
 
 

1st Quarter 2020     

2020 1st Quarter in Review & Outlook 

"Be fearful when others are greedy, and greedy when others are fearful." – Warren Buffett 

Reasons for optimism 

The 1st Quarter of 2020 will go down 

in infamy. A novel coronavirus 

originating in China spread rapidly 

around the globe and turned into a 

global pandemic causing the most 

rapid decline in stocks in history. 

According to the Blackrock Investment Institute (BII), three of the worst trading days and three of the worst weeks since 

1950 occurred during Q1 of 2020. After closing out a stellar year on December 31, 2019, and the 4th best decade for 

stocks since the 1950s, 2019 returns were erased in many of the broader asset classes shown above but do not reflect 

the depth of the downturn during the quarter. In about a month’s time, the Russell 2000 Index of small cap stocks was 

down -41% while the S&P 500 was down -33%. A rally in the last week of March also produced the biggest 3-day gain in 

history, reflecting the record volatility that took place during the quarter.   

Since the end of the quarter, the rally in stocks has continued. The market has cheered signs of flattening disease curves 

in hotspots at home and around the world, a pending agreement by OPEC nations to cut oil production and stabilize the 

energy market, and massive fiscal and monetary stimulus efforts around the world designed to ease income and credit 

market stresses. Barron’s magazine reports that U.S. stocks had their best week last week since 1974. The VIX or 

volatility index finished last Friday down 50% from its peak of 85.5 hit March 15.  

While the news last week was good, we believe volatility will remain for some time, and there will be plenty of 

opportunities to put cash to work. Over the next few weeks, the markets will have to process corporate earnings 

reports, guidance (or pulled guidance), and a dearth of economic news, much of which will not be good. Global 

economic activity is not simply contracting, it is being deliberately frozen. According to BII, the initial shock to the 

economy will be worse than the Global Financial Crisis (GFC) of 2008-09. They estimate that the U.S. activity shortfall—

the sum of activity lost every quarter relative to its pre shock 2019 trend—will likely track about 5% through Q3 this year 

based on current median estimates, more than twice as large as the global financial crisis (GFC) shock over the same 

three-quarter timeframe. This includes an unprecedented contraction of about 30% in annualized quarterly GDP. 

Yet the implications for asset prices depend on the cumulative impact over time, according to BII. They say that 

cumulative impact depends both on 1) the shock itself and 2) its propagation. Both are very different from 2008. The 

2020 story is about the shock itself. In the GFC, the propagation caused most of the macro damage through an extended 

debt deleveraging cycle, resulting in the weakest of post war recoveries—and permanent economic damage. The 

cumulative GDP shortfall in the years that followed ultimately totaled 50% of the 2007 level of activity in the U.S. 
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Current estimates point to a shortfall of only about 15% despite the short-term impact of the shutdown being 

unprecedented. If the permanent damage is limited, the shortfall is a fraction of the potential growth lost due to the 

GFC. The length of the economic shut down and effect of the income-bridging policy measures around the world are 

keys to limiting long term economic damage.  

The bottom line, according to BII: The initial risk asset response—equities down 30-40% across the world—has been on 

an order of magnitude similar to the GFC. The cumulative impact of the macro shock is still expected to fall well short of 

that suffered after the GFC, assuming that it can be contained in a reasonable timeframe. Even with a record sized 

contraction over one or two quarters, the shortfall may only be a fraction of that caused by the GFC. Equity markets thus 

far in Q2 seem to be embracing this scenario, but it is still early in the process. 

A history of bear markets 

As bruising as the first quarter downturn has been, history shows the worst periods are most often followed by very 

strong return one year later. BII looked at the 15 worst days, weeks, and months since 1950 and returns for the S&P 500 

one year later. Most of the returns one year later were significantly positive, and on average, were significantly higher. 

 

The stock market’s initial reaction to the pandemic and economic shutdown was similar in magnitude to the GFC but 

occurred in record time, about a month. The chart below shows various bear market periods since the 1950s. The 

longest bear markets in history occurred when there were significant structural imbalances that took a long time to work 

through the system. Financial imbalances in developed economies are not as large now as in 2007: the financial system 

was in relatively robust shape heading into this shock and household balance sheets are healthier. We would expect this 

bear market to be relatively short provided the shut down does not last too long. 
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Historically, bear markets, down markets of -19% or more, have been extreme buying opportunities as the chart below 

shows. Average one, three, and five year returns since 1950 following a bear market have yielded double digit returns 

for the S&P 500.  
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Market conditions have been extremely challenging. In balanced accounts, we have cash to deploy, but trying to time 

the bottom is virtually impossible and would require a massive amount of luck. In the chart below, if you could time the 

bottom of a bear markets perfectly, average returns one year later were 35.6%. However, being late or early also 

resulted in exceptional returns. Opinions about whether markets have bottomed out or will test new lows vary greatly. 

We think the best approach in times like this is to put capital to work gradually during down days. Those efforts should 

bear fruit over time. 

 

It is impossible to pick asset class winners from year to year. However, after bear markets end, asset classes that are 

beaten up the most often outperform after the bear market. In the chart below, the market turned on March 10, 2009 

during the GFC. Asset classes that led in the next year were Emerging Markets, small and midcap stocks, and financials, 

all of which were hit the hardest during the bear market. After the technology tech bubble burst and bear market ended 

on October 9, 2003, technology stocks, those that survived, led during the next year. 

In this case of this bear market, there will be some winners and losers. The airlines are probably going to need some 

financial assistance from the government, and, depending on the form of help, it could be dilutive to current equity 

shareholders. Stock picking in the energy sector could be dicey due to bankruptcy risk. A better way to play that 

recovery is with a diversified exchange traded fund. From a broader asset class perspective, we have been gradually 

adding to U.S. and international small caps and developed emerging markets asset class through Factor-based ETFs. We 

will stay away from emerging market bonds as there is a higher risk of sovereign defaults.  

http://www.scadvisors.net/
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Looking ahead 

A lot of uncertainly remains for the near future. Getting the economy up and running again as soon as possible but in 

sensible manner is important. This will likely be a gradual process on a region by region basis. People will be reluctant to 

fly again for a while. Major League Baseball is exploring plans to play out the 2020 season at spring training sites in 

Florida and Arizona in front of no fans. Certainly, the risk of future outbreaks exists while the search for a vaccine 

continues. 

However, hard lessons are being learned. The key to containing future outbreaks is testing, both for the virus itself and 

antibody testing. Massive testing and tracing are the key to containing future outbreaks. Science is working overtime on 

both testing and future vaccines. In the meantime, we must all remain vigilant in doing our part to get the virus 

reproductive number (R0) below 1. According to Worldometers, this value represents the average number of people to 

which a single infected person will transmit the virus. An epidemic with a reproductive number below 1 will gradually 

disappear. This will take some discipline, but it can be done. 

We will continue to monitor events and capital markets closely. Please let us know if you have any questions. 

—Dana L. Crosby, CFA, CFP®, Rick Stein, & Scott Wilson 
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