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      Are the Lights Coming Back On? 
 

Global Markets and Regions    US Markets 
    2nd QTR        2020 YTD                 2nd QTR         2020 YTD 
US     19.60%        -2.50%  Dow 30                16.30%        -8.40% 
Developed Europe   16.50%        -12.80%  Large Cap Cos.               21.30%        -3.20%          
Asia     15.10%        -5.60%  Mid. Cap Cos.               23.86%        -12.88%  
Emerging Markets   0.26%          -23.74%  Small Cap Cos.               22.13%        -17.98% 
       Bonds     3.57%          6.32% 
 
 
The 2020 year started off quite well. We began the year with record low unemployment and equity 
markets hitting new highs on a regular basis. The S&P 500 had posted returns in excess of 25%. Gross 
Domestic Product (GDP) growth was near 2.5% growth. Main Street was doing well. Wage growth was 
strong and inflation was minimal. The New Year looked to deliver more of the same. 
 
The Novel Corona virus effectively turned off the economic lights like a tornado. Global Government’s 
response to the Pandemic by shutting down the Economy has resulted in the fastest and steepest 
decline in economic history. Estimates for 2nd quarter GDP are for declines of over 30%, for all intents 
and purposes an instant depression along the magnitudes of the 1930s. 
 
The economic data that has been reported early in the quarter have shown dramatic declines. In March 
and April US retail sales and manufacturing production fell over 20%. The end of the world scenarios 
seemed inevitable. But the Government’s response to the economic crisis has been equally as epic, 
along the lines of Newton’s Third Law of Motion; “for every action there is an equal and opposite 
reaction.”  
 
What has followed has been the greatest monetary and fiscal stimulus ever enacted. The Federal 
Reserve lowering interest rates to essentially zero, direct payments to individuals and enhanced 
unemployment assistance along with the Paycheck Protection Program (PPP) has kept the economy 
functioning, even if it is in a manner that is entirely unprecedented. The response is wholly different 
from the response to the Great Depression of the 1930s and even the Great Recession of 2008. 
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What is unfolding as the economy has begun to re-open has been a remarkable recovery.  As the 
economic data are being tabulated for May and June, the evidence of a V shaped recovery is starting to 
become apparent. Jobs are starting to come back and the worst case unemployment forecasts are not 
playing out. Institute for Supply Management (ISM) surveys are showing rapidly increasing activity. 
Retail sales/spending, mortgage applications and home sales are accelerating. Transportation Security 
Administration (TSA) statistics for airline security screenings are rapidly increasing. All of this in spite of 
mandatory lockdowns and Social Distancing requirements. Markets have put in their own V shaped 
recovery. The technology heavy Nasdaq has recently seen new all- time highs, although the other major 
indices still have ways to go. 
 
We are only partially through this. Earnings season is set to begin. Most of the damage of the shutdown 
is being predicted in the estimates for second quarter earnings. Needless to say, the comparisons are 
not good. The stock market appears to be looking past that to what may come next.  
 
One of the unintended outcomes of the massive decline in employment may be dramatically reduced 
costs to business. A dramatically reduced employee headcount translates to reduced costs, as 
employees are one of the largest business expenses. Corporate earnings may benefit, at least in the 
short term. Government backstopping of those employees has reduced the immediate personal 
financial impact of being unemployed. There has been a huge increase in personal savings as the 
shutdowns have closed business and spending options. Those funds will reappear as spending as the 
economy continues to re-open. 
 
The Novel Corona virus still presents huge risks. It appears to be unfolding as a unique health risk, as is 
the global response to it. Pretty much anything can happen. A renewed outbreak and subsequent 
lockdown would certainly be bad for pretty much everything. We are also in the midst what appears to 
be a major political and social upheaval, with elections coming in November.  This obviously presents 
another set of risks as the virus response has become politicized and is affecting both policy and 
individual responses to the crisis. 
 
We are clearly in better circumstances than we were just a month ago. The most dire health outcomes 
have fortunately not come to pass. But we are only partially through the crisis. How it continues to play 
out and how Governments and the economy respond to it is a story yet to be told. For better or worse, 
we live in very interesting times.  
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