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Executive Summary 

• Countries and U.S. states slowly move toward reopening their economies. 

• Reopening involves risks due to lack of sufficient testing in the U.S. and immunity uncertainty. 

• U.S. economic indicators worsened, but long-term confidence improved. Fiscal and monetary 
assistance was increased. 

• Equity markets lost momentum but are still up for the month. Oil price volatility continued. 

• Corporations took on debt after the Great Recession, dedicating some of it to stock buybacks. 

• Economic weakness may expose vulnerable corporations and lead to credit downgrades. 

• It will be important to discern, company by company, the reason for any downgrade. 

COVID-19 Update: Reopening, Slowly 
Countries and U.S. states are taking steps to reopen their economies, offering a glimpse of what 
a post-pandemic, pre-vaccine world may look like.  
 
New Zealand offers a view of what lies ahead when the spread of COVID-19 is under control. 
With new daily confirmed infections in the single digits, and aggressive testing and tracing in 
place, the country announced that certain businesses and schools will be allowed to reopen, 
but social distancing measures will remain in place.1 Except for certain essential businesses 
already open, businesses must have “contactless” ordering, payment, pickup, and delivery, and 
workers must maintain physical distancing of one meter, or about three feet.2 Not far behind is 
Australia, which reopened some beaches and indicated that air travel may be reopened 
between the two countries. 
 
Countries across Europe are also softening restrictions. Italy, the hardest hit country in Europe, 
plans to allow family visits next week and certain factories and businesses to reopen next 
month. Schools, however, will remain closed until September. The impact of the pandemic on 
countries across the continent is very uneven, but some common actions are to reopen certain 
businesses next month, reopen school for younger students, limit the size of gatherings, and 
require masks.3 
 

 
1 “The World in Brief,” The Economist Espresso. April 28, 2020. 
2 “New Zealand Says It Has Won 'Battle' Against COVID-19,” NPR. April 27, 2020. 
3 “As France and Spain unveil lockdown easing plans, here’s a look at what steps European countries have taken,” 
MarketWatch. April 28, 2020. 



 

 
 

 

The U.S. has also seen an uneven impact and states are reopening their economies at varying 
speeds. As they reopen, most states are, or are planning on, limiting the types of businesses 
that reopen, requiring protective and social distancing measures, and limiting capacity.4 
 
While the lifting of restrictions offers hope for an economic recovery, investors should be aware 
of a few limitations. For the countries furthest along in reopening their economies, testing and 
tracing has been key in containing the virus, and the U.S. is far short of where experts say we 
need to be.5 Even when cases have subsided, they can resurge, as they have in Singapore. Even 
in economies furthest along in reopening, including China and Sweden (which never went into 
lockdown), business activity is down from pre-pandemic levels. Finally, it is still unclear how 
much immunity an infection confers and COVID-19 could be seasonal.6 

Economic Update: Glimmers of Hope 
The U.S. Commerce Department announced Wednesday morning that GDP declined 4.8% 
(annualized) in the first quarter of 2020, supporting the notion that the U.S. economy is in the 
middle of an economic recession. Over the last week, economic indicators continued to signal 
significant weakness, although there were a couple of potential bright spots in some of the 
data. Last week, another 4.4 million people in the U.S. filed for initial jobless claims, which was 
below the 5.2 million new claims in the prior week. However, that brings the cumulative total to 
over 27 million in initial claims in the last six weeks, which is nearly 17% of the total workforce. 
The Conference Board released its Consumer Confidence Index, which showed a record slide in 
the overall level of consumer confidence to a level of 86.9 versus 118.8 in March. Looking 
deeper into the index, the Present Situation Index fell to 76.4 from 167.7 in the prior month, 
which was the largest slide on record. In a pleasant surprise, though, the Expectations Index, 
which measures the expectations for the economy in six months, actually rose to 93.8 from 
86.8. From an employment perspective, the Conference Board reported that those saying that 
jobs are plentiful fell to 20% from 43%, while those saying that jobs are hard to find rose to 34% 
from 14%. 
 
In other news, President Donald Trump signed legislation extending an additional $484 billion 
of aid to small businesses. The Federal Reserve Board announced that it would increase the 
scope and features of its program to purchase municipal paper. The central bank lowered the 
population threshold for being considered for the program to 500,000 residents for counties 

 
4 “Governors tiptoe toward reopening across the country,” The Hill. April 28, 2020. 
5 “Five things to know about where the US stands on COVID-19 tests,”  
6 “What if immunity to covid-19 doesn’t last?” MIT Technology Review. April 27, 2020. 



 

 
 

 

and 250,000 residents for cities, from prior levels of two million and one million, respectively. 
The program was also expanded to include maturities of up to three years from a prior level of 
two years. Internationally, the Bank of Japan (BOJ) announced that it would “purchase a 
necessary amount of Japanese government bonds,” meaning that it could technically buy an 
unlimited amount of bonds to help support the markets. The BOJ also announced that it would 
triple its holdings of corporate debt to 20 trillion yen, and its forecast for a significant 
contraction in Japanese GDP this year. 

Market Update: Losing Momentum 
Equity markets are generally up for the month but lost momentum last week after negative oil 
prices rattled investors. Volatility in oil markets continued this week as the June contract for 
WTI crude oil dropped as much as 21% early Tuesday morning, before recovering later in the 
day and into Wednesday morning. The concerns are the same as last week: due to lack of 
storage capacity, oil producers are forced to dump their product, which could potentially lead 
to negative pricing again for near-month contracts. The larger concern is that oil prices could be 
an indicator that the recession could be worse than expected. 
 
Despite the loss of momentum, the S&P 500 Index had a forward P/E ratio of 19.1 as of April 24, 
compared to a five-year average of 16.7 and a 10-year average of 15.0, according to FactSet.7 
An analysis by PIMCO indicated that as of March 31, compared to their respective 20-year 
average valuations, U.S. equities were fairly valued, international equities were undervalued, 
and non-government fixed income was undervalued. Equity valuations were based on forward 
P/E ratios while fixed-income valuations were based on spreads to U.S. Treasuries.8 Recall that 
most asset classes are up for the month, so valuations may be higher now. Additionally, the 
valuations relative to history are not an indication of future returns. 

Bond Markets: Finding Beauty in Ugly Times 
Limbo, the Fed, and Interest Rates 

Interest rates continue to be at historic lows. Putting our current situation in the greater 
context of history shows that while rates this low are not unprecedented, the amount of time 
they have remained low is.9 Going back to the mid-1950s, there were short-term periods of the 
Federal Reserve’s federal funds rate being close to zero, but not for extended periods of time. 

 
7 “Earnings Insight,” FactSet. April 24, 2020. 
8 “What’s Implied in Asset Prices?” PIMCO. March 31, 2020. 
9 “Federal Funds Rate - 62 Year Historical Chart,” Macrotrends. Visited April 28, 2020. 



 

 
 

 

 
Business cost of capital coming out of the Great Recession of 2007-2009 was heavily weighted 
towards using debt, and remained that way for quite some time as interest rates also remained 
low. Despite record levels of debt issuance, defaults have remained low.10 This fueled new 
investment and growth in the economy as businesses expanded. This new activity has, over 
time, led to wage inflation finally being felt towards the end of 2018 through 2019. 
 
However, there was a dark side to this as some of the capital raised through debt was used for 
stock buybacks to artificially boost stock performance. The negative outcome here is that free 
cash was being used to purchase stock instead of providing for reserves or capital investment.11 

The Changing of the Seasons 

The economic recovery that flowed into the longest bull market in history fermented a market 
flush with cash flows that provided low risk ratings. The low cost of capital may have sparked 
excessive confidence and borrowing. With the U.S. economy now weakening in light of the 
pandemic, cash flows may be impacted negatively. Cash flows are a material factor in 
creditworthiness and credit ratings on debt. As first quarter results and second quarter 
guidance are released in the coming weeks, it will be interesting to see how rating agencies are 
viewing the financial position and outlook of the general market. First quarter financial 
positions may not fully reflect the current position of a company as “shelter-in-place” orders 
were mostly issued toward the end of March. Guidance, credit rating, and credit outlook 
changes will be top of mind over the next few weeks. 
 
If we see significant credit downgrades, the bond market could react negatively as greater 
yields are demanded for higher risk credits. In this scenario there are several things to keep in 
mind: 

1. A downgrade does not necessarily mean a company is in a dire financial position, only 
that the current position has deteriorated enough to warrant a downgrade in the 
opinion of the rating agency.  

2. Not all downgrades are created equal. Single step downgrades should be viewed 
differently than multiple step downgrades. A company experiencing a single downgrade 
over a long time period should also be viewed differently than one that has experienced 
multiple downgrades. Also, rating agencies tend to attach an outlook onto the rating 
that can help tell the story of the company in question. 

 
10 “Weekly Market Outlook,” Moody’s Analytics. March 15, 2020. 
11 “Companies have been buying back massive amounts of stock this year,” CNBC. July 18, 2019. 
 



 

 
 

 

3. Recent Federal Reserve actions have shown a willingness to expand its liquidity 
programs to the corporate debt markets, which can help lessen short-term volatility.12 

 
As we move further into the second quarter of 2020, the number of credit rating changes in 
relation to the broader market, along with outlook changes, will give an indication of what to 
expect in the coming months. It is reasonable to expect that current economic conditions will 
lead to credit rating degradation on the broader market. Equity and debt market reactions will 
depend on how credit rating changes compare to current expectations. 
 
We are here to support you and navigate these times of uncertainty together. Knowledge is 
power, and we’re committed to equipping you and your financial professional with the tools 
and information you need to weather this storm. We are continuing to watch market 
developments and are here to assist you with evaluating and understanding these economic 
changes. Please contact your financial professional to discuss your portfolio or should you have 
any questions/concerns. 
 

 
12 “Federal Reserve announces extensive new measures to support the economy,” Federal Reserve Board. March 
23, 2020. 
 



 

 
 

 

Investing involves risk, including the potential loss of principal. No investment strategy can guarantee a profit or 
protect again loss. In general, the bond market is volatile; bond prices rise when interest rates fall and vice versa. 
This effect is usually pronounced for longer-term securities. Any fixed-income security sold or redeemed prior to 
maturity may be subject to a substantial gain or loss. Vehicles that invest in lower-rated debt securities (commonly 
referred to as junk bonds or high-yield bonds) involve additional risks because of the lower credit quality of the 
securities in the portfolio. International investing involves special risks not present with U.S. investments due to 
factors such as increased volatility, currency fluctuation, and differences in auditing and other financial standards. 
These risks can be accentuated in emerging markets.  
The statements provided herein are based solely on the opinions of the Advisor Group Investment Research Team 
and are being provided for general information purposes only. Neither the information nor any opinion expressed 
constitutes an offer or a solicitation to buy or sell any securities or other financial instruments. Any opinions 
provided herein should not be relied upon for investment decisions and may differ from those of other 
departments or divisions of Advisor Group or its affiliates.  
Certain information may be based on information received from sources the Advisor Group Investment Research 
Team considers reliable; however, the accuracy and completeness of such information cannot be guaranteed. 
Certain statements contained herein may constitute “projections,” “forecasts” and other “forward-looking 
statements” which do not reflect actual results and are based primarily upon applying retroactively a hypothetical 
set of assumptions to certain historical financial information. Any opinions, projections, forecasts and forward-
looking statements presented herein reflect the judgment of the Advisor Group Investment Research Team only as 
of the date of this document and are subject to change without notice. Advisor Group has no obligation to provide 
updates or changes to these opinions, projections, forecasts and forward-looking statements. Advisor Group is not 
soliciting or recommending any action based on any information in this document.  
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