COVID-19 Uncertainty Continues to Impact Markets
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Our hearts and thoughts are with the families across the globe that have been touched by COVID-19.
We encourage our staff, suppliers, families and business clients that we serve to observe CDC
guidelines to ensure their safety, and the safety of others, during these challenging times. As our
expertise resides in the area of wealth management, not health management, our comments below are
specifically in relationship to financial markets.
Continued uncertainty around the COVID-19 virus has caused financial markets to remain volatile
following a dramatic decline in prices across almost all risk assets. The health and economic impact of
the virus will likely worsen before improving, and the magnitude will depend on the ability to contain it.
However, a sensible asset allocation and proper diversification should help investors weather the
duration of any economic slowdown that will occur in the near term. Further, we believe that the sharp
sell-off is beginning to create pockets of attractive investment opportunities for long-term investors.
Several money managers we’ve spoken to in recent days have indicated to us that they’re cautiously
adding capital to existing holdings and opportunistically buying new securities. We believe that
companies with strong balance sheets and structural competitive advantages are likely to survive a
downturn and generate attractive returns if purchased at appropriate valuations. However, given the
potential severity of the ongoing economic slowdown, it’s possible that some companies may
experience permanent capital impairment. Proper security selection and diversification can help avoid
permanent losses and help mitigate the impact from unexpected shocks to any individual company.
The fear and anxiety caused by the Coronavirus and the market decline are entirely understandable;
however, we remain confident that a calm, well-reasoned approach remains the proper one for a longterm investor. The best investment results are derived by taking a long-term view and positioning
oneself accordingly, rather than rapid responses to the news cycle and short-term market fluctuations.
Please see below for additional market commentary across various asset classes:
Equities
Stocks have been punished across the board. The S&P 500 Index dropped nearly 28.7% since its
market peak on February 19, 2020 through March 19, 2020. Small cap stocks fared even worse during
this period with the Russell 2000 Index plunging 37.3%. Non-U.S. stocks also followed suit, as the MSCI
EAFE Index dropped 31.3%, while the MSCI Emerging Markets Index fell 30.4%. The declines in small
and non-U.S. stocks were sizable enough to push both asset classes into negative territory over the
trailing three- and five-year periods as of this writing.
A silver lining to the precipitous decline in stock prices is that valuations are more reasonable than at
any time in recent years. The S&P 500 Index’s trailing P/E ratio fell from 22 times earnings to start 2020
at around 15 times earnings as of the time of this writing. Small cap valuations are similarly trading at
much more attractive valuations compared to just a few months ago.

S&P Price to Earnings Ratio has fallen significantly over the past three months
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Fixed Income
Volatility within normally sleepy portions of the bond market emphasizes the degree of uncertainty and
concern rolling through financial markets. A need for cash, combined with increasingly illiquid trading
markets and concerns over credit quality, have caused some bond markets to show signs of dislocation,
enough so that the Federal Reserve announced crisis-era steps to stabilize markets. These steps
include a $700 billion bond purchase program and further steps to provide stability to money market
funds. Despite these moves, Treasury rates across the yield curve swung rapidly. For example, in just
the past month, 10-year Treasury rates fell from 1.56% to 0.54% back up to 1.18% as of March 18.
Concerns over the severity of a slowdown have caused corporate bonds prices to drop across the credit
quality spectrum. Investment grade corporate bonds have dropped in value and spreads have jumped
from around 100 basis points over Treasuries to start February 2020 to 300 bps as of March 19, 2020.
Investors also fled from high yield bonds, resulting in spreads shooting past 900 basis points over
Treasuries. While some investors we’ve spoken with suggest that high yield bonds are attractively
priced following this spread-widening, others indicate that profits could deteriorate further, and these
bonds have additional room to decline. While opportunities exist, cautious security selection remains
paramount in the corporate bond market.

High Yield bond spreads increased 900 points over Treasuries
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Even the traditionally stable municipal bond market has shown signs of concern over a potential decline
in tax revenues that could destabilize municipalities. The ratio of municipal bond yields to Treasury
yields has jumped from 66% at the beginning of 2020 to more than 200% for some maturities, but this
market continues to experience more volatility than normal.
Commodities
While the COVID-19 virus remains top of mind for investors, a price war in oil has added fuel to the fire.
Oil prices, which started the year at more than $60 per barrel, quickly dropped to almost $20 a barrel in
a matter of weeks following an announcement that Saudi Arabia would increase supply despite declining
demand. The drop in oil prices caused the equity of some weaker oil and gas companies to drop as
much as 90% in a short amount of time. Gold prices provided stability in 2019 but became a less reliable
hedging tool so far this year, falling almost 3% year-to-date through March 19.
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