April 7, 2020

SPECIAL INVESTOR UPDATE

Executive Summary
•
•
•
•
•
•

Reports indicate that growth in new COVID-19 infections may be flattening in some of the hardest
hit states and countries.
Economic shutdowns, however, will continue as national and local governments seek to reduce
the growth rate of new infections further and then avoid a second wave of infections.
Consensus is for a deep recession into the second quarter, followed by a sharp recovery.
However, we caution against making investment decisions solely on that scenario.
U.S. equities saw their worst quarter ever, but markets were more optimistic by April.
Expect more virus-related deaths, economic indicators to worsen, volatility to continue, and
political wrangling to increase, before things get better.

Positive Signs Amid the Pandemic
While the world continues to battle COVID-19, there are finally signs of light at the end of the
tunnel. New York, the hardest-hit state in the U.S., may be seeing a flattening growth curve of
COVID-19 related deaths, although the number of deaths remained high.1 Italy, the worst hit
country, saw the growth of new virus infections decline, as did France, Germany, and Spain.
China, the epicenter of the outbreak, is primarily concerned about imported cases now.
Washington state had fewer infections than feared and will return 400 ventilators to the
national stockpile. Deaths are expected to peak in the U.S. around April 16, according to a
University of Washington model, while some states are believed to have already peaked.2
The economic shutdown will continue, however, as national and local governments seek to
reduce the rate of new infections further and then avoid a second wave of infections. U.S.
unemployment could hit 9% in the second quarter and could move above 20% in the following
quarters.3 Goldman Sachs believes that U.S. GDP growth was flat during the first quarter and
projects that it will contract 5% (annualized) in the second quarter. However, the investment
bank also projects a V-shaped recovery with GDP growing 3% and 4% in the third and fourth
quarters, respectively.4
While the consensus is for a quick recovery in the second half of the year, the range of
projections is wide, primarily because we have never seen such a rapid shock to the economy
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and there are fears of a second wave of infections in the fall. The closest experience in the U.S.
of a sudden stop in economic activity is the Great Depression, but as we have discussed in prior
issues of Market Matters, the Great Depression was exacerbated and protracted by poorly
informed and poorly timed monetary and fiscal policies. This time around, central banks and
governments around the world have reacted more quickly and forcefully. The U.S. Federal
Reserve recently lowered the federal funds rate to close to 0% and enacted massive
quantitative easing. The U.S. Congress is discussing a second COVID rescue package and
potential infrastructure stimulus package.5 So far, the depth of the recession looks closer to
that of Great Recession of 2007-2009.
We would caution against relying on a strong V-shaped recovery, but do believe the mediumto long-term outlook is positive. In the meantime, expect virus-related deaths and economic
indicators to worsen, and U.S. partisan wrangling to increase as an election approaches, debt
increases markedly (potentially foreshadowing higher taxes), parties disagree on how to deliver
aid, and calls increase to restart economic activity.

Markets See the Light
While U.S. equities saw their worst quarterly performance in history, markets have been more
optimistic since late March, albeit with significant volatility. That optimism has continued this
month as the S&P 500 Index rose over 7% on Monday, April 6. The VIX index, which measures
expected volatility and is known as the “fear index,” came down from an all-time high of 84 on
March 18 to close at 66 on March 31 and 45 on April 6.
J.P. Morgan estimated that the 12-month forward price-to-earnings ratio for the S&P 500 Index
is 15.2 as of April 6,6 compared to a 25-year average of 16.3. J.P. Morgan’s research indicated
that the below-average ratio usually results in positive returns in the following five years.7
However, not all future declines in earnings may be factored in. FactSet projects that corporate
earnings declined 5.2% year-over-year in the first quarter; will decline 10% and 1% in the
second and third quarters, respectively; and will end the year with a 1.2% overall decline.8
Given the uncertainty and potential further volatility, we believe that a dollar-cost averaging
approach is appropriate.
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Correction
In the previous issue of Market Matters we included a table showing the performance of the
S&P 500 Index following the prior six occasions in which the index declined more than 30%
from its peak. We indicated that returns excluded dividends, when in fact some did, which
resulted in incorrect averages. We apologize. Below is a corrected table with returns and
averages excluding dividends.

Market Peak
Date
9/16/1929
11/29/1968
1/11/1973
8/25/1987
3/24/2000
10/9/2007
2/19/2020

Change in S&P 500 Index After a 30% Decline from Peak
30% Threshold 3 Months 6 Months
1 Year
3 Years
Breach Date
Later
Later
Later
Later
10/29/1929
9.4%
21.1%
-14.1%
-65.3%
5/14/1970
-0.3%
10.5%
35.5%
40.4%
7/5/1974
-25.5%
-15.5%
12.8%
19.6%
10/19/1987
10.9%
14.7%
23.2%
39.0%
9/17/2001
9.2%
12.3%
-15.9%
8.6%
10/6/2008
-11.6%
-21.0%
-0.2%
10.2%
3/20/2020
AVERAGE
-1.3%
3.7%
6.9%
8.8%

5 Years
Later
-57.1%
22.3%
22.4%
84.6%
27.0%
60.0%
26.5%

Source: S&P, Advisor Group

We are here to support you and navigate these times of uncertainty together. Knowledge is
power, and we’re committed to equipping you and your financial professional with the tools
and information you need to weather this storm. We are continuing to watch market
developments and are here to assist you with evaluating and understanding these economic
changes. Please contact your financial professional to discuss your portfolio or should you have
any questions/concerns.

Investing involves risk, including the potential loss of principal. No investment strategy can guarantee a profit or
protect again loss. In general, the bond market is volatile; bond prices rise when interest rates fall and vice versa.
This effect is usually pronounced for longer-term securities. Any fixed-income security sold or redeemed prior to
maturity may be subject to a substantial gain or loss. Vehicles that invest in lower-rated debt securities (commonly
referred to as junk bonds or high-yield bonds) involve additional risks because of the lower credit quality of the
securities in the portfolio. International investing involves special risks not present with U.S. investments due to
factors such as increased volatility, currency fluctuation, and differences in auditing and other financial standards.
These risks can be accentuated in emerging markets.
The statements provided herein are based solely on the opinions of the Advisor Group Investment Research Team
and are being provided for general information purposes only. Neither the information nor any opinion expressed
constitutes an offer or a solicitation to buy or sell any securities or other financial instruments. Any opinions
provided herein should not be relied upon for investment decisions and may differ from those of other
departments or divisions of Advisor Group or its affiliates.
Certain information may be based on information received from sources the Advisor Group Investment Research
Team considers reliable; however, the accuracy and completeness of such information cannot be guaranteed.
Certain statements contained herein may constitute “projections,” “forecasts” and other “forward-looking
statements” which do not reflect actual results and are based primarily upon applying retroactively a hypothetical
set of assumptions to certain historical financial information. Any opinions, projections, forecasts and forwardlooking statements presented herein reflect the judgment of the Advisor Group Investment Research Team only as
of the date of this document and are subject to change without notice. Advisor Group has no obligation to provide
updates or changes to these opinions, projections, forecasts and forward-looking statements. Advisor Group is not
soliciting or recommending any action based on any information in this document.
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