
FIRST QUARTER 2020 MARKET COMMENTARY

COVID-19:  The Great Disrupter

COVID-19 has been the great disrupter in so many aspects of our lives, economically, socially, and psychologically.  As a community, we give thanks 
for the first responders, the EMTs, the nurses and doctors, and all those responsible for keeping our health care system running.   We also give 
thanks to those who help provide us with the essentials of life, the individuals stocking the supermarket shelves, the truck drivers transporting the 
goods.  All deserve our thoughts and our gratitude.

We entered the New Year with a relatively high conviction level that the U.S. economy was starting to shake off some of the weakness it 
experienced during 2019.  The advanced and longest U.S. economic expansion in history appeared intact and had no major impediments 
preventing it from extending its historic streak.  While it would be an exaggeration to state that everything changed in the blink of an eye, over the 
span of a few weeks, the manifestation of change was exceptionally quick and, in many ways, unprecedented.

Global stock markets recorded the fastest-paced bear market in modern day history.  From its February 19th closing high to its March 23rd closing 
low, the S&P 500 fell over 33%.  Then over the next two weeks, the S&P 500 swiftly reversed course, and started a new bull market, technically 
speaking.  By the end of the first quarter, the S&P 500 Index jumped nearly 16% on its way to continued gains (and the new bull market) in April.  

The speed of the Federal Reserve’s interventions and Congress’ multi-trillion-dollar fiscal stimulus were extraordinary and rightfully so.  The 
number of Americans filing for unemployment (in three weeks, nearly 17 million unemployment claims were filed) has dwarfed those recorded 
during the Great Recession of 2008-2009.  

This productive and necessary activity is ongoing as is the fight against the novel coronavirus pandemic.  Reinfection rates, the extent to which 
asymptomatic or pre-symptomatic carriers of the virus are contagious, and serological studies (measure antibodies or proteins in the blood) to help 
determine novel coronavirus immunity are among the most important questions needing answers.  Clarity on these issues will have a significant 
influence on the best way forward and the pace to which we set in returning to some semblance of normality.

U.S. stocks outperformed most international regions during the first quarter.  Large cap domestic stocks, as measured by the S&P 500 Index, fell 
nearly 20% during the quarter.  Mid-cap and small-cap domestic stocks fell deeper, losing about 30%.  The performance discrepancy between 
“growth” and “value” stocks were consistently wide across the three major market capitalizations; growth outperformed value by approximately 
1,000 basis points or 10 percentage points.  

On average, international stocks (developed and emerging markets) outperformed domestic mid cap and small cap stocks but lagged large cap 
domestic stocks by a few percentage points.  As with domestic stocks, the divergence between “value’ and “growth” int’l developed markets
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stocks were similarly wide at about 1,000 basis points in favor of “growth”.  An appreciating dollar negatively impacted international stock returns. 

Two words could be used to describe the bond market during the first quarter: “risk-off” and “dysfunctional”.  U.S. Treasuries, the most liquid 
bonds in the world, were selling with abnormally high bid/ask spreads.  Non-plain vanilla bonds experienced losses.  Indices tracking mortgage-
backed bonds and investment grade bonds each rose 2.5% through March 31 after the Fed intervened to help stabilize the bond market.

Agricultural commodities (wheat, soybeans, coffee, corn, etc.) significantly outperformed industrial commodities like copper and platinum.  Publicly 
traded real estate investment trusts (REITs) fell alongside stocks. The real estate subsectors hit the hardest included retail and hospitality.  

While we have welcomed the financial markets’ resilience of the past two weeks, we must remain vigilant and be prepared for more 
unpleasantness over the weeks and perhaps months ahead.  We are hopeful that the impending recession, while deep, will be relatively short.  
However, the economic impact of this virus-induced shutdown and its duration are unknowns.  

If the stock market stays true to its historical form, it will likely reestablish its balance well before the National Bureau of Economic Research (NBER) 
declares a recession as having officially ended.  The price of stocks is the most common leading economic indicator while economic growth 
determinations are lagging economic indicators.   As the chart below demonstrates, the stock market doesn’t adhere to NBER time.  Solid returns 
are oftentimes earned well before an “economic-all clear” is given.

We want to reiterate the importance of maintaining investment discipline and focusing on long-term goal achievement during these difficult times.   
The dedicated individuals at Capital Wealth Management are committed to you.  If you have any questions or would like to review your portfolio 
allocation or risk profile, please contact your financial advisor.  We appreciate the confidence you have placed in Capital Wealth Management and 
will continue to work hard on your behalf.  Thank you.

Quarterly Performance Report 
Market Commentary

Page 2 of 2


