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Investors have witnessed unprecedented swings across all asset classes over the 
last few months due to the Coronavirus.  It began in March, with the fastest 30% 
decline for the S&P 500 in history, as the virus spread, and states issued shelter 
in place orders.  Fixed income markets also saw sharp declines due to concerns 
over liquidity as certain segments were hit with margin calls.  The Federal Reserve 
stepped in with a variety of programs to calm the markets.  Congress also passed 
a variety of aid and stimulus measures.  Markets then saw a sharp rebound in 
early April despite worsening economic data and earnings projections.  Since mid-
April equity markets have largely been range bound due to the unknown impact 
of the virus on the economy.  

Key Points
• Large swings in asset prices
• Risk remains elevated
• Employment data is headwind
• Valuations are stretched
• Chinese recovery is disappointing 

Investors now face a wide variety of questions and risks about the future.  What will economic activity look like as states begin 
to reopen and relax restrictions?  Does the virus have a lasting impact on consumer behavior and business operations?  Will 
there be a second surge of infections?  Given the uncertainty, what is the outlook for corporate earnings?  

As we analyzed the impact of the virus and restrictions on business, we felt it was prudent to shift to a defensive positioning 
in our PFG Equity, Global and Balanced Strategies.  This was executed by reducing equity exposure and raising cash.  We 
continue to maintain a defensive positioning for a variety of reasons.  
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Employment

One of the primary data points we track is employment.  Over two-thirds of our economy is driven by consumer spending, which is largely a function of 
employment.  Initial Jobless Claims and Continued Jobless Claims are two high frequency data points.  Both measures have seen an unparalleled surge since 
March.  Initial Jobless Claims reached over 7 million on March 28th.  In the past 3 recessions, we saw that reading peak at between 500,000 and 650,000.  
Continued Jobless Claims, which measures the number of people  receiving unemployment benefits, is now over 25 million.  In the last recession, it peaked 
at 6.6 million people.  

There are several hurdles to overcome to get all these people working again.  Anyone who has been involved in the hiring process knows it takes longer to 
hire a new worker than reduce headcount, even if the person is a rehire.  After every recession there are certain types of jobs that do not return, either due 
to shifting demand or changes in technology.  We expect the same in this cycle.  Overall, we feel that the dire employment situation represents a 
substantial headwind to the recovery.

Earnings & Valuations

We are now concluding the first quarter earnings season.  According to FactSet, earnings for S&P 500 companies are expected to decline -13.8% in the first 
quarter of 2020.  It is important to note that for two of the three months in the quarter we had a normal level of business activity.  We also saw a noticeable 
decline in profit margins, particularly in Financials, Industrials and Consumer Discretionary.  Analysts are projecting a double digit decline in earnings for the 
entire calendar year.  We monitor forward earnings estimates closely and have not seen any improvement as states have relaxed restrictions.  One challenge 
to assessing forward earnings is the lack of forward guidance companies are providing.  Most companies have pulled back guidance for the full calendar year.

The recent bounce back in equity prices and decline in earnings have caused valuations measures to reach some of the highest levels in the last 10 years.  We 
believe higher valuations in this type of environment represent a risk to future returns.  
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China

The virus originated in China several months before arriving in the United States.  The timeline in China for dealing with the disease and reopening in the 
economy is several months ahead of us.  This represents a good test case for what we can expect in terms of economic activity.  We are tracking a wide 
variety of eco-nomic measures to assess how the Chinese economy is rebounding.  The general pattern shows initial improvement but then momentum 
seems to stall.  You can see that in the daily passenger volume in subways, chart below.  There has also been a recent spike in bankruptcy filings according 
to Goldman Sachs.
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Disclosure: The information provided herein is the opinion of The Pacific Financial Group (“TPFG”), a registered investment adviser, and may change without notice at the discretion of TPFG. 
Market Data is as of the time period noted and TPFG makes no warranties as to the accuracy of the information or any representations made or implied at any time given. The information 
should not be construed or interpreted as an offer or solicitation to purchase or sell a financial instrument or service. The information is for informational purposes only and should not be 
relied on or deemed the provision of tax, legal, accounting or investment advice. Past performance is not a guarantee future results. All investments contain risks to include the total loss of 
invested principal. Diversification does not protect against the risk of loss. The S&P 500 index represents the broader market, is unmanaged and cannot be invested in directly. Indices do not 
consider the costs, fees, trading, dividends or performance that an investor would otherwise experience when investing.
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We believe it is likely we could see a similar type of recovery in the U.S.  This would likely disappoint equity markets, which have priced in a rapid V-shaped 
recovery.  Overall, considering employment conditions, stretched valuations and an underwhelming recovery in China we believe it is prudent to remain 
defensive.  Additionally, we are concerned about the potential for an increased number of bankruptcies as businesses resume operations only to find they 
cannot sustain their business on reduced demand.  While we do remain defensive, it is also important to consider the asset class exposure in the portion of 
our strategies that remain invested.  We continue to favor growth, with sector allocations to Technology and Health Care as these areas continue to maintain 
market leadership.  

The Investment Committee and the Portfolio Management Team continue to meet on a regular basis to assess the current market environment and risks as 
they can change rapidly.  We are actively working on when to redeploy cash, as well as the best areas for opportunity.  We believe we are getting closer to 
putting more cash to work, and when that happens, we will be sure to communicate our positioning clearly to our investors.  

Sources:  Morningstar, J.P. Morgan, Goldman Sachs & St. Louis Fed
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