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close di alog 
U.S. stock markets surged on Friday after data showed the economy added an 
unexpected 2.5 million jobs in the month of May. 
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MARKET PERSPECTIVES 

As of June 10th, the S&P 500 index is down about 2% for the year, after being down 
as much as 30% a few months ago. The 30-stock Dow is about 7% from breakeven 
for the year. Meanwhile, the technology-heavy Nasdaq index hit a new record high 
this week, making it the first of the major averages to make back all its losses from 
the coronavirus downturn.  

The moves both up and down so far this year have been shocking, and of course 
unprecedented. We’ve had the fastest drop into bear market territory, as well as 
the fastest recovery out of bear market territory. The unrelenting velocity of the 
sell-off has been matched by one of the sharpest rallies in history. Both have been 
hard to imagine.  
 
It took just 16 trading days for the S&P 500 index to fall more than 20% from the 
market high in February. It was the fastest 20% drop on record. To put that into 
perspective, during the financial crisis it took just under 200 trading days for it to 
officially enter bear market status with a 20% drop.  

Since the Great Depression era, the S&P 500 index has averaged 84 days to get a 
recovery of +20% from a downturn. From the market bottom in March this year it 
took just 16 days to rally back 20%. That rally was very similar to the sudden 
recovery that happened in early 2009 when the market snapped back more than 
20% in just 14 trading days. The bear market of 2008-2009 had a few different 
sudden rallies of over 20%.  

Obviously, the extreme volatility and swings to both sides has made it very difficult 
to weigh risk and reward. While the U.S. economy is showing signs of life as 
businesses reopen and job growth rebounds, the gap between the real economy 
and the stock market remains unusually wide. Ordinarily, to keep stock prices up 
with multiples above 20x forward earnings, investors will need to continue to see 
strong economic numbers and corporate earnings dramatically higher. You could 
also make the argument that with interest rates remaining at historic lows, you can 
justify higher earnings multiples. Eventually though, corporate earnings will matter. 

According to Nick Raich, who tracks corporate earnings for Earnings Scout 
Newsletter: “We need to see things get less bad. The market believes earnings cuts 
are going to slow, and the worst of the cuts happened in March and April. We need 
to see that, and we need to see slow improvement in the estimates.” For now, he 
said the most important thing is to “stop the bleeding.”     
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Meanwhile, the unemployment rate at 13.3% remains at its highest level in the 
post-World War II era. Even with the welcome 2.5 million improvement in May, the 
unemployment rate of all groups is still higher than the highest level the overall 
unemployment rate hit at the height of the Great Recession, when it reached 
10.0% in 2009, according to the Economic Policy Institute. In order for the market 
to sustain itself and justify its rapid advance, the employment numbers will need to 
continue to improve with people getting back to work. 
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Corona Virus Update (Source: Financial Times through June 6) 
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According to the Financial Times, daily death tolls now stand at a range of 800-900 

in the US and has been trending down. The total deaths for the season are at 

112,000 with a confirmed total of cases nearing 2 million. COVID-19 killed more 

Americans in the first three weeks of April than the entire 2019 flu season. For 

comparison, the flu infected an estimated 35.5 million people in the US and killed 

34,200 during the entire 2018-2019 season, according to CDC records.  

What does this mean for the economic recovery? 

It is risky to encourage most of the population to resume normal activity when 

close to 1000 Americans are still dying daily from the disease. But the economy is 

also very sick, and the economic health of the country has to be considered as well. 

In the absence of an imminent cure, some prudent risks will have to be taken to 

reopen the economy. The push to return to the workplace can end up keeping the 

daily death toll in a prolonged sideways movement or possibly shift it higher.  

A slow and highly calibrated approach that gradually builds on the success of each 

step can prove more productive and durable but in reality, it fails to be workable. If 

the US daily death toll begins to dip faster than other countries with high mortality 

tolls, that would be a sign of the US finding an approach that is “good enough.” But 

at this time, with massive protests taking to the streets and civil unrest fomenting 

the road to economic recovery is paved with very serious challenges.  

Social unrest creates credit risks for cities and states  

CNBC reports that the municipal and state bond rating company Moody’s said social 

unrest is a source of credit risk for cities and states, with governments already 

facing weak economies and austerity because of the coronavirus. Moody’s further 

notes that the unrest comes just as economies are starting to reopen. The 

immediate credit effects of the unrest are an increase in public safety spending and 

further loss of tax revenue caused by disruptions in economic activity and the 

destruction of property.  
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Moody’s said longer-term credit risks depend on whether unrest becomes a 

recurring problem or whether governments take steps to find policy solutions to 

underlying social-economic trends. It is laudable that numerous corporations are 

coming forward with pledges of millions of dollars in financial resources to help their 

cities and others foster those solutions in a peaceful way.      

Biotech firms to the Rescue 

With several unknowns and lots of uncertainty, a quick economic recovery remains 

challenging and questionable. The Coronavirus must be managed first and 

foremost.  

Biotech firms are among the few industry groups that are leading the battle to 

overcome the pandemic. Notably, the industry is also leading the market recovery. 

The Nasdaq Biotechnology Index (IBB) has made new 52-week highs since last 

week and the S&P Healthcare Index (XLV) is just slightly below its all-time high. 

The dire effects of the situation seem to have been blunted by the unparalleled 

amount of fiscal stimulus that has been provided by Congress and the gushing 

credit from the Federal Reserve liquidity hydrant. 

The stock market is forward-looking, and it now comes down to the effectiveness of 

the reopening effort to presage a recovery. Investors seem to be expressing 

confidence in a speedy economic recovery at a time when there is not yet any 

evidence from a single successful reopening in the US.  



                          PROACTIVE CAPITAL MANAGEMENT, INC 

The Situation Report         June 11, 2020      7 
 

 

Vaccines are the eventual and ultimate defense. 

However, vaccines require time and it is hoped they will be broadly available in the 

second half of 2021. In the meantime, for the world starved of good news on 

COVID-19, new drug treatments are the quickest remedy. Anti-viral treatments 

that can help patients recover and survive will have a direct impact by lowering the 

daily death tolls. This in turn, will boost public confidence allowing for more rapid 

steps towards economic recovery in what could be a 2-year journey back to the 

Q4:2019 GDP level of $22 trillion. 

According to industry research firm Pharma Intelligence, there are over 140 

vaccines and drug treatments being developed worldwide just for COVID-19, with 

11 of them already in clinical trials. There are another 115 ongoing clinical trials for 

drugs and vaccines already approved for other diseases and conditions. 

Most of the efforts are at the early stages, and many will fail. But it is an incredible 

undertaking for the global biopharma industry to focus on coronavirus, unleashing 

substantial scientific and financial resources, and rapidly moving in cooperation with 

regulatory agencies to find a cure. 
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Keep in mind that traditional clinical timelines have been compressed where they 

can, which will result in faster clinical timelines than are typical of the normal drug 

and vaccine development processes. The industry and the FDA are on a pandemic 

timeline where perfection is the enemy of “good enough.” 

According to International Vaccine Institute Director-General Jerome Kim;  "We 

don't know that a vaccine that's developed in four months — or I guess 12 to 18 

months, which is the current estimate — is really safe," Kim told CNBC, reported 

Thursday. According to Kim, it takes anywhere between five to 10 years to roll out 

vaccines using typical procedures. 

There are many companies focused on developing a preventive COVID-19 vaccine 

and multiple studies of new vaccines as well as existing ones underway. The 

breadth of effort is critical since the clinical failure rate for vaccines is 

astronomically high, estimated at 91% by the International Vaccine Institute. With 

the long development process and low success rate, we can only hope a vaccine is 

broadly available sometime soon. 

Drug Treatments 

Antivirals work by arresting the spread of the viral infection in the cells and 

preventing it from replicating. In a race against time with the cost being measured 

in hundreds of lives lost daily and unparalleled global economic devastation, anti-

viral treatments are the only possible elixir for the economy this year. Most likely 

such treatments will begin to emerge in the second half of 2020. 

The Market Outlook and Our Response 

The reopening and recovery will not be a linear and smooth process at all, in our 

opinion. The daily death toll will continue to hobble recovery efforts and must 

continually come down to support the argument for a quicker economic recovery.  

The market is looking for an imminent solution from the biotech firms. That’s good 

for the healthcare sector but the overall market at this particular time remains 

perilous and caution is advisable.  



                          PROACTIVE CAPITAL MANAGEMENT, INC 

The Situation Report         June 11, 2020      9 
 

A “silver bullet” virus treatment will ultimately boost confidence and improve the 

pace of what promises to be a non-linear recovery. While some sectors may be 

returning in months, back to the Q4, 2019 level others may take years. Along the 

way however, the market will present opportunities for bargain hunting and 

preparation now for sustained portfolio growth during the next economic growth 

cycle.  Not all sectors will be losers to the economy and there is still money to be 

made by careful selection.  

With that being said, we have continued to add to our market exposure since April. 

We remain with higher allocations to the Technology and Healthcare sectors as 

those fared better during the downturn and have been the leaders of the market 

rally. We have also begun to nibble at sectors like Financials and Industrials that 

were beaten down hard and have had a slower recovery but are starting to show 

signs of life. While we remain cautious and believe the market has gotten too far 

ahead of itself, we also can’t ignore the momentum it has and the rush of buyers 

that continue to push it higher. We believe there has been enough of a bullish case 

recently to continue adding equity risk on a short-term basis. However, corporate 

earnings and the fundamental backdrop will matter at some point. 

Summary:  

o In retrospect, it was fear of the virus and its aftermath that brought on the 
panic selling and unbelievable amounts of government support/intervention that 
has spurred the recovery. 
 

o The stock market is recovering from its pandemic lows, but there are still plenty 
of challenges to overcome, including declining earnings. 
 

o With massive protests taking to the streets and civil unrest fomenting, the road 
to economic recovery is paved with serious short-term challenges. 
 

o Bringing the Coronavirus under control is the key to eventually bringing the 
economy under control. 

 
o Investors will eventually need more evidence that the economy is improving. 

 
o Remember:” Keep the losses small.”   
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DISCLOSURE:  

ProActive Capital Management, Inc. (PCM”) is registered with the Kansas Securities 
Commission. Such registration does not imply a certain level of skill or training.  

The information or position herein may change from time to time without notice, and PCM 
has no obligation to update this material. The information herein has been provided for 
illustrative and informational purposes only and is not intended to serve as investment 
advice or as a recommendation for the purchase or sale of any security. The information 
herein is not specific to any individual's personal circumstances.  

PCM does not provide tax or legal advice. To the extent that any material herein concerns 
tax or legal matters, such information is not intended to be solely relied upon nor used for 
the purpose of making tax and/or legal decisions without first seeking independent advice 
from a tax and/or legal professional.  

All investments involve risk, including loss of principal invested. Past performance does not 
guarantee future performance. This commentary is prepared only for clients whose accounts 
are managed by our tactical management team at PCM. No strategy can guarantee a profit.  
All investment strategies involve risk, including the risk of principal loss.   

This commentary is designed to enhance our lines of communication and to provide you 
with timely, interesting, and thought-provoking information.  You are invited and 
encouraged to respond with any questions or concerns you may have about your 
investments or just to keep us informed if your goals and objectives change.   

 


