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I. CHALLENGES,	THOUGHTS	AND	HOPE	

The global virus-fighting lockdowns and 
closures in developed and developing 
economies have resulted in sharp declines in 
equity markets and severe dislocations in 
fixed-income markets worldwide.  

The IHS Markit gauge of services slid 10.3 
points to 39.1 in March 2020. With services 
comprising almost 90% of the U.S. economy, 
the largest percentage of Gross Domestic 
Product since 1947, the slump in the index 
highlights the extent of the shock to the 
nation's output as retailers, restaurants, and 
other service providers shut down in an effort 
to contain the outbreak. Similar measures for 
Japan, Germany, the U.K., France and Australia 
were also at all-time lows.  

While registering a smaller setback than the 
services gauge, the IHS Markit Index of U.S. 
manufacturing dropped in March to 49.2, the 
weakest since August 2009. The economic 
stoppage and social distancing also are 
impeding global manufacturing and are 
expected to have an even bigger impact on the 
economy in the coming months. As businesses 
close their doors, and world economies grind 
to a halt, millions of people will be 

unemployed, as we already have begun to see 
in the U.S. March jobless claims tally of 10 
million. 

The unprecedented economic impact of the 
virus illustrates why central banks and 
governments have acted so swiftly to 
implement policies to support their 
economies. Alleviating the hardship from job 
losses is essential to keep consumption from 
falling sharply, as is maintaining sufficient 
financial system liquidity. The goal is to keep 
the effects of a savage short-term recession 
from weighing on potential output into the 
long term. By alleviating the household 
hardship resulting from a sudden stop in 
income, these policies raise the odds of a 
powerful wave of pent-up demand being 
unleashed once the virus is contained.  

Extraordinary times require extraordinary 
measures. Unlike the medical effects of the 
virus, the economic impact is easier to predict 
and overcome. The global financial crisis of 
2008 transformed the economy and financial 
markets by offering unlimited financing with 
zero interest rates, low inflation, and a 
tolerance for monetary and fiscal 
experimentation. Similar “no-holds-barred” 
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monetary and fiscal policy measures, as well 
as advancements on the health front, are 
currently underway, offering a glimmer of 
hope that the coronavirus will soon be 
contained and conquered without prolonged 
and lasting economic effects.  

II. EQUITY	MARKETS:	FIRST‐QUARTER
2020	RECAP	AND	PERSPECTIVE

U.S. equity indexes fell sharply and swiftly in
the first quarter, with the S&P 500 Index
plummeting (19.6)%, the Dow Jones Industrial
Average falling by (22.7)%, and the tech-heavy
NASDAQ falling by a lesser (13.9)%- -all, on a
dividends-reinvested basis.

Across the market-capitalization spectrum, U.S. 
small-cap companies were down by (30.6)% on 
average, while mid-cap companies plunged 
(27.1)%, compared with the (19.6)% rout for 
large-companies. Market liquidity and returns 
improved somewhat toward quarter’s end, as 
promises by the government to do “whatever it 
takes” in the form of monetary and fiscal 
stimulus began to ease investor fears. Despite 
this improvement, the S&P 500 still registered 
its worst quarter since 2008 and its worst first 
quarter since 1938. 

Price-to-earnings multiples based on trailing 12-
month earnings, a common measure of 
valuation, fell to 13-18x at March 31, 2020 
from 18-23x at December 31, 2019 across 
small-, mid- and large-cap company cohorts, 
compared with a 20-year average of 
approximately 18x for each cohort. 

To put the first quarter in perspective, we 
provide a chart and a graph, below. The chart, “A 
Historical Perspective on Bear Markets,” chronicles all 
20%+ declines in the S&P500 Index since 1929. The 
graph, “Immune: World Epidemics and Global Stock 
Market Performance,” shows subsequent market 
returns after past health epidemics. 
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The conclusion from both is that stock market 
recoveries after such episodes tend to be swift and 
sharp and, hence, easy to miss if an investor is on 
the sidelines. 

III. First‐Quarter	2020	Bond	Market
Recap	

High-grade bond indexes posted flat or positive 
returns in the first quarter, despite sharp 
dislocations in some sectors driven by bouts of 
illiquidity. 

Bonds (Bloomberg Indexes) 
1) Aggregate 3.15%
2) Treasury 8.20%
3) Mortgage 2.82%
4) Municipal (0.63)%
5) Corporate (3.63)%
6) High Yield (12.74)%

U.S. Treasury yields fell sharply during the quarter, 
tumbling more than 100 basis points across the 
curve, as the stock market swoon engendered a 
classic “flight to quality”. 

Treasury Yields 

12/31/19       3/31/20  Change (BP) 
1) 10‐Year           1.92%          0.67%  Down 125 
2) 5‐Year           1.69%          0.38%  Down 131 
3) 2‐Year           1.57%          0.25%  Down 132 
4) 3‐Month Bills    1.55%         0.09%  Down 146 

Bond returns exhibited far more dispersion during 
the quarter than that witnessed in the equity 
markets.  

As fears due to the coronavirus intensified, bond 
investors and traders moved out of risk assets and 
into cash and U.S. Treasuries. Bonds with any real or 
perceived credit risk saw widespread selling, with 
yields moving markedly higher, providing buying 
opportunities in sectors such as the high-grade, 
essential-service municipal bond sector. 

The source of the information in this commentary is SSW and 
Bloomberg unless otherwise noted.0.0
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S&P 500 holding period returns

Source: FactSet, Robert Shiller, J.P. Morgan Asset Management.
Returns reflect S&P 500 annual rolling period total returns except for one-month returns which are price returns and do not include dividends. 
Represents period from 12/31/1933-12/31/2019.  Charts are for illustrative purposes only. Past performance is not indicative of future returns. 
Guide to the Markets – U.S. Data are as of December 31, 2019.
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One-month holding period returns
Returns were positive 61% of the time

Five-year holding period returns
Returns were positive 91% of the time (75/82 years)

One-year holding period returns
Returns were positive 77% of the time (66/86 years)

Ten-year holding period returns
Returns were positive 97% of the time (75/77 years)

Fifteen-year holding period returns
Returns were positive 100% of the time (71/71 years)
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