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Dear Clients, 
 
 The market has continued its downward spiral over the past two weeks as investors come to terms 
with the reality of the situation. The virus has now spread worldwide and will severely impact the global 
economy. Unfortunately, the U.S. response to the virus has been the slowest of any country based on the 
number of people tested for the disease. It is likely that several areas of the U.S. will face a healthcare 
crisis within the next 14 days where hospital systems will be overwhelmed with coronavirus patients. 
For our elderly clients over 70, do not take this situation lightly.  
 
 From an economic standpoint, the global economy is about to suffer a severe short-term 
contraction. The best defense from the virus is to simply tell everyone to stay home for 30-45 days until 
the virus burns itself out. China took these measures to a draconian extreme, but these policies seem to 
be bearing fruit as new infections have fallen sharply and the virus was generally contained within the 
original province from where it emerged. Regardless of the ultimate response, corporations are going to 
struggle to generate cash flows and profits over the next 3-6 months because of this pandemic. Typically, 
most companies should have no problem sustaining themselves over such a relatively short period. 
Unfortunately, this black swan has emerged at a time when corporations have record high levels of debt. 
As a result of ultra-low interest rates for a decade, corporations have been tempted to issue very cheap 
debt to make acquisitions and buy back their own stock. Thus, many companies have built up too much 
debt and will pay the price. For these companies, this is the perfect storm at a very vulnerable time. 
Additionally, the move by Russia and Saudi Arabia to crater the price of oil with their “price war” is an 
unbelievably well-timed and devastating geopolitical move. It’s a knife in the back when your opponent 
is already down.  
 
 Regarding client portfolios, we were luckily in a relatively good position heading into this crisis. 
As you know, we’ve been beating the drum over the past two years on the need to reduce risk and allocate 
a sizable portion of portfolios to cash and U.S. treasuries. We’ve been harping on this positioning because 
of the debt build-up in corporations as well as the overall richly priced market. Although we certainly 
didn’t anticipate a global pandemic, the scene was set for instability within corporations and asset 
markets. Unfortunately, a worst-case scenario has unfolded and many companies will be stretched to the 
limit. There will be many bankruptcies and unemployment is likely to surge. Again, we’ve been very 
diligent trying to increase company quality by moving away from those carrying too much debt. On 
average, the companies we hold should weather the storm much better, but there will certainly be a 
surprise or two.  
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On the bright side, the substantial cash reserves we have built in client portfolios will now be 
presented with the greatest investment opportunities we have seen since the financial crisis. As mentioned 
in our last note, energy stocks were trading at very attractive levels. Following Putin’s geopolitical strike 
on the industry, energy shares are now a once in a generation opportunity, exceeding anything we saw 
in 2008/9 (in the energy space). The rest of the market has further to go before it becomes truly attractive. 
This reflects the high perch from where stock valuations started and the severity of the crisis ahead. 
Therefore, while we might start nibbling on a few energy stocks, most of our buying is still far in the 
distance.  
 
 The road ahead is quite treacherous. Most of the financial industry will be sending out letters 
attempting to sooth client’s nerves by downplaying the situation. We have chosen to be plainly honest. 
The bottom line is that we have been preparing for trouble in the markets for some time now. This will 
prove to be enormously beneficial down the line. That being said, the unfolding events are the perfect 
storm and will result in a worst-case scenario. However, this is a double-edged sword that will present 
us with investment opportunities that will easily exceed our previous expectations. The key will be 
properly deploying the cash reserves we have diligently stashed away.  
 
 Please give us a call if you would like to discuss your personal situation. We understand these are 
scary times for many reasons and we are here to help. As you can imagine, it is not the best use of our 
time to try to get every one of our clients on the phone to talk. However, please do not hesitate to call us. 
We have plenty of time to talk to ANYONE that needs to discuss their personal situation or our overall 
strategy. 
 
        Sincerely, 
 
        Richard T. Keating, CFA 
        President 
 
 

Office Preparedness 
 

 On a similar topic, there is a possibility the U.S. will resort to quarantining certain areas of the 
country and restricting movement. While the obvious candidates currently would be New York City and 
Washington state, our office in South Florida is in a melting pot of global nationalities which makes us 
susceptible to virus impacts. As a result, we may be prevented from coming to the office at some point 
in the future. Thankfully, as South Florida residents, we must dodge hurricanes from time to time. As a 
result, the office can be run remotely. That means the phones will work when you call, and we can 
execute any necessary trades from our living rooms if this becomes necessary.  
 


