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June 8th, 2020  
 

A time to wait and watch… 

Well, at least its official now, and what I am referring to is the National Bureau of Economic Research 

(NBER) coming out today and marking February 2020 as the peak of this business cycle that commenced in 

June of 2009.  As a result, March 2020 marks the official start of this recession and brings to a close the 

longest expansion in U.S. history at 128 months – taking out the previous record of 120 months from March 

1991 to March 2001.  The actual announcement that we’re currently in a recession should come as a surprise 

to no one given the data we’ve seen over the past several months, but it does leave the important question of 

how long this contraction will last.   

 

We’ll leave the frequentist data alone for now, i.e., length of the average recession, average decline in real 

GDP, job losses, decline in industrial production, retrenchment in real spending, etc.…not because they’re 

irrelevant or useless, but more so because this recession is unique in many ways.  Namely, it was self-

inflicted in that we chose to lockdown economies around the world in order to safeguard societies from a 

pandemic, and as a result, policy makers around the world have been swift and aggressive at providing 

support to fill in the economic hole that was created.  Chairman Powell and the brass at the Fed wasted no 

time in flooding the system with liquidity as they increased the size of their balance sheet by more than $3 

trillion inside of three months.  This is more than what was done in the five years that spanned 2008 through 

2013, into the teeth of the despair at the trough of the Global Financial Crisis and continuing well into the 

early and middle stages of the recovery.   

 

The fiscal policy recipe has been just as mind-blowing, with President Trump on Friday stating that he is 

willing to sign off on an additional stimulus package.  Over the weekend the WSJ cited an analysis that 

indicated that more than half of unemployed individuals are making more money now than they were before 

the virus induced shutdowns.  We saw in the April data that every dollar that was lost in wages and salaries 

was offset nearly 4-to-1 by government stimulus checks.  The annual spend rate in the form of income 

transfers by the U.S. government is approaching $3 trillion in a single month – a level that has never come 

close to being approached before.   

 

If we get the next round of fiscal and monetary stimulus that is currently being negotiated, then we’re 

looking at a total infusion of $10 trillion for the entire year.  Let me attempt to put such a gigantic number 

into context.  The CBO came out last week with an analysis where they forecasted that the hit to real-GDP 

for the U.S. economy over the next decade (2020 to 2030) would amount to $7.9 trillion.  On a nominal 

basis, their guesswork indicates a loss of $15.7 trillion to the baseline GDP trajectory.  While the 10-year 

assessment reveals a rather deep hole, the fact that we’re looking at a total of $10 trillion in stimulus this year 

is just mind boggling.  Economists’ estimates are looking for something like a $2 trillion loss in GDP for 

2020 (likely the deepest and sharpest part of the recession), so a $10 trillion offset is a 5-to-1 ratio.   
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Obviously not all of this stimulus will get spent, and Economics 101 instructs you that there is a big 

difference in the multiplier effects of income transfers versus productivity enhancing investments like 

infrastructure, but for the here and now, this stimulus will more than offset lost output and possibly many 

lingering aftershocks.  This is the math I believe the markets are honing in on, and while the divergence 

between asset prices and the data make virtually zero sense at the moment – it’s hard to be outright bearish 

on asset prices in the face of the largest coordinated global stimulus efforts in history.   

 

Policy makers have taken a stance (it doesn’t really matter whether you agree with it or not) that they aren’t 

going to fail as a result of not doing enough.  If anything, they feel much more comfortable doing more and 

dealing with whatever consequences they bring than doing too little. Look, I for one don’t like it and will 

admit that it’s an uncomfortable and somewhat unfamiliar investment construct, but it also is what it is.  

There is growing recognition among Mr. Market that the S&P 500 has become so important to the economy 

and policy makers that they will do whatever is necessary to put a floor under it in the worst of times, and 

pull it along in the best of times.  Without question, this creates a moral hazard dilemma the likes of which 

we’ve never experienced before, where investors are becoming emboldened of the view that their losses are 

limited (or only short-term momentary hiccups) while their gains are all but guaranteed.   

 

I’m a huge skeptic of the sustainability and health of such an investment construct, but then again, Mr. 

Market doesn’t care much about what I think or any ideology any of us investment purists would prefer to 

remain loyal to.   

 

Back to that recession call by the NBER, as I am on record as having said in the past that when the recession 

call actually becomes official, it has historically marked a good place for investors to start increasing the risk 

exposure of portfolios.  However, such a proclamation and actionable step is a bit peculiar given where 

markets are in the face of such a pronouncement.  Typically, the NBER recession announcement comes 8-10 

months after the start of an official recession, so historically markets have been begrudgingly repricing lower 

to the persistent degradation in economic and earnings data.  This period of drawn out hardship (both in the 

economy and the stock market) creates negativity where eventually more and more investors give up and bail 

out of their investments as the fundamental reality confirms the price action and the weak hands can’t take 

any more losses as their confidence grows that the world as they know it is coming to an end.  Sentiment gets 

washed out, valuations succumb to cheap levels, the rate of change in the data reaches its most negative 

point, and real long-term investment opportunities are prevalent.   

 

Well, perhaps that point was achieved in mid- to late-March, but if you blinked or hesitated in that moment 

as well as the several weeks that followed then you missed out on what became a very short-lived window of 

opportunity.  The forward P/E multiple on the S&P 500 got down to 13.5x in mid-March, and with nothing 

but bad fundamental news coming since, the P/E multiple has expanded to 23x – I’d argue this was in large 

part on the back of a 70% increase in the Fed’s balance sheet in three months.  In the ten years of data we 

had prior to COVID-19, we knew that the S&P 500 and the Fed’s balance sheet had a 90% correlation and in 

this latest rendition of QE, that correlation has increased even more.   

 

What I’m wrestling with personally is whether investors (some who perhaps took some assertive action 

during the carnage in March, some who perhaps didn’t…) missed the most lucrative investment opportunity 

that comes along once every 6-8 eight years, and that’s at recessionary troughs.  That would be unfortunate 

for those acting in a disciplined and prudent fashion because recessionary troughs are the place to really alter 

one’s portfolio allocation to take advantage of materially positive future long-term returns.  In hindsight, 

given where we are today, I wish I was much more aggressive with acquisitions than I was, and much more 

resilient with not selling a thing throughout this rally – which admittedly has taken me by surprise with how 

large this rally has been.  But doing an analysis of just how much things have moved and where we stand in 
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the equity market today, I become less enthusiastic about the broad stock market by the day.  Consider these 

moves: 

 

• For starters, the S&P 500 is up over 40% in 11 weeks.   

• Energy stocks have almost doubled, +90% while still being 25% below their 2020 peaks. 

• Casinos are up over +90%, Airlines over +60%, and Hotels/Resorts/Cruise line stocks +90%.  

The fact that cruise ship operators have recovered the way they have is unfathomable when 

you consider that they still cannot leave port, and there is little line of sight as to when that 

will change.  To be fair, these groups are still 25%, 35%, and 35% below their highs, 

respectively, so the credit is warranted for those willing to take the risk at lower prices, but 

there is still a lot of pain experienced by those holding these positions from pre-virus price 

levels.  

• Semiconductors have surged over +55% to make a new all-time high, which is a bit 

surprising given how correlated they are to global economic activity that is still contracting 

(albeit at a slower rate). 

• Financials have ripped by more than 50% and are now less than 15% below their pre-

COVID-19 highs.   

• Homebuilders are +90%. 

• The S&P 600 Small Cap Index is +53%, roughly 12% off all-time highs. 

• The average yield in the High Yield Sector of the bond market has come in nearly 80% from 

what they increased by – a decline of 500 basis points from peak levels to 6.1% 

• The fall in yields in the Investment Grade space is nearly 90% with the average yield now 

less than 2.4%.       

 

This isn’t the price action nor the opportunity set one would historically expect to be picking through on the 

day the NBER announced the recession’s start date.  Perhaps present-day investors are smarter than all other 

investors in the past?  Perhaps the algorithms and high frequency traders have programmed the entirety of 

stock market history and accelerated the typical progression of the recessionary phase of the business cycle 

to weeks and months, from quarters and years?  Or perhaps Jay Powell and the Fed have convinced the 

masses that they can and will do whatever is necessary to ensure that investors have a perpetual ‘Get Out of 

Jail Free’ card. 

 

I remain suspicious of an investment thesis predicated on unwavering confidence in socialized pain, but it’s 

hard to argue with the reality that has played out over the past 12 years.  I get the long-term fundamentals 

that favor equities and real assets over fixed income / bond market instruments – especially at today’s 

historically low interest rates around the globe.   

 

But how does one really ever convince themselves that valuations don’t matter?   
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Or to ignore fundamentals?  Hertz (the auto rental company) filed for bankruptcy at the end of May with its 

stock trading at $0.40/share, and as of this writing has rallied over 500% to $5.53/share.  This is a company 

that has an equity market cap of $365 million versus total debt north of $20 billion.  FYI, debt holders hold a 

superior position from a claim’s status for assets of a corporation, and with $24 billion in debt – the stock 

holders are set to get wiped out on this one.  This is just one example of many possible illustrations of 

massive speculation going on in the stock market at this time.  But I digress. 

 

How does one just dismiss economic data?  Look, I get everyone and their sister tripping over themselves on 

Friday to accentuate just how constructive it was to see the labor market add 2.5 million jobs in May, with 

consensus expectations looking for a loss of 7-8 million jobs.  That is unequivocally a great surprise – okay 

Corey, I sense a ‘but’ coming, where is it? – but while everyone was trying to figure out ways to 

sensationalize the positive surprise, they glossed over the bigger picture.  Don’t get me wrong, this really 

was a strong report, so don’t let any comments that follow deter from that, but as the BLS admits in the 

report – there were some quirks with the data.  Some of these distortions are the result of companies bringing 

back workers to adhere to the rules of the PPP program so that loans shift to grants so long as staff levels are 

maintained.  Some of the confusion is from a “miscalculation error”, which the BLS stated had they properly 

recorded the data it would suggest the unemployment rate is closer to 16.4% from the 13.3% they reported in 

May.   

 

Nevertheless, I don’t want to get too deep into the minutiae on this report or even consider going down the 

conspiratory rabbit hole of possible fabricated data for political benefit.  The bigger point we all should take 

away from this report (and any other piece of data over the next several months) is that it is going to be noisy 

and messy for some time to come.  The coronavirus outbreak is an extraordinary situation that opened the 

door to an extraordinary societal reaction and an extraordinary policy response.  Everyone would be wise to 

execute caution when extrapolating any piece of data at this time, because the statistical impact will very 

likely be significant.     
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The most important take away for me was that while it was nice to see a recovery in job growth sooner than 

what many of us were expecting, and 2.5 million is a great start, but this number represents just over 10% of 

the nearly 22 million in job losses we experienced in March – April.  
 

 
 

How does this possible inflection point trend from here?  It’s no surprise to see a pick-up in job creation with 

a broadening out of the economy reopening, where the initial stages see the most robust acceleration.  It’s 

what happens two to three months from now or well into the 4th quarter that is most important.  The BLS’s 

own probability measure of reemployment is forecasting that only 38% of the job’s lost will come back, 

which implies that over 10 million jobs aren’t coming back.  If that ends up being the case, then we’re 

talking about a much more prolonged workout period for the economy than the stock market is reflecting.   

 

There I go again, presuming that the stock market cares at all about what is happening in the economy when 

clearly it does not.  We definitely will have some sort of economic recovery starting in Q3.  Have a look at 

the following table from JP Morgan on PMI readings across the globe going back over the past two years 

(green is an expansionary reading while red is a contractionary level), which shows the progressive slowing 

coming into 2020 and the plunge in April likely marking a trough in this metric.                       
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While the May readings were still at deeply contractionary levels, they were an improvement from April and 

it’s likely we will continue to see additional improvement over the next several months.  You can also see an 

improvement in the Bloomberg global GDP growth tracker which is pointing to a 2.3% contraction (at an 

annual rate) in May after declining 4.8% in April.  As for the U.S., as we head into Q3 we’re going to be 

coming off of two quarters of negative GDP growth – a 5% decline in Q1 and an estimated 40-50% 

annualized plunge in Q2 – but much of the high frequency data is showing that we will finish Q2 with some 

positive momentum.  

 

It’s not the actual data point that markets and investors are looking at but rather that the declines are getting 

smaller.  This is all well and good and a necessary initial step to recovery, but the reality is that global 

economic activity is still in decline, and it will require that the first derivative stops falling before the 

recession is over.  

 

This leaves the key question, not regarding the second derivative improvement that we will start to see in Q3 

(that’s a given), but what happens after the initial bounce?  In my opinion, the equity market has gone well 

beyond pricing out almost any and all risks that could materialize into and beyond Q3: 

 

1. The possibility of a renewed breakout of the virus with the re-openings, or from the large 

gatherings of protestors and demonstrators over the past week, where social distancing was nothing 

more than an afterthought.   

 

2. The risk that a vaccine remains elusive or is unlikely to come about within the 8 to 16-month time 

frame many of the medical experts are leading the public to believe is possible (probable?).  
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3. The belief that the economy will eventually recover enough and be sustainable to then give 

consumers enough confidence to restart and continue spending in order to prevent more businesses 

from closing down not coming to fruition.  

 

4. The fiscal gravy train and government handouts dry up for individuals and businesses that become 

reliant upon such subsidies to get by.  I know, given all of the measures policy makers have thrown 

at this thing so far, it seems foolish to stop now, but who knows the political games that may or 

could be played as we approach this upcoming election? 

 

5. Speaking of politics, there’s a legitimate and increasing probability that the Democrats could sweep 

in November, and such an outcome could well be the most important downside risk to the equity 

market that doesn’t at all appear to be priced into the market at current levels.      

 

The summary of what I’m getting at in all the loquacious blathering above is that for me right here and now, 

I’m content to sit back, wait, and watch how things unfold on almost all fronts over the next several weeks 

and months.  Sure, there will be things to do with portfolios and investments in the meantime, but I can’t say 

I am much interested in doing too much of anything to front-run a very murky and foggy future.  If the 

executives of 40% of the companies that make up the S&P 500 can pull their guidance because they have 

very little visibility in the near and intermediate-term, then who am I to think I know better?   

 

I can understand, acknowledge, and heck, even appreciate the market’s Teflon attitude towards any risk at 

this moment given the backstop of unconstrained fiscal and monetary support – if that continues to push all 

asset prices up, so be it.  I’m comfortable with current positioning to ride the coattails while knowing such 

positioning won’t be able to keep up with a stock market that is rocketing ahead at a clip of 3% a week.   

 

Because I do see risks on the horizon, and while the market may continue to be willfully blind to them, the 

impact on risk asset prices at these levels and these valuations of one or several of these risks coming to 

fruition could be material.  Pricing out the worst economic retrenchment in U.S. GDP since the Great 

Depression inside of eight weeks (as if it came and went that quickly) just doesn’t add up to me.  The fact 

that the U.S. death toll from COVID-19 is up to 113,000 and climbing with the case count approaching 2 

million and infection rates in Arizona, North Carolina, Alabama, and Texas on the rise, to me this throws a 

bit of a wrinkle into the whole ‘re-opening without a hitch’ narrative.  Admittedly these numbers are “less 

scary” than original estimates and we are learning more about this virus each and every day, so there should 

be hope that we can better handle what comes our way in the months ahead, but a second wave would shatter 

any progress that has been made on the consumer confidence front and perhaps impair the 60% of the U.S. 

economy we call the service economy for a long-time to come. 

 

In a nutshell, as an investor you can’t fight the degree of stimulus announced out of Japan, China, Korea, 

Europe, and the U.S. which in the past week alone topped $5 trillion.  That is just a massive amount of 

support that as I pointed out above dwarfs the level of contraction we’ve experienced thus far from this 

global recession.  The advice I give myself while managing our clients’ capital in a market that, at the 

moment, has little to no respect for fundamental reality is to find companies that make sense to you and that 

you’re comfortable holding through thick and thin.  This isn’t quite an endorsement of buy and hold forever 

while sticking your head in the sand, but have exposure to high quality, strong balance sheet, liquid 

companies that have pricing power and monopolistic-like characteristics.   

 

I like to compliment this exposure with short term treasuries and precious metals (gold, silver, and gold and 

silver miners).  While long-dated T-notes rising by over 30% over the past twelve months shows that taking 

duration risk, even at low absolute interest levels, can be a lucrative investment – taking on duration risk in 

the long-end of the Treasury curve at this point has become a risky endeavor.  That is why gold (also up 30% 
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over the past twelve months) is my preferred long-duration asset of choice at this point.  In my opinion, the 

Fed and global central banks have backed themselves so deep into a corner that they have no other option 

than to continue down this path they’ve chosen.  That means inevitably they will have to continue to 

backstop capital markets until something changes (inflation and or the bond market breaking) where they can 

no longer conduct policy in such a way.  Once again, in my opinion, we are a ways away from this breaking 

point and as a result, tangible assets, precious metals, and even cyclical commodities will be a good store of 

capital as global currencies are debased and governments try to inflate away profligate debt levels.   

 

Lastly, don’t give up paying attention, analyzing, and tracking the fundamental data.  While it may be less 

relevant today with the likes of Powell, Mnuchin, Trump, Abe, Kuroda, Lagarde, Merkel, and Macron 

having managed to take control of public sector asset valuations at the moment, history suggests such a state 

is unlikely to remain permanent.  If printing money and socializing losses was such a foolproof plan as is 

being proffered today, then why are we just figuring this out now?  Heck, if the Fed and Treasury can just 

print money and issue IOU’s without any recourse, then why do any of us need to pay taxes?  Obviously the 

Treasury doesn’t need to balance the books, nor are they concerning themselves with even putting off the 

illusion that deficit and debt levels matter.  Trust what your gut and all of financial history is telling you – 

there is no free lunch.  There will be unintended consequences and repercussions from these current policies 

and actions, but just because they don’t reveal themselves tomorrow or the next day doesn’t mean they’re not 

out there.  That is why as an investor you need to continue to pay attention, do the work, and stay on top of 

what is going on because we will all have to adjust and adapt as we move forward.    

 

One final comment: be careful in the equity market right here and now.  We’re back to being in a very fragile 

and vulnerable state where the equity market has written a lot of checks where a lot of things need to fall 

almost perfectly for them to be cashed.  Moreover, on an array of technical and sentiment indicators we’re 

getting into some rarified air in terms of speculation and risk taking.  All of which indicate that some 

consolidation, a modest correction, or in a worst-case scenario, a crash could occur.  Let’s just hope it’s the 

former and some of this recent frothy-type action dissipates over the next several days and weeks.  The 

following chart of the 5-day Put/Call ratio overlaid with the S&P 500 is just one of these indicators I’m 

referencing which suggests that not much good happens with the equity market when we get to levels we are 

at currently.     
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