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Many of you have asked me what the coronavirus means for the VIC portfolio and my answer has always been the 
same: economic recession. While we hold tight, brace for some persistent volatility and we figure out the magnitude 
of the consequences of these unprecedented events, anxiety may grow rapidly as we deal with the unknown.

In a world with so many brand-new events like pandemic, negative interest rates, crypto currencies, fake meats, 
lockdowns, negative oil prices (WTI), gigantic government deficits and social distancing, is it still worth investing? Is 
the risk taken today going to be properly rewarded tomorrow in financial terms?

If all of the unprecedented events we are experiencing, the unknown and the anxiety can simply lead to and be defined 
in two words as economic recession, then let’s try to understand what recession and its potential consequences 
are: the National Bureau of Economic Research (NBER) defines recession as two consecutive quarters of negative 
economic output or GDP growth.

Now, if contractions (recessions) start at the peak of a business cycle and end at the trough as per NBER, let us peek 
at history (see page 3):

Past performance is not a guarantee or indicator of future results. Please see page 8 for a full disclosure.
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Source: National Bureau of Economic Research, http://www.nber.org/cycles/cyclesmain

The determination that the last expansion began in June 2009 was a decision of the Business Cycle Dating Committee of the National Bureau of Economic Research. The NBER does 
not define a recession in terms of two consecutive quarters of decline in real GDP. Rather, a recession is a significant decline in economic activity spread across the economy, lasting 
more than a few months, normally visible in real GDP, real income, employment, industrial production, and wholesale-retail sales. For more information, see the latest announcement 
from the NBER’s Business Cycle Dating Committee.

Past performance is not a guarantee or indicator of future results. Please see page 8 for a full disclosure.
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In all of these cycles we have seen the same variables heading in the same directions no matters what cause, shock 
or event triggered the recession:

I. Rising unemployment

II. Declining activity

III. Contracting profits

IV. Monetary easing

Are we currently in recession? 

We entered 2020 with no real red flag for the US economy, excluding a brief yield curve inversion in August 2019. 
Then the outbreak of the coronavirus altered completely the view and the likelihood of a recession has risen sharply 
so far in 2020:

 Sources: Board of Governors of the Federal Reserve; National Bureau of Economic Research; authors’ calculations 
Notes: Parameters estimated using data from January 1959 to December 2009; recession probabilities predicted using data through July 2019. The parameter estimates are 

α= -0.5333, β= -0.6330. The shaded areas indicate periods designated as recessions by the National Bureau of Economic Research.

Nowadays we are starting to collect data and evidence about the recession we are entering especially in regard to 
massive unemployment, economic output disruption and skyrocketing credit spreads. While it’s very difficult to make 
any prediction about the severity of this slowdown, historical data (NBER) shows us that in the past 65 years the US 
economy has been in recession for less than 15% of the available months whereas the average recession shrank GDP 
by less than 2%.

Past performance is not a guarantee or indicator of future results. Please see page 8 for a full disclosure.
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Past performance is not a guarantee or indicator of future results. Please see page 8 for a full disclosure.

Notwithstanding the ugly scenarios, this still looks like a recession and the meager but consistent good news is that 
recessions do not last very long. In the 10 cycles from 1950 recessions have ranged from 8 to 18 months with an 
average of 11 months. In addition, the net economic impact of recessions as measured above do not compare ex 
post with the power of the following expansions. In fact, the average economic expansion has increased output by 
25%.1

International Monetary Fund, World Economic Outlook Database, April 2020
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The International Monetary Fund estimates that a cumulative output loss from the pandemic over 2020 and 2021 
could reach 9 Trillion USD2. That means that comparatively speaking the pandemic could cause more severe 
economic damages than the global financial crisis:
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Historical data shows us that after initial poor performance, equity returns could potentially be positive during a 
contraction mainly due to the nature of the equity market being a leading indicator of future expansion, and certainly 
we have seen some of the strongest rallies happening throughout the late stage of a recession.

In this sense, recessions are a natural part of the business cycle and may present opportunities for improved future 
financial returns; many companies remain profitable during the recession and dividends continue to offer steadier 
returns. The VIC portfolio is well positioned to take advantage of the current economic cycle as it continues to focus 
on balance sheet strength, consistent operating cash flows and global footprint. 

As always thank you for your continued trust and please do not hesitate to contact me with any question or concern.

I hope you and your family continue to stay healthy and safe.

Massimo Paone, MBA, AWMA® 
Portfolio Manager 
Regal Financial Group, LLC

Massimo Paone, MBA, AWMA®  |  646.704.2942  |  mpaone@regalfin.com  |  regalfin.com
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Source: U.S. Bureau of Economic Analysis, May 2020 Real Gross Domestic ProductU.S. Economic Recessions
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1Capital Group & National Bureau of Research, February 2020 
2 International Monetary Fund, World Economic Outlook, April 2020

US business Cycle Expansions and Contractions:

National Bureau of Economic Research, Inc. 
1050 Massachusetts Avenue 
Cambridge MA 02138 
USA 
617-868-3900

This is not a recommendation to buy or sell any security. There is no guarantee that these securities will be in any one client’s account. It should not be assumed that these 
securities were profitable or will perform similarly in the future. 

This document is being furnished on a confidential basis and is for the use of its intended recipient only. No portion of this document may be copied, reproduced, republished, 
or distributed in any way without the express written consent of Regal Financial Group.

This document, including the views and opinions contained herein, is being provided for informational purposes only, and it should not be relied upon in making any 
investment decision. This document does not constitute investment, tax, accounting, or legal advice, nor does it constitute a recommendation or offer to buy or sell any 
security or financial product. To the extent that the recipient has any questions regarding the applicability of any information discussed herein to their specific portfolio or 
situation, the recipient should consult with the investment, tax, accounting, and/or legal professional of their choosing.  

The Value and Income Creation Strategy may not be suitable for all investors, and there is no guarantee or assurance that the strategy will achieve its objectives.

The only legally binding terms of an investment product, including risk considerations, objectives, fees, and expenses, would be set forth in an applicable advisory agreement, 
which should be read carefully before investing. 

Past performance is not a guarantee or indicator of future results. Further, individual investor performance may vary due to market conditions, differing fee structures, 
timing of additions and redemptions/withdrawals, ability to invest in new issues, account restrictions, etc.  

All investments involve risk, including possible loss of all, or a substantial portion of, the principal amount invested. Specific risk factors associated with The Value and 
Income Creation Strategy include, but are not limited to, market risk, liquidity risk, credit risk, inflation risk, interest rate risk, etc.

Certain information contained in this document constitutes “forward-looking statements,” which can be identified by the use of forward-looking terminology such as “may,” 
“will,” “should,” “expect,” “anticipate,” “project,” “estimate,” “intend,” “continue,” or “believe,” or the negatives thereof or other variations thereon or comparable terminology.  
Due to various risks and uncertainties, actual events or results may differ materially from those reflected or contemplated in such forward-looking statements.  Nothing 
contained in this document should be relied upon as a guarantee, promise, assurance, or representation as to the future.

Except where indicated otherwise, all information contained herein is based on matters as they exist as of 3/31/2020, not as of the date of distribution or any future date, 
and is subject to change without notice.  

Securities offered through Regulus, LLC. Member FINRA/SIPC. Investment advisory services offered through Regal Investment Advisors, LLC, a SEC Registered Investment 
Advisor. Regal Financial Group, Regal Investment Advisors, and Regulus, LLC are affiliated entities. Registration with the SEC does not imply any level of skill or training.


