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U.S. Economy & Financial Market Observations 

Who isn’t searching for a few minutes of diversions from today’s news? 
Watching Sports Center on March 31st, (reminiscing back to those sweet 
days when sports and such distractions occurred) host Scott Van Pelt 
asked a telling question: “Does today seem like March 31st or March 
311th?” In both financial markets and households around America, it 
was a long month.

As markets grappled with new economic realities, the S&P 500 fell 
19.6% during Q1. It suffered a much sharper intra-quarter peak to trough 
decline of 35.4% which was widely publicized as the most abrupt drop of that magnitude in market history (over a mere 23 
trading days ending March 23rd). International indices underperformed, losing about 24% during Q1. The damage in small 
and mid-size company stocks was even more severe with the Russell 2000 Index shedding 30.6%. Its peak-to-trough decline 
measured out at a gut-twisting 43.7%. Meanwhile, bonds and interest rate sensitive assets (who’s prices historically rise as 
interest rates fall) delivered wildly mixed results. The Treasury-heavy U.S. Aggregate Bond index gained 3.2% through 
quarter-end, but many corporate bonds suffered sharp losses. As the U.S. economy seized up in mid-March, sheer panic 
about companies’ ability to repay their debt ripped through markets. For example, the widely owned (not by NLFP Models) 
iShares Corporate Bond Fund (LQD), fell about 22% in price over a period of just 10 trading days in mid-March. Not the 
type of March Madness one would hope to witness.1

The Barclays Municipal Bond Index, another traditional safe haven, slumped about 1% in Q1. Locked-down municipalities 
face an abrupt collapse of sale tax revenues (New York particularly so) with budgetary demands swelling to fight 
COVID-19. The MSCI U.S. Real Estate Index, another traditional portfolio stabilizer, cratered -27.2%.1  As malls, 
restaurants, offices, stadiums, theme parks and… well, most every building other than your house sit empty around America, 
investors speculate if the value of commercial real estate is forever impaired. In this haze of instability, veteran investors 
found comparisons aplenty to both the worst price dislocations of the 2008 financial crisis coupled with raw fear akin to 
shell-shocked post-September 11, 2001 markets. It was a 
long month, indeed.

We began April awash in seas of doubt and debt. With 
the passing of the $2.2 trillion CARES Act, congress 
injected about 10.3%1 of 2020’s projected entire gross 
domestic product into the economy, hoping to aid 
smaller businesses and the most vulnerable consumers. 
‘CARES 2’ is already under debate in Washington. The 
Federal Reserve continued to fire its “cash howitzer” at 
the economic effects of the coronavirus. Chairman Jay 
Powell slashed the rates banks can borrow at to near 0% 
and has launched incremental corporate, treasury and 
municipal bonds purchase programs that amount to an 
additional $2.3 trillion as of this writing. It is an all-out, 
“by any means necessary approach” to strengthen our 
embattled economy.

Economists are frantically attempting to predict the 
future by modeling the impacts of a deep, but yet 
unknown change in U.S. employment and consumer 
psychology.  Predicting the economic dimensions 
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of an unprecedented recession, coupled with behavioral changes due to COVID-19 is a guessing game no one will win. In 
normal times, we have reasonable information about the historical probabilities of certain things - whether unemployment 
rates, recessions, or bear markets - to quantify future risks. Today we are struggling more with what the late economist 
Frank Knight defined as uncertainty: when we don’t know enough about the underlying nature of our circumstances to 
meaningfully measure risk. It’s been described as calculating the odds of rolling a seven without knowing whether the die 
is fair or how many sides it even has.

Yet peak despair and indiscriminate selling may have already passed. Most panicky investors and over-leveraged hedge 
fund bail artists have been rudely routed to the sidelines. Now, a well-greased market with low rates, Fed driven liquidity, 
and powerful government fiscal policy behind it may continue to move much faster toward recovery than the faint of heart 
can possibly anticipate. The 10-year U.S. Treasury Bond yield (once the definition of risk-free return) closed at 0.73% as of 
this writing.1 With U.S. debt now headed to levels near post-World War II, investors should recognize the possibility such 
assets may now represent little more than return-free risk. Facing a 24-hour cycle of negative news, and dire economic 
predictions (i.e. Goldman Sachs recently estimated 2nd quarter GDP could shrink at an annualized rate of 24%) investors 
should cling to this reality: the market already knows that scary fact. In the face of continued uncertainty, we reiterate 
robust caution against abrupt timing decisions if extreme downside volatility and panic regrip financial markets. In short, be 
ready for anything.  

Current Portfolio Stance & Adjustments

NLFP Core Model Portfolios completed Q1 with results ranging from -7.7% to -22.4%. In the heat of stressed equity 
market trading on March 9th (the same day the 10-year Treasury yield hit its current all-time low of 0.57%)1 models were 
rebalanced with tweaks to portfolio composition. 

Bond components of all varieties were reduced across our models - in most cases at prices within 1-2% of all-time highs. In 
Core Models holding 50% or less stock exposure we also allowed at least 1% of portfolio values from bond sales to reside in 
cash. This allows clients who are likely to take or need distributions from more conservative models the added liquidity and 
time for portfolios to heal. On the equity side of most models, proceeds largely went into relatively battered holdings 
Vanguard Value Index (VTV) and Vanguard Small-Cap Value Index (VBR). While both holdings rank in the top 30th 
percentile of their peer group year-to-date, value style companies in general have lagged their growth peers over the last 
several years of late-cycle economic growth. However, in bear markets as well as early and mid-stage economic recoveries, 
value stocks have historically shined. They often have healthier balance sheets and much stronger dividends than trendier 
growth peers. Yielding 3.50% and 3.31% respectively, both of these broadly diversified holdings now pay close to 500% of 
the yield on the 10-Year U.S. Treasury Bond. That math, despite the uncertainty around future dividends under current 
economic conditions, we believe, remains extremely attractive. 

As an investor, the safest way to immunize against the extreme uncertainty we’re experiencing is to sustain both your 
discipline and your cash reserves. These are the essential tools that successful investment plans require. Know thyself… 
especially thy risk tolerance. Recall, too, you have a powerful and loyal ally on your side that has already undertaken this 
work with you: your NorthLanding Advisor. We’re here for you now more than ever to reinforce and capitalize on the 
strengths of your personal economic situation. We remain mindful of client anxieties and monitor portfolio allocations 
continuously. Amidst this significant instability, additional rebalancing and positioning opportunities may well emerge. 
What certainly already has is our thanks for your loyalty, friendship and to be able to serve you in these times.

NorthLanding Financial Partners, Investment Direction Committee

1. Investment index and NLFP portfolio performance data through 3/31/2020 is provided by Morningstar and believed to be accurate as of the date of this publication,
gross of any advisory fees. Other sources include the Wall St. Journal, FactSet Research, Refinitive IFR and the NBER. All investment strategies including 
diversified asset allocation have risk. Past performance of our investment approach, and component holdings does not guarantee future results. Advisory services
are offered through NorthLanding Financial Partners, LLC, ("NLFP") Registered Investment Advisor. While all data is believed to be from reliable sources,
accuracy and completeness are not guaranteed.
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