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March 16th, 2020  
 

Updated thoughts… 

 

I imagine most of you are in a similar position as myself in trying to stay abreast of the latest updates 

regarding the ongoing COVID-19 pandemic.  I’m going to steer clear of proffering too much feedback on the 

details of the coronavirus, as there are much more intelligent and insightful resources to tap into, other than 

to reiterate what most of you are already aware of – this is a very serious situation and should be respected as 

such.  Stay safe, protect yourselves and your families, and most of all, work to be a part of the solution – in 

whatever form that reveals itself to you. 

Not to be insensitive to the human and societal impacts that are developing, but my thoughts in this note are 

going to focus on the capital markets, economic implications, and potential policy responses. 

It’s not an overstatement to say that what played out in the capital markets over the past three weeks was 

indeed a crash – a crash in almost every major asset class that traded, as panic and forced liquidations 

waterfalled from one market to another.    The initial pain started in the stock market with the S&P 500 

having declined nearly 27% inside of the past four weeks.  This was the fastest 20% decline in the S&P 500 

in history in that it occurred inside of 20 trading days (see chart below).   
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During the initial sell-off in equities, bonds, gold, and the U.S. dollar acted as safe havens by appreciating in 

value to offset the decline in stocks.  But, as the capital market chaos continued and the volatility index 

spiked above 40 and remained at an elevated level (almost touching 80 at its peak), large leveraged 

institutional players in the hedge fund space were forced to start liquidating anything and everything that 

they had on their books.  Rumors started swirling late last week and through the weekend that some of these 

funds experienced their worst days and weeks in the history of their strategies.  These are portfolios 

managing north of $20 billion in capital and when they are forced to unwind, they can push the market to 

extremes in either direction – this explains a little bit of the insane swings we saw in the capital markets by 

the tail end of last week.  These forced sales eventually made their way into the safe haven asset classes of 

bonds, where investment grade bond indices have declined by 10% over the past four weeks and high yield 

debt indices fell by 12-13%.  Not quite the diversification offset most investors expected to be able to rely 

upon during times of equity market stress.  It was a similar story for gold which at the start of last week was 

up 10% for the year.  But when forced liquidation gets going, nothing is sacred, and by the end of last week 

gold had one of its worst weeks in history – giving up all of its gains for the year.  To be fair, gold is still flat 

for the year (compared to the S&P 500 declining -16% year-to-date), but it provided little refuge in last 

week’s crash.   Finally, by the tail end of last week the truest of safe havens (U.S. Treasuries) got their turn at 

the liquidation window with the 10-year and 30-year Treasury bond falling 5% and 17%, respectively, from 

their climatic peaks just a couple of days earlier.   

To sum up the recap, every asset class over the past two weeks was caught up in the chaos, each taking a turn 

at one point or another – that is one of the defining features of a market crash.  Initially investors are 

methodic, measured, and selective in their portfolio decision making, but as volatility spikes and liquidity 

worsens, the selling becomes indiscriminate as investors sell anything and everything to raise cash.  Hence, 

the U.S. dollar (cash) – the world’s reserve currency – is the last man standing.   

But enough about what has already happened, and more importantly – how does one think about what’s to 

come? 
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The short and honest answer is no one knows what the next couple of weeks or months will bring.  We truly 

are dealing with a once in a generation situation where the coronavirus is forcing the global economy into a 

standstill.  Will it force the global economy into a recession? Definitely.  Unfortunately, we came into this 

surprise economic shock with global economic growth at its weakest level since the Global Financial 

Crisis.  The supply and demand impacts are unquantifiable at this point and the depth of these declines will 

be highly dependent on the duration of quarantines around the world.  What we all must understand is that 

analyzing this situation and its effects probabilistically isn’t just an enormous challenge – it’s downright 

impossible.  Sure, most astute analysts could plug some numbers and assumptions into a model in an attempt 

to estimate how 2 – 6 months of a global plunge in demand and widespread disruptions to supply chains will 

manifest in global economic inputs and outputs, but at the end of the day it’s just a wild guess.  Not to 

mention the knock-on-effects of a likely move towards de-globalization, consumer behavior going forward, 

the possibility (probability) of new regulations coming out of this, and/or the near-term/long-term 

implications this has for earnings, profit margins, and cost structures.  

Very little of what I just said in the prior paragraph will likely provide you with much comfort as it relates to 

the security and stability of investing today.  And I must apologize, as I wish that wasn’t the case.  I wish it 

could be as easy as saying “the S&P 500 is down almost 30% from its peak and the average peak to trough 

decline in the last 10 recessions has been 40%, ergo the stock market has already priced in 75% of the 

average decline”, but it’s just not that simple.  

So what is one to make of the situation?  What actions should one take, if any?  How do you invest into a one 

in one million event?   

The only way forward that makes sense to me is to go on with poise, prudence, and confidence.   

This global pandemic will not be the end of mankind or life as we know it.  This isn’t the first – nor will it be 

the last – major challenge we face as a species.  Some of us alive today, and our ancestors for sure, have 

overcome events far worse and possibly more extreme than this challenge that’s at our doorstep today.  We 

will figure this out eventually, and right now the collective brilliance of the entire world is working towards a 

common goal of beating this thing – the best bet I can think of is a bet on them eventually winning.     

Ok, that’s the end of the pep-talk.                    

What will matter to markets and investors over the next several days and weeks will be the tsunami of 

monetary and fiscal policy that is enacted to counterbalance the economic and financial impacts that will 

occur in the near-term.  I cannot stress enough (and I’m not one for using all caps) the importance of having 

and using an abundance of IMAGINATION at the current time.  Fiscal conservatism, prudence, and 

discipline are likely to be completely dismissed from the lexicon in this moment.  This is economic war on a 

global stage, and I expect all regions of the world to join in on the act.  

Consider the following: 

• Back on February 26th, Hong Kong announced that residents 18 and up will each receive a cash 

handout of $10,000 HK$ (roughly $1,300 U.S. dollar equivalent) in a relief deal rolled out by the 

government to ease the burden on individuals and companies while saving jobs.  They also instituted 

a full guarantee on loans taken out by companies to pay wages and taxes. 

• On March 3rd the G7 issued a statement where they pledged to use all appropriate instruments to 

safeguard against downside risk using “fiscal measures” where appropriate. 

• Last week the Fed committed to providing $1.5 trillion in liquidity via various funding facilities and 

reinstitute QE in an effort to make sure ample liquidity was available to the financial system.   

• The EU announced last week that they are ready to trigger a crisis clause that allows EU nations to 

break the fiscal rules of the Maastricht Treaty in order to implement fiscal stimulus. 
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• The German Govt. announced they will offer unlimited loans to all companies that want them, 

guaranteed every job in Germany, and said “no one will lose their job over a virus.” 

• Italy, Spain, and South Korea banned short selling in their equity markets. 

 

You get the point, and I expect U.S. policymakers to do some of the same, and possibly even more. 

Whether one likes or dislikes / agrees or disagrees with the response of government to get more involved and 

meddle in the affairs of free markets at this time is irrelevant.  For anyone who’s history lens is a little bit 

foggy, let me clear up one point – a part of capitalism died back in the Global Financial Crisis in 2008, when 

eventually the pain and risk got so great that Congress eventually decided to cut a check to bail-out the 

remaining banks before they became insolvent and brought down the entire financial system.  Don’t take this 

comment as a ringing endorsement or betrayal of free markets – that debate is for another time and another 

day; it is what it is and it is the reality of what happened.  We have become an economic and financial 

system that embraces and celebrates the upside and success of capitalism when it suits our interests, but 

we’ve also crossed the threshold of accepting socialism as an offset to the downside.  We’re beyond the point 

of no return, and as we are seeing in real-time, the cries for government support and social stimulus will only 

grow louder until Wall St. and Main St. get what they want. 

Using the ’07-’09 crisis as a reference point, it’s important for investors to keep in mind that the initial policy 

solutions may not work or may not be enough.   Have a look at the following graphic that I lifted from 

George Goncalves, which shows the numerous policy announcements and actions taken throughout the 

GFC.  Several of the actions provided a brief bounce in asset prices, but eventually more was needed until it 

wasn’t.       
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It’s reasonable to suspect that we all have learned from history, and policy makers especially, in that their 

actions in this situation will be bold and aggressive from the get go, but we are all spectators in this regard as 

the markets will be the ultimate arbitrators in deciding whether or not it’s enough or if more is needed. 

As for investment implications, as I said earlier, who knows how things unfold over the next several weeks, 

months, or quarters?  It’s a fair guess to think that things will get worse before they get better.  It’s likely that 

over the next several weeks, as Covid-19 testing gets underway in the U.S., that the case count escalates 

fairly rapidly and markets react unfavorably until we start to see the growth rate of cases moderate, if not 

peak.  Furthermore, incoming economic data, earnings estimates, and guidance is not going to be pretty, 

perhaps even as far out as into year end.  Everyone is or should be well aware by now that the data over the 

next six months is going to be terrible.  So, a heavy reliance on positive fundamental data as a guide isn’t 

going to be too useful.  Employment is going to be key, in that a heightened level of job losses could be the 

one data point that is most concerning.  Expectations are already high that we’re going to see a lot of near-

term displacement in the service, hospitality, manufacturing, energy, and retail segment of the economy, but 

a large and persistent broadening out beyond these segments will be even more concerning of a more 

prolonged than already expected economic recession.   

What I think is going to be most important is the policy response and its impact on general confidence – 

investor confidence, citizen confidence, and global coordination.  These are qualitative variables that will be 

extremely important in bringing some stability to capital markets. 

As for what investments we’re looking at, have been making, and likely will continue to make – they are 

targeted towards high quality, solid balance sheet, and sustainable businesses.  I’m of the view that the initial 

economic shock from the coronavirus will be deflationary, in that it meaningfully saps current 

demand.  However, with interest rates around the globe at all-time lows (many regions at 0% or heading that 

way), a tidal wave of monetary liquidity on its way, and that possibly being backed up by the largest global 

fiscal stimulus package in history – eventually this policy counterpunch will give way to the first sustained 

rise in inflation since prior to the GFC. 

Given the backdrop of extremely cheap and ample liquidity for a sustained period of time – even beyond 

what we saw from the unconventional policy employed in the early stages of the recovery coming out of the 

GFC – to my mind this a very favorable long-term setup for the high quality large multi-

nationals.  Unfortunately, it’s unlikely that small, less secure, and more vulnerable companies will navigate 

this period as well and benefit as much coming out the other side. 

But for someone having a time horizon that extends beyond the next 6-12 months, which are likely to be 

uncomfortable, extremely volatile, and rather frightening, I think the best of breed companies from around 

the world are going to provide solid long-term investment opportunities.  Consider that the alternatives at the 

moment are:  

• Cash and/or short-term Treasuries, which have been extremely valuable for the last 4 weeks in that it 

has preserved capital and maintained its value, but the opportunity value that these holdings have 

provided is nearing their expiration date.  This isn’t to say they should all be cashed in at once. No, 

no, and no.  Patience, poise, and a methodical approach is still imperative, but an over-weighted 

exposure to these investments have served the major purpose they were intended for.  Sure, some of 

it should be retained for financial security purposes over the next 12-24 months, but any capital 

invested in this area for investment purposes beyond that time horizon is perhaps missing out on an 

investment opportunity today to take advantage of the optionality it provides.  

• Intermediate to Long-term Treasuries, of which I’m of the opinion that long-term interest rates on the 

10-year and 30-year Treasury perhaps reached the lowest levels they’ll ever hit last week when the 

10-year got down to a rate of 0.32% and the 30-year touched 0.70%.  Even if they were to go lower 
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from here, these instruments no longer serve an investment purpose at these interest rate 

levels.  They have become commodities, per se, or holdings for large insurance companies and 

pensions to meet hedging and asset/liability mandates, but for most investors they are now 

speculative instruments.   

• Corporate Debt, both investment grade and high yield: These spreads have widened out and at some 

point – as interest rates on corporate debt rise to reflect the rising default risk – these securities will 

become interesting again, but not yet. 

 

For investors willing and able to endure and handle some near-term volatility as well as perhaps see their 

portfolio experience some daily mark-to-market price declines, this is a window of opportunity for long-term 

return benefits.  Don’t get me wrong, this isn’t a back-up the truck moment, and who’s to say there perhaps 

isn’t another 15-20% decline from current price levels, but consider the drawdowns we’ve already seen in 

some of the best companies in the world already (these numbers are prior to Friday’s late rally to end the 

week): 

• Alphabet, more widely recognized as Google (GOOGL) – down 27% from its cycle high 

• Disney (DIS) – down 40% from its high 

• Amazon (AMZN) – down 23% from its high 

• Nike (NKE) – down 30% from its high 

• PepsiCo (PEP) – down 22% from its high 

• Chevron (CVX) – down 44% from its high 

• JP Morgan (JPM) – down 38% from its high 

• Wells Fargo (WFC) – down 59% from its high 

• Blackrock (BLK) – down 33% from its high 

• United Health Group (UNH) – down 19% from its high 

• Johnson & Johnson (JNJ) – down 19% from its high 

• Amgen (AMGN) – down 26% from its high 

• Boeing (BA) – down 65% from its high 

• FedEx (FDX) – down 65% from its high 

• Microsoft (MSFT) – down 27% from its high 

• Apple (AAPL) – down 25% from its high 

• Mastercard (MA) – down 30% from its high 

• Cisco (CSCO) – down 43% from its high 

• Southern Copper (SCCO) – down 54% from its high 

 

I list this off for illustration purposes only, and this says nothing about the fundamental standing of the 

companies.  Furthermore, the price change from their all-time high could be a function of how over-valued 

they were at their peaks.  All I’m getting at is that just because something is down doesn’t make it an 

obvious investment, but I do think there are a couple of items worth elaborating on in this list.  Each of these 

companies is one of the largest companies in their respective sectors and it goes without saying that you 

don’t get to be in that position without doing something right throughout the years.   

I want to use FedEx as an example to illustrate a point about how markets price securities with an eye on 

future expectations.  FedEx’s stock price peaked back in January of 2018, which also just so happened to be 

the peak in global growth.  If you understand FedEx’s business, they touch almost every crevice and crack of 

the global economy.  So, I don’t think it’s a coincidence that its stock price peak coincided with the peak in 

global growth, and I don’t think it’s a coincidence that the stock has continued to be weak as global 

economic growth continued to sputter over the past two years.  But, here’s something to think about looking 
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forward: The ’07-’09 economic recession was the deepest retrenchment in GDP since the Great Depression 

back in 1929, and the peak-to-trough decline in FedEx stock in the GFC recession was roughly 75%.   So far 

in this downturn, FedEx’s peak to trough decline is nearly 65%.  There is no telling whether this economic 

recession will be better or worse than the GFC, but it’s reasonable to consider that the decline in FedEx has 

already priced in a lot of this potential downturn. 

This says nothing about predicting how, when, and at what price some of these companies may find the 

bottom of this downturn, but it does illustrate that at some point the downturn will end.  We won’t be able to 

put our finger on the exact reason why or the precise catalyst, but it will eventually happen and better times 

will be ahead.  Now is the time to start becoming open minded to those better times – when the companies 

that are going to benefit from them are trading at prices and valuations by investors today that only see the 

difficult times at present.   

In the interest of not overstaying my welcome with your attention span due to the length of this email, humor 

me with a thought on gold before closing this up.  Most of you likely don’t follow the precious metals market 

as closely as I do, but the decline in gold last week in tandem with everything else says nothing about its 

long-term validity in an investor’s portfolio.  The action last week was due to forced selling by those entities 

that had been using it as a hedge.  The big picture for gold has perhaps never been stronger.  The shiny metal 

has been in vogue for 10,000 years and it preserves its value over time, the opportunity cost of holding it is 

now zero, and in fact, perhaps even positive in comparison to cash that is going back to paying zero or 

maybe even less in the coming weeks and months.   

Let me close with wishing you all the best in what lies ahead for us all in dealing with the impacts of this 

coronavirus.  May you and your families all be safe and healthy throughout this period.  I won’t profess to 

having all the answers to what’s to come with the markets in the weeks ahead, but I am confident in the 

strategy and plan we intend to employ to get through to the other side.  Should you have questions, thoughts, 

comments, or just want to chat about what’s going on – please don’t hesitate to give us a call.   

 

My best,  

Corey 
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