
“Whenever any American's life is taken by another American unnecessarily – whether it is done in the name of the law or in the defiance 
of law, by one man or a gang, in cold blood or in passion, in an attack of violence or in response to violence – whenever we tear at the 
fabric of life which another man has painfully and clumsily woven for himself and his children, the whole nation is degraded.” 
& Robert F. Kennedy, 1925 – 1968, American politician and lawyer who served as the 64th U.S. Attorney General 

THE GREAT WALL STREET/MAIN STREET DISCONNECT 
In August 1624, during the Eighty Years’ War, which pitted 
imperial Spain against the fledgling Dutch republic, the 
commander of the Spanish army, Ambrogio Spinola, 
besieged the fortress city of Breda, a vital Dutch 
stronghold. The strategically located city was heavily 
fortified and strongly defended by a large and well-
trained garrison of 7,000 men, which the Dutch thought 
was impenetrable.

By September, Spinola’s army had succeeded in erecting 
a fortification around the city, and little by little, shortages 
of food and especially medicines worsened. The siege 
dragged on for months and conditions inside the city 
grew desperate. 
Malnutrition and 
catastrophic diseases 
such as scurvy and 
the plague were 
spreading among the 
despondent 
community. 

When the Prince of 
Orange learned that 
many of his bravest 
men were being 
ravaged by scurvy, he 
devised a cunning plan. Working with the city’s 
physicians, he prepared some vials containing a 
concoction of chamomile, wormwood, and camphor, and 
instructed them to pretend that it was a medicine of the 
greatest value and extremest rarity, but of still greater 
efficacy. 

The effect of this quackery was astonishing. According to 
Frederic Vander Mye, one of the physicians present, ‘the 
soldiers had faith in their commander and took the 
medicine with cheerful faces, and grew well rapidly.’  Even 
those who had not been able to move their limbs for 
months ‘were quickly and perfectly recovered.’ 

The influence of imagination in the cure of 
disease was well known in medieval and 

Renaissance times when useless pills and potions were 
often all that physicians had to offer. “There are men on 
whom the mere sight of medicine is operative,” wrote the 
French philosopher Michel de Montaigne in 1572. In 
medical terms, this well-documented phenomenon, 
which produces a beneficial health outcome resulting 
from an individual’s anticipation that an intervention will 
help is known as the placebo effect. 

Just as the mere thought that a treatment has been 
received can cause a beneficial physical response, the 
public’s expectations of what a central bank’s 
unconventional policies will accomplish may be more 

important than their 
actual effect on the 
economy. 

In response to the 
sharp and abrupt 
stock market declines 
in February and 
March due to the 
Covid-19 pandemic 
and its potential 
impact on the global 
economy, the world’s 
major central banks 

reacted swiftly and forcefully. Within weeks, they 
deployed their ‘full range of crisis tools’ that far surpassed 
their normal activities, even those during the 2008-09 
global financial crisis. This included lowering interest 
rates, conducting asset purchases, providing forward 
guidance, backstopping money market funds, as well as 
liquidity injections in markets. As a result, central bank 
balance sheets, a rough indicator of how much money the 
banks have printed, have increased by over $6 trillion in 
the span of only a few months. The U.S. Fed’s balance 
sheet alone expanded by $2.9 trillion, with total stimulus 
(including the government’s fiscal spending) expected to 
reach about 40% of the size of the entire national 
economy by the end of this year - a truly breathtaking 

amount (see chart on next page). 



It is a testament to their swift and extraordinary relief 
measures over the past three months that financial 
markets are currently functioning well without any major 
dislocations. While the other impacts of the pandemic will 
take a long time to heal, stock markets have already 
recovered a significant portion of their losses. 

After plunging nearly 34% from a February 19 record high 
to its March 23 low, global equity markets staged a 
massive rebound rally and recovered much of their 
pandemic-related losses, and in some cases exceeded 
their February highs. It was the fastest 30% selloff ever for 
the S&P 500, followed by the fastest 50-day rebound in 
nine decades. Overall, equity index levels have 
recaptured more than two-thirds of their losses from that 
low point in March. 

Both benchmarks, the S&P 500, up 20% for the quarter, 
and the Dow Jones 
Industrial Average, up 
17%, recorded their 
best quarter in more 
than 20 years. The 
remarkable rally has cut 
the indexes’ losses for 
the year to 4% and 10%, 
respectively. 

Still, the stock market’s 
dramatic surge over the 
recent months hasn't 
been evenly shared 
across all sectors. 
Industries and 
companies perceived 
to be benefiting from 
the current
conditions, including 
e-commerce, food, cloud computing and
pharmaceutical, have fared well, while others, such
as energy, restaurants and travel suffered significant
declines.

Meanwhile, the economic picture remains bleak. The U.S. 
economy is facing its potentially deepest economic 
decline in nearly a century, and widespread social unrest 
in many American cities has added a volatile new element 
to an already high level of uncertainty. First-quarter real 
gross domestic product (GDP) contracted at an annual 
rate of 5%, its sharpest drop since 2008 during the depths 
of the financial crisis. And the plunge is set to worsen 
substantially in the just completed April to June period. 
Economists are forecasting a much bigger GDP drop of 
anywhere from 30% to 40% (annualized), far worse than 
anything the U.S. has seen since World War II. 

The International Monetary Fund (IMF), an organization 
tasked with ensuring the stability of the international 
monetary system, called the current recession the worst 
economic downturn since the Great Depression. The 

Fund now sees a contraction of 4.9% in global GDP in 
2020, almost two percentage points lower than the 3% 
decline it predicted in April. 

In the last 14 weeks, more than 45 million Americans filed 
for unemployment claims, effectively erasing more than a 
decade of job creation. Despite falling from a 14.7% April 
high, May’s unemployment rate at 13.3% remained 
extremely high by historical standards, even as states 
across the country began reopening and companies 
called back employees. 

The sudden decline in employment and production 
brought the longest economic expansion in U.S. history 
to a screeching halt and ushered in the sharpest 
contraction since World War II. We are now in a recession 
that is unlike any other economic downturn in the history 
of the United States because it’s caused by a health crisis, 

not the instability of the 
financial system. As a 
result, until an effective 
treatment or vaccine is 
in place, the path to 
recovery remains very 
uncertain in its timing 
and trajectory. 

The good news is that 
there are promising 
signs that the economy 
may have hit bottom 
and that the recession 
may end as fast as it 
started. According to 
statistics from 
Bloomberg Economics, 
which created a weekly 
dashboard of data to 

track the economy’s eventual recovery, the economic 
picture looks significantly less dire than it did several 
weeks ago, with much of the data showing incremental 
improvement. Consumers are slightly more optimistic, 
initial jobless claims continue to decrease and mortgage 
applications for home purchases have fully recovered to 
pre-pandemic levels. 

Recessions end when economic conditions hit the trough 
and activity begins to expand again, so it’s entirely 
possible that this contraction could technically end 
sometime this summer. That would make this the shortest 
and deepest recession on record. But keep in mind that 
the end of the recession does not mean that everything is 
back to ‘normal’. It simply means that we have hit bottom 
and things are not getting any worse. The path back to 
‘normal’ will be fraught with extraordinary uncertainty and 
might be anything but smooth. Much will ultimately 
depend on the success of curtailing the spread of the 
virus as well as the resilience of businesses and 
consumers. 



Americans have long relied on the stock market as a proxy 
for the economy, as it is considered a discounting 
mechanism that focuses less on current conditions and 
more on future expected conditions. Given that the 
economic carnage inflicted by the fight against the 
pandemic will be a long-term effort, the stock market’s 
striking resurgence from the depths of its late-March lows 
is particularly perplexing. The glaring disconnect 
between Main Street and Wall Street may be indicative of 
overconfidence by markets in the ability of central 
bankers to repress volatility and maintain financial 
stability. 

As previously mentioned, in an effort to mitigate the 
economic fallout from the coronavirus crisis, the Fed cut 
interest rates to zero and flooded the financial markets by 
injecting trillions of dollars of liquidity to smooth out 
volatile capital markets. Quantitative easing (QE), which 
was once extraordinary and unconventional has now 
become ordinary and conventional. Because QE works to 
a large extent through 
market expectations, 
those previously 
unheard-of interventions 
fueled a furious rally in 
already inflated equity 
markets and caused 
corporate-bond spreads 
(the extra yield over U.S. 
Treasuries that investors 
demand to hold 
company debt) to narrow 
substantially as investors 
reacted with glee at 
being rescued yet again. 

The Federal Reserve’s full-bore intervention to cushion 
the economy also created an opportunity for companies 
to issue a record amount of new bonds. According to 
Dealogic (see chart on this page), companies with 
investment-grade credit ratings issued about $840 billion 
in the first six months of 2020, matching the previous full-
year record set in 2017. 

The central bank’s message to investors is clear: should 
further stimulus be required, it will be delivered. The old 
investing mantra ‘don’t fight the Fed’ stands the test of 
time for a reason: investors view the Fed as a key support 
for asset prices and expect it to insulate them from 
downside risk. Much like the Prince of Orange’s soldiers, 
investors ‘had faith in their [central bank] and took the 
medicine with cheerful faces, and grew well rapidly.’ 
Courtesy of the Fed, rising equity markets and a shrinking 
economy are no longer mutually exclusive. 

The degree to which support from the Fed spurs demand 
in an economy that suffers from both, a supply and 
demand-side shock remains to be seen. Monetary policy 
is hopeless when global supply chains have been 
disrupted and socioeconomic activity retrenches. That 

shifts the onus on our legislators to contemplate another 
round of fiscal relief to fully address the substantial 
economic fallout from this crisis. 

While placebos may make us feel better, they will not cure 
us. In Breda, the hopes of a speedy relief were soon 
dashed by a renewed flare-up of scurvy. Just one month 
after the Prince’s miraculous intervention, the 
disheartened and reduced garrison was at last obliged to 
surrender. Ultimately, only time will tell if the central 
banks’ unconventional policies helped kick-start the 
economy and avert a more severe recession, or if they just 
sugarcoated the problems with a placebo.

OUR CLOSING THOUGHTS: 
The bottom line is that rising asset prices amid slumping 
economic and earnings growth makes individual security 
selection and good judgment in portfolio allocation even 
more important. The easy returns have been made and 
we believe that investors will need to focus on stocks and 

sectors that remain 
undervalued. The second 
half of the year may see a 
lot of choppiness, 
especially with the 
upcoming presidential 
election in November. A 
second wave of Covid-19 
is a big wildcard that 
could once again lead to 
declines for the 
economy, corporate 
earnings and the stock 
market, but quality 
companies with strong 
fundamentals, earnings 

visibility and defensible business models will be around 
long after this virus is conquered.

As we look ahead to the summer months, we can’t help 
but think what a challenging year it’s been so far - and we 
are only halfway through! Naturally, our paramount 
concern is our clients’ and employees’ health and safety. 
While we are likely to live with this pandemic for the 
foreseeable future, at some point it will be conquered. 
Victory might come from a new treatment, a vaccine, or a 
robust testing regime. Some tools are already being 
deployed; others are in development. As such, we choose 
to be cautiously optimistic – at a safe distance of course. 

As our firm begins to resume normal office operations this 
month with our full team working on-site, we are most 
thankful for the continued trust and confidence of our 
clients. Please know that we take our responsibility to you 
seriously and greatly value our relationships with each 
one of you. Although we will not hold in-person meetings 
during this time, we are available to you by phone, email 
and Webex video. The world continues to be an 
extremely complicated place, and we are here to help you 
properly navigate it.                                              JULY 2020 
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