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April 13th, 2020  
 

Time for a reality check… 

I must admit that it is becoming more challenging by the week to attempt to succinctly pen this missive with 

informed, useful, and valuable insights in the face of an investing, economic, and policy backdrop that is 

becoming ever more muddled and unprecedented.  During his press conference on Friday, the President – as 

is typical following a meaningful move higher – made it a priority to boast about how the S&P 500 turned in 

its strongest weekly gain since 1974, but the historical archives suggest that such praise is very thin in terms 

of context.  My intent here isn’t to belittle one of the most powerful people in the world in an attempt to 

elevate my own standing, but rather to point out how easy it is for any of us to get caught up in the emotions 

of short-term market moves while being completely blind to the longer-term message.  Take the Dow Jones 

Industrial Average, for example, which has a longer-term track record that goes back to before the Great 

Depression, and we see that yes, last week ending April 9th was also one of the strongest weeks for this index 

in a long time.  Hat-tip to David Rosenberg and his ‘Breakfast with Dave’ piece this morning where he 

highlighted other weekly gains in the Dow that were on par with the nearly 13% gain last week: 

 

• October 9th, 1931: +7.8% 

• February 19th, 1932: +9.4% 

• September 23rd, 1932: +10.2% 

• April 1st, 1933: +11.3% 

• July 29th, 1932: +13.0% 

• June 24th, 1938: +14.2% 

• August 5th, 1932: +16.2% 

• June 26th, 1931: +18.2% 

 

Now consider what the S&P 500 and the Dow have in common.  The S&P 500 is coming off its best week 

since 1974, a period associated with a severe recession that lasted more than six quarters and saw the S&P 

register a peak to trough decline of 44%.  As for the Dow, notice that all of these strong weekly gains 

happened during the Great Depression in the 1930’s.  The common feature with all of these periods and 

stock market performance is that volatility works in both directions, and typically only occurs in time of 

extreme duress.   

 

One of the main factors (if not THE factor…) behind this multi-week, 23% rally in the S&P 500 since its 

March 23rd low is the army of policy initiatives that have been rolled out by the Federal Reserve.  Last 

Thursday, the Fed unleashed its latest and most extensive rendition where for the most part it will use its 

balance sheet to bailout and backstop all forms of credit.  In previous announcements the Fed moved to 

include investment grade credit, municipal bonds, and some fixed income ETF’s in the interest of 

minimizing what was then a broadening liquidity crisis from becoming a full-on solvency crisis.  With the 
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$2.3 trillion credit facility they rolled out on Thursday, the Fed will include high yield credit (otherwise 

known as junk bonds) so long as it was investment grade on March 22nd, as well as Collateral Loan 

Obligations (CLO’s).  Also, through the establishment of a Special Purpose Vehicle (SPV) with the 

Treasury, the Fed will backstop the loans/grants being funneled through the Small Business Administration 

in support of the Paycheck Protection Program passed by legislators in the recent fiscal stimulus bill.  In 

tandem with this Fed action, the Bank of England announced they will directly finance the UK government’s 

extra Covid-19 spending.   

 

More on the Fed below, but first I must say a 1.4% rally on Thursday following the Fed’s ‘buy everything’ 

backstop was rather unimpressive, in my opinion.  The Dow, while up nicely, did close 290 points off its 

daily high, and within the market we saw the Tech sector finish flat, Industrials and Consumer Discretionary 

lagged while Utilities and REIT’s ripped more than 5% – not exactly what you tend to see in a full-fledged, 

risk-on rally.  Perhaps the latest and best illustration of the bifurcation between price and fundamentals was 

seeing the airline stocks rip 25% on the week while passenger traffic plunged 95% from year ago levels, and 

hotels surged 30% in the face of occupancy rates down to just 20% in the U.S. Sure, an argument could be 

made that the worst may be priced in for these industries, but a just as compelling argument could be made 

that these areas of the economy will be a shell of their former selves for some time even after the economy 

starts to selectively reopen in May and June.   

 

Credit rallied strongly on Thursday, and why not with the Fed announcing they were willing to buy all but 

the most vulnerable parts of the corporate bond market.  High Yield ETF’s jumped by more than 6% and 

investment grade bond ETF’s rose more than 4%.  Even for a skeptic like myself, it must be recognized that 

the counter-cyclical playbook the policy authorities are rolling out are having a constructive impact on 

market prices.  This is very visible in high yield interest rate spreads, which have come in from peak levels 

north of 1,100 basis points to around 785 basis points currently, and investment grade spreads have 

moderated to roughly 270 basis points from 405 basis points.  Add this to the sharp 23% rise in the stock 

market, and without question financial conditions have loosened since mid-March, but we’re still looking at 

financial conditions that are only a third of the way back to where they were in February.        

 

The separation / independence between fiscal and monetary policy has crossed the Rubicon, where direct 

monetization of fiscal profligacy has officially been launched, and it’s unlikely that policy makers will be 

able to get this horse back in the barn for a long, long time.  The oft cited investment adage “don’t fight the 

Fed” has never been as prescient as it appears to be today.  After all, we are now talking about the Fed 

coming in and buying everything which will increase the correlation among all asset classes, and the Fed is 

clearly showing that it is not going to stop until it gets asset and market prices back into reflation mode.  

Taking all of these moves together by the Fed and we’re talking about the whole of the credit system, except 

for distressed debt, is being supported with investors already salivating over the expectation of the Fed’s next 

step (should it be necessary), and that is for the Fed to become an outright buyer of stocks.  

 

It’s also worth considering that this isn’t 2008–’09, when home prices nationwide were in decline and over 

leveraged borrowers (some of whom had no business getting a mortgage in the first place) almost brought 

down an overleveraged banking system that encouraged the excess which forced the Fed to step up to the 

plate.  This time it’s bigger and more widespread, with over-indebted corporate and sovereign debt markets 

propagated by financial engineering, just-in-time inventory, globalization, operations optimization, and most 

of all, greed with little to no fear of any recourse if anything bad ever occurred.  What the Fed chose to do 

Thursday was a bailout out of highly indebted companies with weak balance sheets and a massive bailout of 

Wall St. firms, like hedge funds, private equity, and leveraged credit instruments. 

 

As I’ve said previously and will say once again, capitalism as we once knew it and believed existed ended in 

the Global Financial Crisis, and we have fully moved into a selective form of socialism.  What is blatantly 
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obvious with the actions taken and decisions made by policy makers over the past couple of weeks is that in 

a time of crisis, no one is beyond the scope of rewriting or executing a very loose interpretation of existing 

law.  Read closely Chairman Powell’s comments during a Q&A session following their policy 

announcement on Thursday: 

 

“These programs we are using, under the laws, we do these, as I mentioned in my remarks, with the consent of 

the Treasury Secretary and the fiscal backing from the congress through the Treasury. And we are doing it to 

provide credit to households, businesses, state and local governments. As we are directed by the Congress. We 

are using that fiscal backstop to absorb any losses we have. 

Our ability is limited by the law. We have to find unusual, and exigent circumstances and the Treasury 

Secretary has to agree, and we are using this fiscal backstop. There is really no limit on how much of that we 

can do other than meet the tests under the law as amended by Dodd-Frank.” 

 

Admittedly, it’s extremely challenging for any of us to fully grasp the implications, costs, benefits, and long-

term consequences of these actions.  Without question, this is support of asset prices in the near-term, and if 

the Fed didn’t think they would be needed then they wouldn’t have done so, but if Europe and Japan are any 

indication then we may end up regretting this action when all is said and done.  This isn’t to say that there is 

anything wrong with the European and Japanese economies or their way of life, but similar policies have 

been enacted in these regions for some time now and they have never been able to be removed.  This is likely 

to become a similar fate for the Fed, the same way Bernanke proclaimed back in 2009 that it would be no 

problem to stop QE and raise interest rates back up to a normalized level.  Well the Fed tried to do just that, 

granted it was eight years after Bernanke’s statement, but they were only able retract a mere fraction of what 

was implemented over the previous decade before they had to quickly reverse their stance.   

Look, I don’t want to go down the path of revisionist history, as it is what it is, and we all have to live and 

invest in the markets and economy we have rather than the one we think should exist.  The Fed is now acting 

as the lender of first and last resort for the entire economy, and that is something that those of us who are 

looking at the forest past the trees have to consider right now in our decision-making process.  But I must say 

that I’m unclear as to whether at this juncture, with all that is going on, this latest version of the ‘Fed Put’ 

will be as lucrative and forgiving to imprudent, thoughtless, and irresponsible risk taking by investors as it 

has been in years past. 

 

Because in the midst of them firing this fiscal and monetary policy ‘bazooka’, you have to be aware of what 

these actions are attempting to offset, and that is the fundamental reality.  Deutsche Bank put out the 

following chart showing that the U.S. economy created 22 million jobs since the end of the GFC recession in 

2009.  Over the past three weeks, initial jobless claims tally up to just over 16 million with estimates for an 

additional 2 – 5 million in claims this week.   If this week’s claims are in the area code of those estimates, 

then we are talking about a U.S. economy that has last as many jobs over the past four weeks than it created 

in the decade following the GFC.             
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When you actually take a hard look and ponder this reality in the labor market, it’s hard to see how a V-

shaped recovery is anything but a hope and a dream.  Trust me, I take no joy in raining on anyone’s parade, 

but what the bulls are considering as stimulus is nothing more than the government stepping in to cut checks 

in an effort to try and fill in the giant hole that has opened up.  The only way this 23% rally in the S&P 500 

makes sense is if we do end up getting a V-shaped recovery, but I put the odds of that occurring at less than 

10%.  I think the odds are closer to 50% that GDP continues to contract in Q3, although it likely expands 

sequentially from Q2’s trough, because it appears to me unlikely that lockdowns, mass social distancing, and 

quarantines will end as soon as most hope for at this point.  Even if the President and the administration want 

to reopen the economy by May, what we’re seeing around the country is that the states and their Governors 

have almost more say in these matters than the Federal government, and some of these states have been far 

more stringent and rigid with attempting to mitigate the overwhelming of local healthcare facilities. The 

remaining 40% probability I assign to the risk of a second wave of infections breaking out a couple of 

months after the economy is partially reopened.  We don’t have a vaccine or a cure developed yet, and what 

we know (while there is still a whole lot that we don’t know…) is that this is an extremely contagious virus 

that is very dangerous to individuals with pre-existing health issues, as well as the elderly, and that’s a 

relatively large percentage of the U.S. population.  If we were to experience a second wave then it’s likely 

that we would have to go right back to shutting down the economy again and start all over.   

 

Look, I’m not saying there is an easy solution here – there isn’t, and I sure as heck don’t have the answer – 

so this isn’t a knock against anyone trying to come up with one.  We’re just stuck in between a rock and a 

hard place with almost every path we take coming with inconvenient and difficult trade-offs. The countries 

abroad that relaxed restrictions, like Singapore and Hong Kong, are now seeing second waves of the virus 

spreading.  Opening up the economy, if that’s what we end up doing in the near future, without first 

significantly investing in building out healthcare capacity, expanding the number of hospital beds, treatment 

facilities, ventilators, and mass testing heightens the risk of us returning right back to where we are now.      
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Getting back to fundamentals, we’re set to kick off earnings season this week with JP Morgan reporting 

tomorrow, and let’s just say the Q1 results are yesterday’s news.  What all investors will be much more tuned 

into is what color companies will be providing about the present and future.  But even here, we shouldn’t be 

expecting companies to be too anxious about putting their necks out in such a murky operating environment.  

Consensus estimates are for the 2020 EPS to slide approximately 9% when it’s more likely that this number 

comes in at -25% when 2020 goes into the books. And this year’s earnings decline comes off a calendar year 

2019 that saw EPS growth flat relative to 2018.  Just so we all have this straight, we’re talking about an S&P 

500 index that is just 18% below its all-time highs, with earnings now declining after flat-lining the prior 

year, and staring into the face of an economic contraction that could rival that of the Great Depression.   

 

Yeah, you can put me squarely in the camp that believes that current price levels in the S&P 500 aren’t 

enticing enough to put idle cash to work.  You can also find me leaning in the direction that we will revisit 

and make new lows in this bear market recession before it’s over.  Yes, this has been a very nice rally and I’d 

very much like to look back in six to eighteen months from now and learn that the March 23rd lows ended up 

being THE LOWS, but so far this rally looks to me to be a technical bounce aided and abetted by policy 

decisions.  This bounce could even move up to the 50-day trend line just above 2,900 or the 200-day moving 

average at 3,015, but don’t think for one minute that this has anything to do with a fundamental improvement 

in anything.       

 

I get it, and I fully appreciate the lengths to which the Fed and fiscal policy makers are willing to go to 

thwart this recession from becoming a depression, and I think what they have done has taken the depression 

outcome off of the table.  But they haven’t eliminated the likelihood that this is going to be a deep and 

protracted recession – one that stands right in there, at a minimum, with the historical averages which sees 

earnings decline roughly 25-30%, the P/E multiple slides to the low teens, the stock market declines in the 

neighborhood of 40%, and unemployment rises considerably.            

 

It will take time to dig our way out of this hole, and eventually we will, but ending the chokehold on the 

economy won’t end the recession.  Take China, for example – they are gradually trying to reopen their 

economy, and granted it’s still early days, but the estimates for auto sales in April are still in negative terrain 

at -14% YoY.  “Oh, but Corey…look at the second derivative – you know, the rate of change you’re always 

harping about, where auto sales have improved from -79% in February, to -43% in March to the current 

estimate for April of -14%.”  True, but they are still negative, and this is compared to an April 2019 comp 

that was -15%.  So, yes, this is a subtle victory and an improvement for sure, but less negative growth is still 

negative.  This is what awaits U.S. economic data over the next several months and quarters – things getting 

worse before they get better, and then improvement from a very deep hole that will take time to get back to 

levels that feel comfortable.   

 

To me, this surge in stocks over the past 13 trading days is nothing more than a bear market rally.  You trade 

bear market rallies, they are not fundamental bull markets that you can invest in.  We all need to decide what 

kind of investor we are – either a day trader, or an investor.  As in investor, which most of us put ourselves 

out there as being, there is definitely some opportunities that have revealed themselves over the past six 

weeks and hopefully everyone was able to take some action to capitalize on them.  And more opportunities 

will continue to reveal themselves in the future, irrespective of how things play out.  All I’m getting at is I 

don’t think it’s prudent at this moment to be backing up the truck on equities this early into what looks to be 

a rather deep recession that is just getting underway.   

 

Now is a good time to sit back and be patient, sharpen and update your analysis on some of the investments 

you currently own, as well as the ones you missed in the March sell-off, and establish a game plan for 

when/if another opportunity is presented to us.  Lastly, I’ll end with some thoughts on gold, which I continue 
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to think is set to go a lot higher with all of the money around the world that is being thrown at this situation.  

The yellow metal traded north of $1,750/oz today which marked a 7-year high and it is now just $170/oz 

below its all-time high of just over $1,900/oz reached back in September 2011.  Just before The Fed’s first 

foray back into unconventional monetary stimulus back on March 18th, gold was trading at $1,480/oz and 

now it’s 18% higher while being up 13% on the year with the S&P 500 still down -15%.  It’s a great hedge 

in an investor’s portfolio on many fronts, including an eventual return of a more inflationary backdrop, and 

global currency devaluations as a result of monetary and fiscal largesse.   

 

The U.S. fiscal deficit was already on a $1 trillion glide path coming into 2020, and now with all of the 

emergency spending the deficit is likely to press up against $4 trillion.  Not to mention a Fed balance sheet 

that started the year around $4 trillion, has already blasted through $6 trillion and is heading to $10 trillion 

(or 50% of GDP) before this episode is over.  So yes, gold is a great hedge against an unstable government 

balance sheet and open-ended Fed balance sheet expansion.  It’s had a good run, so hopefully many of you 

reading this missive had been able to participate in the rise.  If you don’t have any exposure yet, then I’d 

encourage you to do so, but don’t buy the full allocation you’re targeting right now.  Buy some, and then add 

to it in time whether prices are higher or lower.  It’s always tough chasing this metal as its prone to go in fits 

and starts when it starts trending.  Also, don’t shy away from perhaps having a little exposure to silver as it 

has a much higher sensitivity to inflation and historically it has a fairly high correlation to gold, but has 

drastically underperformed the yellow precious metal this cycle.        
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