
For most Americans, daily life has come to a screeching halt as state governments, businesses and consumers
continue to take drastic steps to halt the COVID-19 pandemic. Normally it takes months before economists are
sure that the economy has fallen into a recession, but given the scale of the declines we are tracking, it is all but
certain the economy is now contracting. The only question is how deep and how long lasting the downturn will
be. 
We continue to be optimistic that the negative impact to US GPD will be short-lived and that growth will start to
recover soon after social gathering restrictions are lifted, and business operations and consumer activity are
allowed to begin slowly normalizing. Governmental response is essential, and, while drastic, authorities are now
stepping up measures appropriately to bring the outbreak under control. As a result, our base case assumption is
that containment measures will last about 2 months, and that after a couple weeks we will the see the rate of
new infections begin to decline. 
Nevertheless, the near term damage will be significant. What is unfolding across the country is unprecedented,
with large portions of the economy essentially being shut down. In a remarkably short period, job losses could
mount in the millions accompanied by massive business failures. For now, we expect 2020 GDP to decline
-9.2%, and S&P 500 earnings to be down -19.7%, but if businesses closures last 3 months or more, there
remains a risk that a significant and lasting recession may take hold.
Encouragingly, policymakers are now ramping up efforts to stave off the worst of potential outcomes. The Fed’s
expansion of its open-ended Quantitative Easing, together with new measures to lend directly to firms, shows
that officials are moving beyond providing liquidity to escalating their support of the economy itself. These
measures should help to ease financial conditions in the corporate bond market and will help facilitate the
significant package of direct assistance and loans coming as part of the new $1.8 trillion fiscal stimulus currently
being written by Congress.
Still, the most effective stimulus will be quick containment of the outbreak. For financial markets, our view
remains that despite policymakers’ best efforts, a sustained turnaround in equity prices will only come once we
see signs of the virus spread is starting to fade. That hasn’t happened yet. So, we suspect uncertainty will likely
keep volatility high as investors continue struggling to assess the impact on the economy and earnings.   
As difficult as times like these are, though, we remain optimistic that markets will eventually recover. In fact,
event-driven bear markets typically have quicker recoveries than those caused by a major bubble in asset prices
or more systemic collapses such as banking system failures, and we expect that to be the case in this
episode. We also expect lower rates and lower oil prices to provide powerful stimulus for a strong rebound in
financial markets once this crisis is behind us. 
We will have a fixed income update in the next few days with a comprehensive review of each of the fixed
income markets.

 



WHAT WE ARE WATCHING

ACTIONS WE ARE TAKING

Key updates to our speedometers:  Case progression has worsened with rising infections across the country,
policy response has improved, market declines have made valuations more attractive, financial conditions have
eased with aggressive Fed action, and risk appetite now looks stronger. Overall, are indicators have worsened
slightly over the past week, primarily driven by the deterioration of our COVID-19 case progression measures.
While valuations and risk measures have improved, on balance, the many indicators we monitor suggest there is
volatility still to come and potential for more downside in equity prices. Therefore, we are continuing to take
action opportunistically to raise cash and will be monitoring our dashboards to see if further defensive changes
are necessary. This will not only provide insurance in case we see further market declines, but also allow us to
reposition portfolios for the eventual recovery.
 
BIG PICTURE 

There are reasons to think government response will start to work, and that there’s a path back for the economy
in the not too distant future, which should will bring stabilization to markets. 
1.      Aggressive containment measures have been shown to be effective in S Korea/China, as well as in prior

virus episodes.  We expect to see evidence of this in Italy by the end of March, and in the US by mid- April.
2.      Warmer weather. As with influenza and common colds, there are indications that Covid may be seasonal

helping the outbreak subside as the calendar to turns to Spring.
3.      Possible success of an anti-viral or progress on a vaccine. The FDA has fast-tracked the approval process,

and the government is pouring billions into R&D.  If an effective treatment is developed, this would be a
game changer.

Once we see signs of stabilization in our indicators, we believe the market should present opportunities on which
to capitalize. In the meantime, it is important to recognize, that the COVID-19 case count WILL likely increase
over coming weeks before containment measures gain traction, and that the virus may be more widespread than
previously thought.  While this is well understood by policymakers, it will continue to put pressure on public
officials to sustain the shutdowns in place and keep the markets on edge for some time.  
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