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Coronavirus: This time is different, by Raymond H. Bovich, CFA 

“This time is different.” Investors ought to practice some healthy skepticism when they hear those words.  The phrase 

has been uttered often in defense of high stock prices, low interest rates, etc.   

As the market turmoil continues, many investors have asked reasonably if this is going to be a repeat of the 2008 

Financial Crisis.  In the face of skepticism, we wanted to review why this time is different.  We will discuss monetary and 

fiscal policy responses.  And, lastly, without trying to make a prediction, we will consider potential recovery 

opportunities. 

The 2008 Financial Crisis was precipitated by a number of factors.  Consumers, homeowners and banks were over-

levered after decades of lax and aggressive lending policies.  You may recall no money down automobile financing, 

mortgages offered without credit checks and the rolling of credit card balances from one card to another in the pursuit 

of points.  And during this time, West Texas Intermediate (WTI) Crude rose from $54.77 per barrel in January 2007 to 

a high of $133.92 in June 2008.   

 

Rising oil prices heightened market concerns that interest rates would rise, causing Adjustable Rate Mortgages to reset 

at much higher rates.   ARM resets, higher oil and gasoline prices and other cost-of-living increases resulted in higher 

mortgage default rates as consumers became unable to meet their obligations.  These defaults put greater pressure on 

financial institutions and the rout was on. 

So, what’s different this time?  The banking system is much healthier.  Consumers are carrying much less debt.  And oil 

prices are low!  As of this writing, WTI is at $22.31.  This down from $50.60 at the close of February.  The markets 

recognize this.  One common measure of financial risk is the credit spread.  That is the difference in yield between US 

Treasury rates and other credits.  In 2008, spreads between US Treasury notes and High Yield bonds (often incorrectly 
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referred to as junk bonds) peaked in December 2008 at nearly 22%.  HY spreads had never breached 12% before 2008.  

Current HY spreads are about 8%, showing significantly less financial stress. 

 

The fundamental difference between 2008 and the current environment is that the Financial Crisis was caused by a deep, 

fundamental flaw in the banking system and that the Coronavirus is an exogenous event that occurred during a healthy 

economic recovery. 

The Federal Reserve has slashed interest rates.  The Federal government is rushing aid to displaced workers and small 

business owners.  The public private partnership with the healthcare industry is unprecedented.   

Looking forward many analysts argue that the 30% or more fall in stock prices reflect up to an 80% reduction in 

corporate profits.  In contrast, corporate profits fell about 46% in 2008.  We cannot predict how long the Coronavirus 

will impact the economy.  Few analysts predict that the impact to profits will come anywhere near 80%.  These analysts 

remind us that the rate of infection has declined in China and appears to be flattening in Italy.  This implies that the 

impact to the US should be rather short lived. 

As investors, we need to be prepared.  Just as Dr. Votruba urged last week that investors review their asset allocations 

to ensure that they continue to align with an investor’s risk tolerance and investment objective, we urge the same. 

Working with your financial advisor, consider how this experience has changed consumer and business behavior and 

make sure that your investment portfolio reflects these expectations.  Consider that many credible analysts suggest that 

those industries that support greater work-from-home initiatives should do well.  Also, technology, delivery companies, 

healthcare, pharma and bio-tech industries that showed their ingenuity and responsiveness by creating new tests and 

vaccines should be reviewed.   
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Pay attention to public health announcements.  Protect your health and the health of your family.  Work with your 

financial advisor to understand the risks and opportunities in your portfolio.  Time and again, asset allocation has proven 

to be the best way to protect your portfolio through volatile periods and to participate in market recoveries.   
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West Texas Intermediary: 

Source: International Monetary Fund 
Release: Primary Commodity Prices 

Units: U.S. Dollars per Barrel, Not Seasonally Adjusted 

Frequency: Monthly 

Value represents the benchmark prices which are representative of the global market. They are determined by the largest exporter of a given commodity. Prices are period averages in 

nominal U.S. dollars.Copyright © 2016, International Monetary Fund. Reprinted with permission. Complete terms of use and contact details are available at 

http://www.imf.org/external/terms.htm. 
International Monetary Fund, 

                    Global price of WTI Crude [POILWTIUSDM], retrieved from FRED, 

                    Federal Reserve Bank of St. Louis; 

                    https://fred.stlouisfed.org/series/POILWTIUSDM, 

                    March 19, 2020. 

Source: Ice Data Indices, LLC 
Release: ICE BofA Indices 

Units: Percent, Not Seasonally Adjusted 

Frequency: Daily, Close 

The ICE BofAML Option-Adjusted Spreads (OASs) are the calculated spreads between a computed OAS index of all bonds in a given rating category and a spot Treasury curve. An OAS 

index is constructed using each constituent bond‚Äôs OAS, weighted by market capitalization. The ICE BofAML High Yield Master  II OAS uses an index of bonds that are below investment 
grade (those rated BB or below).This data represents the ICE BofAML US High Yield Master II Index value, which tracks the performance of US dollar denominated below investment grade 

rated corporate debt publically issued in the US domestic market. To qualify for inclusion in the index, securities must have a below investment grade rating (based on an average of Moody's, 

S&P, and Fitch) and an investment grade rated country of risk (based on an average of Moody's, S&P, and Fitch foreign currency long term sovereign debt ratings). Each security must have 

greater than 1 year of remaining maturity, a fixed coupon schedule, and a minimum amount outstanding of $100 million. Original issue zero coupon bonds, "global" securities (debt issued 

simultaneously in the eurobond and US domestic bond markets), 144a securities and pay-in-kind securities, including toggle notes, qualify for inclusion in the Index. Callable perpetual 

securities qualify provided they are at least one year from the first call date. Fixed-to-floating rate securities also qualify provided they are callable within the fixed rate period and are at least 
one year from the last call prior to the date the bond transitions from a fixed to a floating rate security. DRD-eligible and defaulted securities are excluded from the IndexICE BofAML 

Explains the Construction Methodology of this series as:Index constituents are capitalization-weighted based on their current amount outstanding. With the exception of U.S. mortgage pass-

throughs and U.S. structured products (ABS, CMBS and CMOs), accrued interest is calculated assuming next-day settlement. Accrued interest for U.S. mortgage pass-through and U.S. 

structured products is calculated assuming same-day settlement. Cash flows from bond payments that are received during the month are retained in the index until the end of the month and 

then are removed as part of the rebalancing. Cash does not earn any reinvestment income while it is held in the Index. The Index is rebalanced on the last calendar day of the month, based 

on information available up to and including the third business day before the last business day of the month. Issues that meet the qualifying criteria are included in the Index for the following 
month. Issues that no longer meet the criteria during the course of the month remain in the Index until the next month-end rebalancing at which point they are removed from the 

Index.When the last calendar day of the month takes place on the weekend, weekend observations will occur as a result of month ending accrued interest adjustments.The index data 

referenced herein is the property of ICE Data Indices, LLC, its affiliates, ("ICE") and/or its Third Party Suppliers and has been licensed for use by the Federal Reserve Bank of St. Louis. ICE, 

its affiliates and Third Party Suppliers accept no liability in connection with its use.Copyright, 2017, ICE Benchmark Administration. Reprinted with permission. 
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                    Federal Reserve Bank of St. Louis; 
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