONAVIRUS: A TEST OF OUR RESOLVE 
 

Long before investor and mathematician Nassim Taleb 
popularized the concept in his best-selling 2007 book 
‘The Black Swan: The Impact of the Highly Improbable’, a 
‘black swan’ was a common figure of speech for a highly 
improbable or unpredictable event that is beyond what is 
normally expected. 
 
For instance, ‘The Ladies Dictionary’, the first reference 
book published in England in 1694 with women as its 
principal target audience, cynically mentions ‘husbands 
without faults (if such 
black swans there be).’ 
For centuries, most 
people in the Western 
World held an 
unassailable belief that 
all swans were white. It 
was a generalization 
based on empirical 
evidence, because no 
one had ever observed 
a swan that wasn’t white. 
That quickly changed 
when Dutch explorer 
Willem de Vlamingh 
discovered large 
numbers of black swans in southwestern Australia in 1697. 
  
In his book, Taleb outlines three defining characteristics 
of a black swan event: 1) it is beyond normal expectations 
because nothing in the past can convincingly point to its 
possibility, 2) it results in severe and widespread 
consequences, 3) in spite of its outlier status, human 
nature will rationalize the event after its occurrence as 
having been predicable (known as hindsight bias). 
 
Using the characteristics above, the rapid global 
emergence of the novel coronavirus (COVID-19) certainly 
makes the cut as a black swan event. As recently as a few 
months ago, the virus – known as SARS-CoV-2 - that is 
causing the COVID-19 pandemic around the world was 
not known at all, equities traded at record highs, and the 
conventional view of the economy was 
optimistic.  

Since then, the pathogen has grown exponentially, 
embarking on a Grand Tour of most countries on earth 
with devastating human and economic consequences. In 
the U.S. alone, at least 170 million Americans have been 
ordered to ‘stay at home’ in states from California to New 
York; schools are closed, along with restaurants and many 
other businesses; a record 3.28 million people filed for 
unemployment benefits just within the past week, four 
times the previous record set back in 1982; and global 
financial markets literally plunged as panic swept equities 

into bear market 
territory, wiping out 
years of growth in about 
a month’s time.  
 
A bear market occurs 
when stock prices drop 
20% or more from a 
previous high. 
Historically, it takes an 
average of eight 
months to enter a bear 
market. This time it took 
less than one month, 
easily making it the 
fastest such slide in the 

U.S. stock market’s history. 
  
Investors initially rushed into safe-haven assets such as 
U.S. Treasury bonds and precious metals to buffer their 
portfolios. As a result, the yield on the 30-year U.S. 
Treasury bond dropped below 1%, taking the entire U.S. 
yield curve below that level for the first time (yields and 
bond prices move in opposite directions). As equity 
indexes continued to hit multiyear lows however, even 
those assets traditionally seen as safe havens came under 
pressure in a dash for cash as the prospect of a big 
increase in bond issuance in the U.S. to fund efforts to 
tackle the health crisis was weighing on bond markets. 
 
A move by Saudi Arabia to slash selling prices for its oil 
and massively boost production after failed negotiations 

with Russia triggered the biggest one-day drop 
in oil prices since the Gulf War in 1991. Oil prices 



had already fallen 30% since the start of the year due to 
the disease outbreak and its toll on global energy 
demand. For the quarter, crude oil slumped 67% to as low 
as $20, its biggest percentage drop on record. This price 
war comes at a difficult time for U.S. shale producers, 
which already had their back to the wall before the price 
slump due to high debts and financing difficulties. 
 
The oil price collapse only exacerbated investor panic 
and sent already anxious financial markets into a tailspin. 
At one point, the Dow and S&P 500 were down 37% and 
34% from their all-time closing highs notched in February, 
before they finally clinched their best three-day rally in 89 
years on economic stimulus hopes. Volatility has been off 
the charts, punctuated by a 2,997 point (13%) drop in the 
Dow on March 16th and a 2,112 point (12%) spike up on 
March 24th. According to Dow Jones’ market data team, 
the S&P 500 index has seen an average absolute daily 
change of 5.2% in March, exceeding the previous record 
of 3.9%, set in November 1929. 
 
While Congress was locked in contentious partisan 
negotiations over a relief 
package remotely 
commensurate with the 
scale of the economic 
crisis, the Federal Reserve, 
for its part, took a series of 
decisive steps to support 
the broad economy and 
pledged unlimited 
firepower to stabilize 
markets and keep the 
financial system afloat. It 
mobilized tactics from the 
2008 financial crisis with rapid rate cuts and open-ended 
quantitative easing (QE), and deployed measures that 
had not been adopted even at the height of the global 
financial crisis, such as backstopping the commercial 
paper market, supporting money market funds, and 
purchasing short-dated investment-grade corporate and 
municipal debt, along with exchange-traded funds (ETFs). 
  
Faced with a public health crisis unprecedented in 
modern America, lawmakers eventually put intense 
partisan conflict and ideological differences aside to pass 
the largest emergency spending measure in U.S. history. 
The prodigious Coronavirus Aid, Relief, and Economic 
Security, or ‘CARES’ Act, totaling more than $2 trillion, is 
designed to deliver critical assistance to the struggling 
U.S. economy with provisions aimed at helping American 
workers through direct payments and expanded 
unemployment insurance. In addition, the package 
provides loans and grants to small businesses, direct aid 
to impacted industries like airlines, and sends relief to 
healthcare providers to retain employees on the payroll 
and stay open during this period. 
 
With their prompt and decisive response to this crisis, the 
Federal Reserve and Congress will likely help the 

economy avoid the worst-case scenarios some have 
feared. Financial markets continue to function well even 
as equity and corporate debt markets declined 
substantially, and the CARES Act should get cash in the 
hands of those who need it most and keep even some of 
the hardest-hit businesses afloat for the time being. 
  
Yet despite their huge price tag, these measures offer 
only temporary relief. Moreover, they will further increase 
this year’s federal deficit from approximately $1 trillion to 
well over $3 trillion, or more than 15% of GDP. Still, given 
the unprecedented disruption caused by the virus, policy 
action of this magnitude seems warranted. For now, 
deficits will have to take a back seat to preventing a 
Depression and supporting public health. Until the 
disease is under control, monetary and fiscal authorities 
will have to dramatically ramp up their efforts to help 
stabilize the economy. In the meantime, global demand 
for Treasury securities remains strong enough to keep 
interest rates low. 
 
Economic contagion is now spreading as fast as the 

disease itself. In mere 
weeks, the U.S. economy 
has gone from a record-
breaking stretch of 
economic growth to 
bracing for a deep 
recession driven by the 
near total shutdown of 
entire industries. Claims 
for unemployment 
benefits rose to a record 
3.28 million last week, 
surpassing the previous 

record of 695,000 set in 1982, and will likely continue to 
soar as businesses are forced to lay off workers. 
 
Proactive containment measures intended to slow the 
spread of COVID-19 have abruptly put the brakes on 
economic activity and will no doubt cause a global 
recession (typically defined as two consecutive quarters 
of negative GDP). In all likelihood, U.S. GDP growth 
turned negative in the January-March quarter and will 
experience an unprecedented contraction in the second 
quarter before conditions conceivably start to normalize 
in the latter half of the year. Goldman Sachs analysts think 
that U.S. economic output could nosedive at a -24% 
annualized growth rate from April through June (see chart 
on this page), a much steeper decline than the 8.4% drop 
experienced in the fourth quarter of 2008 at the height of 
the global financial crisis. 
 
The sharp deterioration in economic activity has made it 
very difficult for investors to assess the outlook for 
corporate profits. According to FactSet, analysts have 
sharply reduced earnings estimates, with S&P 500 
companies now projected to report a year-over-year 
earnings decline of -1.2% for 2020, before profits are 
anticipated to start growing again by 14.5% in 2021. 



Remember that earnings growth has historically been a 
key driver of long-term stock market returns. Hence, 
uncertainty about the corporate earnings outlook has 
been driving investor anxiety and subsequently, extreme 
market volatility. 
 
Despite a sizeable recovery late in the quarter, financial 
markets sold off dramatically over the past few months 
during one of the most turbulent periods on record. The 
S&P 500 was down 20% for the quarter, its biggest 
quarterly decline since 2008. The Dow fell 23%, its worst 
first quarter ever in the Dow’s 135-year history, and its 
greatest loss in any quarter since the fourth quarter of 
1987 – which included the historic Black Monday crash 
(see graph on front page). 
 
Where do we go from here? 
Eventually, we will get to the other side of the pandemic 
and the panic that has seized financial markets will abate. 
In the meantime, the big question on everybody’s mind is 
how bad the economic 
downturn will be and 
what kind of recovery lies 
ahead.  
 
Health policies, such as 
social distancing, have 
been employed from Asia 
to Europe and the United 
States in order to ‘flatten 
the curve’, or slow the 
spread of the pandemic. 
There is a second curve 
that needs to be flattened 
as well: the inevitable dip 
in economic activity. The 
only way to flatten this second curve - i.e. shorten the 
duration and intensity of the economic downturn - is 
through aggressive fiscal and monetary policy. To that 
end, global central banks and governments quickly 
unleashed vast stimulus measures to improve market 
liquidity and counteract the economic effects of the 
coronavirus. There’s already talk that lawmakers have 
shifted their attention to another emergency-spending 
package - a $2 trillion infrastructure-focused stimulus bill. 
 
There are bright spots on the health policy front too: 
Barron’s reports that the number of daily new cases in 
Italy and Spain - the pandemic’s epicenter of Europe - as 
well as in Seattle - one of the early exposed areas in the 
U.S. - has been declining since last week. Likewise, growth 
in COVID-19 cases has slowed significantly in places like 
South Korea, Japan, and Singapore.  
 
Drug companies and medical researchers are making 
heroic efforts to discover and deliver new medicines. 
Several dozen are now in development and progress is 
being made at an astonishing pace. Effective vaccines 
take time to develop, but with a number of candidates 
already making their way through human trials, we are 

hopeful that scientific innovation will ultimately beat this 
virus. 
 
Our concluding thoughts 
Following the very sharp declines since the peak in 
February, we believe that a fair amount of bad news is 
already factored into stock prices at current levels. That is 
not to say the worst is behind us, nor to suggest that the 
market has reached its bottom. In fact, until there are 
signs that efforts to contain the virus are successful, we 
anticipate that financial market volatility will persist and 
stress the importance of maintaining liquidity and safety 
as a critical component of asset allocation. 
 
Given the deteriorating economic backdrop, Telos has 
actively moved to reduce risks and reposition client 
portfolios through 1) rebalancing to target allocation, 2) 
maintaining proper diversification, 3) selling companies 
that are directly impacted by the pandemic, 4) patiently 
starting to buy companies that have strong balance 

sheets and attractive 
long-term prospects, 5) 
tax loss harvesting, and 6) 
ensuring an adequate 
liquidity position. 
 
We understand that the 
market volatility we 
experienced these past 
few months can be nerve-
racking even for the most 
seasoned investors. While 
it may be difficult to 
remain calm during a 
substantial market 
decline, it is important to 

remember that stock market corrections are a normal, 
albeit stressful, part of the market cycle. The potential for 
higher returns always comes with additional risk. Yet 
history shows, that each previous bear market was 
followed by periods of strong, sustained growth (see 
graph on this page). Investors who held on to their stocks 
have historically earned excellent returns in the ensuing 
bull market. 
 
It is our biggest responsibility as your trusted financial 
advisors to help you navigate this challenging market 
environment and stay focused on your long-term goals. If 
the past few months made you realize that you over-
estimated your risk tolerance, please let us know. Your 
Telos Advisor will gladly help adjust your portfolio to the 
appropriate strategy. 
 
We want to assure you that Telos is prepared for whatever 
comes our way, and we are here for you – no matter what! 
Our Advisors and anyone on our team are ready to answer 
any questions you have. As always, we thank you for your 
continued trust in Telos and value your relationship with 
us. We hope you and your loved ones stay healthy and 
safe!                                                                      APRIL 2020 
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