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Outlook
The longest bull market in history came to an abrupt end with 
the COVID-19 pandemic. Barely three months ago, the U.S. 
economy was projecting slower but still positive growth, with 
weaknesses in manufacturing offset by a strong consumer. Since 
then, stay-at-home mandates by at least 35 states have brought 
the services sector to a standstill, and market volatility rose to its 
highest level ever. The S&P 500 finished the quarter down -19.6%, 
pushing indexes back to the January 2019 price level and erasing 
nearly all of last year’s gains. Small caps dropped further still at 
-32.64%. Growth managed to outperform Value equities, -14.5% 
vs -25.34%, respectively, due to relative resilience in Technology 
and Healthcare. The technology-heavy NASDAQ Index was almost 
flat for the one year period ending 3/31/20 at -0.79%, as was the 
Russell 1000 Growth at +0.13%. Energy was the worst performing 
sector, down -50.75% for the quarter, facing a double hit from 
reduced demand and a price war between Saudi Arabia and 
Russia. 

Fixed income generally held up well compared to equities, and 
proved an effective diversifier. A flight to safe assets, in conjunction 
with central bank cuts, drove interest rates close to zero. The 
Bloomberg Barclays U.S. Aggregate Index managed a positive 
+3.15% return for the quarter. Credit spreads widened, causing the 
Bank of America U.S. High Yield Index to fall -13.12%, but perhaps 
opening up an opportunity in Investment Grade Credit. The higher 
yield of Investment Grade Credit gives it a relatively attractive 
valuation, and is an opportunity to add current income without 
the credit risk in the high yield space. Treasuries outperformed all 
other fixed income asset classes, with the Bloomberg Barclays U.S. 
Government Index returning +13.08%.

The effects of the pandemic on employment and the economy 
have been substantial. Weekly jobless claims skyrocketed to 3.3 
million on March 28th, doubling to an additional 6.6 million claims 
one week later. We expect jobless claims to remain elevated 
in the weeks ahead. The service industry has been hit hard by 
social distancing policies, particularly retail, restaurants, and travel. 
Combined, they represent roughly 20% of employment, and 7% of 
S&P 500 operating earnings.

Source: Market Insights: Guide to the Markets. J.P. Morgan Asset Management.  2Q 2020
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It is likely that the U.S. economy will contract in the second quarter. 
Depending on the progression of the pandemic, the goal for 
policy makers is to weather the storm with a combination of 
monetary and fiscal policy. Counter-cyclical measures will aim 
to minimize job losses and corporate bankruptcies, allowing the 
economy to bounce back.

There have been three fiscal responses in the United States 
so far, the largest being the $2.2 trillion CARES Act passed 
on March 27th. The package represents roughly 10% of US 
GDP, and includes direct payments to individuals, expanded 
unemployment benefits, business loans, and support for state 
and health services.The fiscal package was matched by an equally 
aggressive monetary response from the Federal Reserve. The 
Federal Funds Rate was cut to near 0% on March 15th, only the 
second time this interest rate has ever hit the “zero lower bound” 
(the first time was in 2008). Other actions include the return 
of Quantitative Easing, involving large-scale asset purchases of 
fixed income securities. In addition to purchasing Treasuries and 
Mortgage Backed Securities (MBS), the Fed also increased liquidity 
to the repo market, money markets, Asset Backed Securities (ABS), 
and corporate bonds. 
continued on page 3
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Overview

Due to the extensive economic shock and high market 
volatility, we made material changes to our strategies during 
the quarter. As risks accelerated through March, we reduced 
equity exposure across our portfolios. As of early April, we 
have raised cash to 30% primarily through reductions in mid- 
and small-cap exposure. 

Balanced Strategy
The spread of the COVID-19 pandemic has caused a great deal 
of uncertainty across all asset classes. Risk assets, including 
equities, Real Estate Investment Trusts (REITs), corporate bonds 
and mortgage-backed securities, were subject to incredible 
volatility and sharp drawdowns during the quarter. The S&P 
500, which finished the quarter down -19.60%, held up better 
than other equity markets. U.S. mid-caps, U.S. small-caps, 
international developed markets, and emerging markets all fell 
more than 20%. U.S. Treasuries were the strongest performing 
sector, pushing the Bloomberg Barclays U.S. Aggregate Bond 
Index into positive territory for the quarter.

Our Balanced strategy can be broken down into three 
components, domestic multi-cap equity exposure, moderate 
allocation managers, and diversified fixed-income holdings.

In the domestic multi-cap equity allocation, large-cap 
holdings performed the best. These include defensive equity, 
technology, and healthcare allocations. Mid-cap and small-cap 
companies proved more susceptible to stay-at-home policies 
and suffered larger drawdowns. We elected to reduce equity 
exposure during March, particularly in mid- and small-caps, 
allocating those proceeds to cash. 

We have allocated a portion of the portfolio to moderate 
allocation managers who have strong long-term track records. 
These managers have provided solid returns to the strategy; 
however, we decided to reduce these holdings modestly to 
reach our cash target. 

Direct fixed-income exposure is allocated across intermediate-
term bonds, short-term Treasuries and mortgage-backed 
securities (MBS). Intermediate-term bonds and Treasuries 
provided support while MBS detracted. The MBS sector 
was subject to fierce technical selling as several funds faced 
redemptions and forced selling.

Given the uncertainty in the economy and the high volatility, 
we raised cash to 30% while reducing equity exposure as of 
early April. 

Equity Strategy
Equity markets suffered their sharpest drawdown in over ten 
years, with all major indices posting double-digit losses for 
the quarter. In the U.S., growth held up better than value, 
driven by strong relative performance in technology and 
healthcare. The Energy sector was the worst performer due to 
a reduction in demand and an increase in supply, leading to a 
collapse in oil prices.

Our Equity strategy consists of domestic multi-cap exposure, 
along with sector and style tilts. Large-cap exposure is 
diversified across low volatility, quality, technology, and 
healthcare. All these areas held up well during recent volatility. 
The strategy also maintains a bias to growth, which was 
additive. We reduced large-cap exposure slightly to raise cash. 

Mid-caps and small-caps were the largest detractors during 
the quarter, suffering a deeper drawdown than large caps. 
We had incorporated a mid-cap low volatility holding, which 



Has anything happened we should know about? If there are any changes in your financial situation, investment objectives or specific restrictions, 
please contact your Investment Advisor or The Pacific Financial Group, Inc. It is critical to the achievement of your investment goals and the 
success of our relationship to discuss any changes in your financial needs.

Our clients receive quarterly performance on their accounts. For performance on any of our strategies, please contact your Investment Advisor. 
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Our global strategy can be separated into two distinct 
components, U.S. and non-U.S. exposure. We began the quarter 
with an overweight towards the U.S. Domestic exposure is 
similar to our Equity strategy, with multi-cap, low volatility, 
technology, and healthcare holdings. Large-cap holdings led 
performance, while mid- and small-cap detracted.

We break non-U.S. exposure down between developed and 
emerging markets. Developed exposure is tilted towards 
growth, with select country over-weights. A growth bias was 
additive to performance. Our highest conviction country is 
Switzerland, which outperformed during the quarter. We also 
maintain a slight overweight to emerging markets, which 
detracted slightly.

As of early April we raised cash to 30%, primarily targeting U.S. 
mid- and small-cap exposure.

made a modest contribution to performance. Mid- and 
small-cap companies are likely to struggle in the current 
environment due to less access to financing and a smaller 
customer base. We reduced these allocations substantially to 
raise cash to our target. 

Considerable risks remain in the equity market and the global 
economy; we raised cash to 30% as of early April.

Global Strategy
Global equity markets also suffered a sharp drawdown. 
Markets in Asia, led by China, held up better than Europe. 
Major economies in Europe, including France & Germany, 
trailed other developed nations. Global sector leadership was 
found in healthcare, technology, and utilities. Financials and 
energy were among the laggards.

Outlook

$516 

$180 

$150 

$377 

$510 

$260 

$290 

 $-  $100  $200  $300  $400  $500  $600

Other spending and tax breaks

Health-related spending

Direct aid to states and municipalities

Small business relief

Loans to distressed businesses

Enhanced unemployment

One-time stimulus checks to individuals

Amount ($ bn)

Coronavirus Aid, Relief, and Economic Security Act
Total: $2.283 trillion   ~10.8% of GDP

Looking ahead we are currently monitoring several high-frequency 
data points to monitor economic and market conditions. Weekly 
jobless claims will likely be more accurate for measuring the 
real-time employment situation than the unemployment rate, 
which has more lag. Credit spreads are readily observed in the 
market, and may provide an opportunity for tactical management. 
Ultimately, economic recovery and market performance will 
depend on the COVID-19 pandemic. An upside scenario would 
require social distancing policies to be effective and the infection 
rate to slow, allowing restrictions to be relaxed in May. In this case, 
government stimulus would be sufficient to avoid lasting damage, 
and a recovery could take place in the third or fourth quarters. A 

moderate scenario likely implies some efficacy to social distancing 
policies, but restrictions would be re-imposed intermittently. In 
this case, government monetary and fiscal response is adequate 
as a backstop, but some businesses and industries would be 
permanently damaged, and a recovery would be delayed until 
2021. The downside scenario would require containment measures 
to be ineffective, with extended social distancing policies 
remaining in place. A sharp rise in bankruptcies and joblessness 
would likely persist until a vaccine is produced in 12 - 18 months.

To manage these scenarios, we have taken strong defensive 
positions throughout our portfolios. As of early April, we have 
moved to 30% cash in the PFG domestic equity, global equity, 
and balanced strategies. Previous defensive equity holdings and 
low-volatility exposures have held up well. We currently have 
positions in Technology and Healthcare equities, both of which 
have performed relatively well and we expect to outperform 
through further volatility and the eventual recovery. The rise 
in credit spreads have made investment grade corporates 
relatively attractive, and we’ve added to this position, focusing on 
companies with strong balance sheets in non-cyclical industries. 
Lastly, while we may need to raise further cash to deal with 
additional volatility, we will eventually return to fully invested 
portfolios. Opportunities are being evaluated as additional data 
becomes available and the market environment progresses.

We wish you good health, and hope everyone stays safe. 

Sources: Market Insights: Guide to the Markets. [online]. J.P. Morgan Asset Management. Available at https://am.jpmorgan.com/blob-gim/1383407651970/83456/MI-GTM_2Q20-Final.
pdf. [Accessed 6 April 2020]
UBS House View. [online]. UBS. Available at https://www.ubs.com/global/en/wealth-management/chief-investment-office/market-insights/house-view.html. [Accessed 6 April 2020].
Morningstar Direct.

Source: Market Insights: Guide to the Markets. J.P. Morgan Asset Management.  2Q 2020



The information provided herein is the opinion of The Pacific Financial Group (“TPFG”), a registered investment advisor. All Commentary reflects TPFG’s opinion of the general markets which may include one or more specific segments of national 
or global markets. All information is believed to be accurate but has not been independently verified and TPFG makes no warranties as to the accuracy of the information or any representations made or implied. 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. Investors should review all offering 
documents and disclosures and should consult their tax, legal or financial professional before investing.

777 – 108TH AVENUE NE  |  SUITE 2100  |  BELLEVUE, WA 98004  |  toll free 800-735-7199  |  sales 866-583-8734 | WWW.TPFG.COM

Multi-Mandate Approach
We believe that an effectively diversified portfolio should 
be built around three distinct mandates, with each 
mandate having a unique objective, expectation, and 
contribution to the portfolio.  It is through the combination 
of mandates that we believe a client can experience 
greater diversification, improved risk management, and 
enhanced returns.

Market Movement

The strategies offered in the market movement segment 
are designed to replicate the risk and return of overall stock 
and bond market movements.  Equity markets began 
the quarter continuing the trends of 2019, with large-cap 
U.S. equities leading the way.  After posting an all-time 
high on February 19th, markets took a turn for the worse 
as concerns over the COVID-19 virus spread.  The rest of 
the quarter was dominated by high volatility and a sharp 
selloff in risk assets.  U.S. large-cap technology and health 
care held up the best, while small caps were among the 
laggards.  International and emerging markets equities 
weren't exempt and suffered a double-digit drawdown.

Dynamic
Strategies in this mandate are designed to actively adjust 
asset class weightings to increase/decrease market exposure.  
Managers who reduced equity exposure and rotated into 
defensive positioning as volatility increased were among the 
leaders.  The speed of the selloff in equities benefited those 
managers who use moving averages in their decision-making 
process.  Equity indices fell below their 200-day moving 
average, a common indicator, early in the selloff.  Treasury 
bonds were the top-performing sector across all asset classes.  
Those managers with an allocation to Treasuries benefited 
from their defensive characteristics.

Active Alternatives
Strategies in this mandate are designed to provide a source of 
risk and return that is independent of overall stock and bond 
market movements.  This is a broad mandate representing 
a range of strategies with a wide dispersion of returns.  The 
strongest performers were managed futures strategies, which 
are expected to provide diversification in a market downturn.  
Currency managers who were long the U.S. dollar performed 
well, while precious metals provided some shelter in the 
volatility.  Commodity focused funds struggled due to the 
drop in energy prices.  Option based strategies also lagged 
due to the link between option prices and implied volatility. 
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