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April 22, 2020 

Greetings from my secure alternate location!  I hope this letter finds you healthy and safe. 

A lot has changed in three months since my last letter.  Last time I discussed hot topics that presented 

risks to stock markets – Impeachment, Iranian Hostilities, Hong Kong protests, Brexit, China trade war – 

all of which are more or less forgotten now.  If I would have written that letter a couple weeks later, I 

would have included the only thing that seems to get news coverage.  I also discussed whether a 

recession might be coming.  All of that now feels like a lifetime ago and a world away.  In fact, I do 

believe that we are in a different world. 

This letter will be a little different than previous ones.  I will still include the same elements, with clear 

headings so you can find what parts you want to read.  Due to everything going on in the world, the 

Valuation and Economic Update section is a little longer, with more charts to graphically show where we 

are.  For the second letter in a row I am discussing major legislation for the Educational Spotlight, but 

this time it will be only a part of that section, with the balance being a discussion of the pandemic and 

my thoughts on what to expect going forward.  As always, I am happy to discuss this and to read articles 

you found interesting. 

 

Economic and Valuation Update 

 The economy today is dramatically different than it was six weeks ago.  Following are a few 

charts from https://www.advisorperspectives.com/dshort to graphically express what has happened.  If 

a picture is worth a thousand words, this saves me quite a few pages of writing. 

The unemployment claims chart is striking because the scale had to be changed in the last three 

weeks from what it had been over the last fifty years to fit the latest datapoints.  This is what is meant 

by the expression “off the charts.”  This chart is for initial claims filed, and the last three weeks have 

each been roughly ten times the worst week previously over multiple decades. 

 

https://www.advisorperspectives.com/dshort


 
Source: Advisor Perspectives, used with permission 

 

Leading economic indicators predict the economy.  The severity of this sudden drop in this index is 

unique in the last fifty years. 

 
Source: Advisor Perspectives, used with permission 

https://www.advisorperspectives.com/images/content_image/data/2a/2ac61287c91ccca75f31c6be3a2d50a5.png
https://www.advisorperspectives.com/images/content_image/data/9a/9a35862577f8f1ece504050f1950d888.png


Consumer confidence has taken a big hit, and I expect it to continue to decline as layoffs continue. 

 
Source: Advisor Perspectives, used with permission 

The blue line is a moving average, so it is not as affected by the latest reading.  The last red dot 

is March, and is worse than any month during the Great Financial Crisis. 

 

 
Source: Advisor Perspectives, used with permission 

https://www.advisorperspectives.com/images/content_image/data/9e/9e268d1a429d4e1f2d58b810fa3e7932.png
https://www.advisorperspectives.com/images/content_image/data/93/939ff6f779540cedcbcfe069c5999063.png


 

It comes as no surprise that unemployment, economic leading indicators, consumer sentiment 

and manufacturing are all terrible, but seeing this graphically is helpful.  The data should continue to 

deteriorate as more activity is restricted and more people lose their jobs or take pay cuts.  In my last 

newsletter I noted that buying at the apex of the economy is not good, as things will only get worse, and 

valuation gets overly optimistic.  Shouldn’t the converse be true?  Shouldn’t we aggressively buy when 

things look their worst?  Absolutely.  Warren Buffett famously says, e wants to “be fearful when others 

are greedy and greedy when others are fearful.”  With stocks having fallen from their lofty levels, it is 

appropriate to consider whether now might be a good time to buy. 

Reference point is very important.  Does a 33% decline in stock prices make them cheap?  What 

if prices moved up 362% first?1  The peak to trough drop in the S&P 500 brought the eleven-year 

compounded annual return (from prior trough) down from 14.9% to 10.4%, which, in an environment of 

very low inflation, is still an excellent return.  Looking at historical price trends can offer some clues at 

where a fair market valuation might be, but simply a price change over an arbitrary time is not 

particularly informative, as the starting point might have been extreme.  Advisor Perspectives publishes 

some great charts.  One of my favorites is the long-term trend of the S&P 500, adjusted for inflation, 

from 1870 to present.  The index can stay above or below the trend for long periods of time.  Currently it 

has been above trend for most of the last twenty years.  It will occasionally drop to well below trend.  

Even after the recent drop in price, the index is still at an 86% premium to its trend, as of 3/31.  Jill 

Mislinski, who publishes the chart, notes that the trend is 1427.2  At 2875 as of 4/17, the index is almost 

exactly double its trend, meaning it would need a 50% drop from here to be at its trend value.  (I am not 

predicting that, just repeating an observation.)   

 
Source: Advisor Perspectives, used with permission 

 
1 Stock prices and returns, unless otherwise noted are based on the S&P 500, a market capitalization-weighted 
index of the 500 largest US corporations.  Data is sourced from Yahoo! Finance.  Calculations are my own. 
2 (Mislinski, Regression to Trend Another Look at Long Term Market Performance, 2020) 

https://www.advisorperspectives.com/images/content_image/data/6e/6e5336fba1ed2072a1982a8078e5c7e8.png


 

Other valuation metrics still show a large premium to their historical averages, though less so than in 

recent years. 

 
Source: Advisor Perspectives, used with permission 

 

The most common valuation metrics are price/earnings, which divides the market index by 

annual earnings, either trailing or projected forward.  These tell how much it cost to buy $1 of earnings.  

As of 4/1, this ratio was 18.7 (source: www.multpl.com) which is a 4% discount to its 50 year average.  

Given the economic disruptions and the uncertainty in the world, it makes sense that stocks should 

trade at a discount to the average trailing earnings multiple.  I don’t believe forward earnings multiples 

are usable at this point, as we have no idea what earnings over the next year will be, nor will they be 

representative of the ongoing earnings power of the companies.  Since many people use this as their 

preferred metric, it is worth considering that estimates should be coming down as analysts update their 

models.  This moving target should drive stock prices lower. 

 The charts from Advisor Perspectives give a great long-term perspective.  There is a good 

argument to be made that the world is different enough from a few generations ago that investors 

should be willing to accept a lower return, and thus pay a higher multiple (two sides of the same 

equation.)  Using a shorter time-frame makes current valuations look less egregious.  I calculate that as 

of April 1, stocks were at a 1% discount to their average Cyclically Adjusted Price/Earnings Ratio3 (ten-

year P/E) over the last twenty years and a 27% premium to the fifty-year average.  Price/Sales is at an 

18% premium to its average since the end of 2000.  These numbers are much more reasonable, but do 

not argue that stocks are currently bargain-priced, especially given the last twenty years has had two 

(and maybe now three) market bubbles and the challenges now facing the economy. 

 
3 Valuation ratios are from www.multpl.com and long-term average calculations are my own. 

http://www.multpl.com/
http://www.multpl.com/
https://www.advisorperspectives.com/images/content_image/data/d6/d6cf2979aa962510861021ed927dfa38.png


Personal Update 

 Nour and I welcomed the new year with great optimism, as we welcome every year.  We had a 

busy travel schedule planned, as well as some home improvement and organization projects.  Sadly, 

Nour’s grandfather died in late January, so she made a last-minute trip to Lebanon and I became a 

bachelor for three weeks.  After her trip she flew to Orlando, where I had just attended a conference, 

and we spent a day at The Holy Land Experience (I highly recommend it) where we saw dramatic 

presentations of the life of Jesus, as well as a “Scriptorium” that had many ancient biblical artifacts.  We 

drove to Georgia to visit my friends there.  On the way, I found a Sonny’s Barbeque and introduced Nour 

to one of my favorite restaurants.  She loved it.  Our visit to Georgia was a wonderful time.  I lived there 

from 1997-2003 and developed many deep relationships.  My last time there was right after I met Nour, 

so it was a joy to show off my “new” bride.  We had planned to go to Philadelphia and New York in 

March, but that got nixed by the COVID-19 pandemic.  We are thankful to have a comfortable home and 

everything we need, and that I have a job where I can easily work from home. 

 

Business Update 

 We are very excited about the relaunch of our website: www.rothmaninvest.com.  I want to call 

out the great job done by Hannah in leading this project, as well as our developer, Nikkole Martin.  The 

culmination of this months-long project is a much more user-friendly and easy to read site, which has 

even more relevant information.  As all websites are works in progress, we ask that you let us know how 

you think it could be improved.  Check in regularly for new content. 

 In January, I applied to join the Zoe Financial Advisor Network, and after working through their 

criteria and multiple interviews, I was accepted.  Zoe is an outsourced solicitor that exists to help people 

in need of financial advice find high quality, fee-only, fiduciary financial advisors.  Zoe claims that only 

5% of advisors qualify to join its network.  I am honored to be a part of the network.  Joining the Zoe 

Network should help Rothman Investment Management get found by more people so I can help others 

prepare for their future by building, protecting and focusing their wealth.  Currently, I believe I have 

capacity to take on an additional 2-3 clients per month. 

 In February I attended the Kingdom Advisors conference in Orlando, FL.  Kingdom Advisors is a 

network of Christian Financial Advisors and other financial professionals.  This was my first such 

conference, and it was like nothing else I have ever been to.  There were 1,600 Kingdom Advisor 

members attending and several well-known speakers.  The talks were inspirational, and the breakout 

sessions were quite helpful.  Like any conference, it is a challenge to put to work everything learned, but 

I have good notes and some good tools.  I left refreshed and inspired.   

 March also saw a County-wide stay at home order, followed by a Statewide order the following 

day.  Our office is temporarily closed, and I am happy to report that Hannah and I are having no issues 

working remotely.  Fortunately, we had planned for an event which would make our office inaccessible, 

so we were quite ready for this. 

http://www.rothmaninvest.com/
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Personal Improvement 

This quarter I have continued to focus on efficiency.  I am trying to be strict about my time 

blocks, not allowing myself to check email until the 25 minutes are up, and trying to focus on not being 

distracted.  I am being a little more reasonable in planning my day (it’s a work in progress.)  I read “Deep 

Work” by Cal Newport.  One suggestion I am working on is taking my daily to-do list a step further and 

putting all of the tasks into 30-minute blocks.  This takes a little time to set up, but it helps in multiple 

ways.  First, it shows me upfront how reasonable my plan is and allows me to adjust accordingly.  

Second, it makes transitions smoother as I don’t have to think about what to do next every time I finish 

a task.  Third, it is extra accountability, which I find very helpful.  Fourth, it helps to strike a good balance 

each day between “deep” work and “shallow” work.  See the book review for more information.  I am 

happy to report that while I have a long way to go, I have seen a big improvement in my focus. 

 

Educational Spotlight – COVID-19, Response and Outlook 

 One of my favorite authors is Michael Crichton, who is most famous for writing Jurassic Park and 

the hit TV series ER.  He enjoyed contemplating what could go terribly wrong and writing about it.  One 

of his first books was The Andromeda Strain, about a bacterium that came from space and multiplied 

rapidly, killing almost everyone it infected.  It was harrowing.  I have read about the Black Death, which 



killed an estimated 75-200 million people, including perhaps 60% of the population of Europe.4  While 

Crichton’s novel was purely fictional, the Black Death was very real and transformed a large part of the 

world, devastating the population.  Those were both bacterial.  There have been plenty of real-life virus 

epidemics, even in the last few decades - Avian Flu, Swine Flu, H1N1, SARS, Ebola, etc.    Now we are 

dealing with COVID-19, which is probably the most widespread and deadly pandemic since the Spanish 

Flu of about one hundred years ago.  As powerful as we humans often think we are, we can be brought 

low by microscopic organisms, and have good reason to fear. 

 As of this writing, about 2.5 million people in the word have tested positive for the novel 

coronavirus, and 170,000 people have died.  The hardest hit countries (Spain, Belgium and Switzerland) 

have officially found 0.32%-0.42% of their populations infected.5  New York state is significantly higher at 

1.3%.  In the whole US, 99.8% of the population has not tested positive for the illness.  The actual 

infection rate is likely significantly higher as people who are asymptomatic or have mild symptoms may 

not have been tested.  The virus is certainly deadly.  In the US, 5.4% of confirmed cases have resulted in 

death, and 3% of active cases are in critical condition, so it is likely some of these will die.  The virus 

seems to cluster in hot spots, and higher contagion rates also lead to a higher proportion ending in 

death, with New York at 7.5% of cases, and the US outside of New York and New Jersey averaging 4.2%.  

For perspective, 0.096% of the residents in New York State have died from COVID-19 (and often other 

co-morbidities as well).  For the US as a whole, 0.013% of the population has perished, or 128 people per 

million.6  If average life expectancy is about eighty years, we would expect about 1.25% of the 

population to die each year from all causes, or about 100 times as many as have died from the 

pandemic.  I have seen credible theories that a couple of countries could be grossly under-reporting the 

severity of the crisis, so actual worldwide numbers could be a bit higher.   

Swine flu of 2009-’10 killed an estimated 151,700-575,400 people worldwide.  The US flu season 

of 2017-2018 killed 60,000-80,000 in the US alone.  The Spanish Flu killed an estimated 17-100 million 

people worldwide from 1918-1920, when the world population was only about 1.6 billion.7   

This is a serious health crisis, and must be dealt with as such.  The human suffering caused by 

the sickness and death brought on by this virus is tragic.  We must take vigilant action to contain the 

spread of the virus.  We should also maintain perspective.  This is not the only disease afflicting 

humanity, nor is it the worst.  The American Cancer Society reports 606,880 cancer deaths in 20198, or 

about 13.5 times as many people as have died of COVID-19 so far.  It is important to continue care for all 

the sick, and to be aware of all of our risks.  Our chances of dying (based on past observation) are 100%.  

Our chances of dying from COVID-19 are very low individually, though this still amounts to tens of 

thousands of people across the US.  The 99.99% of us who are still alive should be thankful that we still 

enjoy the gift of life. 

While the health effects of the virus are bad, the economic effects of the response to the virus 

are much more widespread.  The vast majority of us will not get sick, but we are all isolated from our 

 
4 (wikipedia, 2020) 
5 I am excluding very small countries such as Iceland, Luxembourg and San Marino from this discussion.  Data as of 
4pm, 4/20/20, according to www.worldometers.info  
6 (Worldometer, 2020) 
7 (Wikipedia, 2020) 
8 (American Cancer Society, 2020) 

http://www.worldometers.info/


loved ones and missing out on our regular lives.  Doubtless, other health problems are being caused by 

stress, isolation and denial of basic medical care that does not involve COVID-19.  The economic damage 

will take time to become fully known, but initial readings are dire.  Initial unemployment claims 

shattered all previous records multiple weeks in a row.  (see economic update section) Many businesses 

will not survive.  Business owners, employees, landlords, retirement plan participants and virtually 

anyone with savings invested are hurting.  The economy has nearly stopped. 

Government response to the economic crisis has been swift and large.  At an estimated cost of 

$2.2 Trillion9 (before the additional ~$0.5T to bolster the funds originally allocated) the CARES Act is 

massive and targeted to keep individuals and small businesses whole as much as possible during the 

government ordered shutdowns. 

For Businesses 

For many people, the most important part of the CARES Act is the Payroll Protection Program 

(PPP).  While the PPP is for businesses, its effect is to help individuals by keeping them employed.  It is 

available to employers with 500 or fewer employees, who were in existence on February 15, 2020.  PPP 

loans are given by the Small Business Administration (SBA) but the applications are made through banks.  

The employee count is for total employees, regardless of hours worked.  Applications must be received 

by June 30, 2020.  The maximum loan amount is two and a half times the average payroll over the last 

year, with some exceptions for seasonal organizations.  The maximum is $10 million for any organization 

(or controlled group.)  Payroll includes salaries and wages, employer paid healthcare, retirement, state 

and local taxes and contractors who receive a 1099.  Any compensation above $100,000 to an individual 

employee is not considered.  The loans are backed by the federal government, so there is no risk to the 

banks (as long as they do their paperwork properly.)  There is also no recourse to the individual 

applying, as long as the funds are used according to the purpose stated.  Borrowers must make a good-

faith certification that the funds are necessary due to costs or uncertainty due to COVID-19.  Loan funds 

must be used for payroll, medical or family leave, mortgage interest, interest on other debt incurred 

prior to February 15, 2020, rent or utilities.  The most attractive part of the program is that the loans are 

forgivable.  Forgiveness is based on funds used on eligible purposes in the eight weeks after the loan is 

issued.  Forgiveness is reduced if the workforce is reduced, but if employees are rehired by June 30, this 

is mitigated.  Pay cuts greater than 25% will also reduce the amount forgiven.  If not forgiven, the loans 

carry a maximum interest rate of 4%, have no prepayment penalty, and have payments deferred for at 

least six months.10 

  Businesses have some other help in the Act as well, including the ability to defer payroll tax 

payments, and relaxed Net Operating Loss rules that may allow a tax refund by carrying losses 

backwards.11  Business faced with closure or substantial revenue loss (at least 50%) are able to get a 

refundable tax credit of 50% for up to $10,000 of wages per employee.  Eligibility is on a quarterly basis 

and ends when gross receipts exceed 80% of the same quarter last year.  Businesses that participate in 

the PPP are not eligible,12 so I do not expect as high participation in this program. 

 
9 (National Society of Accountants, 2020) 
10 (Batts Morrison Wales & Lee PA, 2020) 
11 (Levine, 2020) 
12 (Batts Morrison Wales & Lee PA, 2020) 



For Individuals 

  In addition to the PPP, which is to reduce layoffs, the CARES Act has measures to boost 

unemployment benefits, which are state administered.  The Federal Government will increase benefits 

by up to $600/week for up to four months.13  This will be enough to make many people whole during 

their period of unemployment.  It also provides an additional thirteen weeks of benefits after state 

benefits expire and incentivizes states to waive a one week waiting period before benefits begin.  It 

allows self-employed individuals, independent contractors, people still employed part-time and others 

who would not normally qualify for unemployment benefits to participate.14   

Individuals with Adjusted Gross Income (AGI) up to $75,000 ($150,000 for married filing joint) 

will receive a one-time payment of $1,200 ($2,400 for MFJ) plus $500 per dependent child under the age 

of eighteen.  Taxpayers above the threshold will lose $5 of credit for every $100 of income.  The refund 

is based on the latest tax return filed, so it could be 2018 or 2019.15  The purpose of this is to stimulate 

demand, but with the economy virtually shut down, it is doubtful it will have much impact on demand 

for a while at least.   

 Individuals directly impacted by the coronavirus may take an early distribution from qualified 

retirement accounts up to $100,000 without penalty.  The “coronavirus-related distribution” is not 

subject to mandatory tax withholding and can be repaid within three years or have the income 

recognized over three years, starting in 2020.  Similarly, the rules around loans from employer 

sponsored retirement plans are relaxed to allow 100% of vested balance to be borrowed (up from 50%) 

up to $100,000 (up from $50,000.)  Payments may be delayed for up to one year.16 

 Required Minimum Distributions are waived for 2020.  If an RMD has been taken in the last sixty 

days and the owner has not done a rollover in the prior 365 days, the funds can be “rolled” back into an 

IRA.17  

 Changes were made to the deductibility of charitable contributions.  A $300 “above the line” 

deduction is allowed regardless of whether one takes the standard deduction.  Also, the cash 

contribution limit for 2020 is raised from 60% to 100% of AGI.18 

Other Aid 

Tax Analyst Jeffrey Levine notes, “the CARES Act provides for $454 billion in emergency lending, 

not only to states and municipalities, but to airlines and other businesses critical to US national security, 

and another $150 billion allocated proportionally to state and local governments to offset amounts used 

to respond to the pandemic.”19 

 

 
13 (National Society of Accountants, 2020) 
14 (National Society of Accountants, 2020) 
15 (Levine, 2020) 
16 (Levine, 2020) 
17 (Levine, 2020) 
18 (Batts Morrison Wales & Lee PA, 2020) 
19 (Levine, 2020) 



In addition to the fiscal help, the Federal Reserve is providing trillions of dollars of liquidity, 

including purchasing corporate bond funds.  This should prevent disorderly markets and give 

corporations continued access to credit. 

The fiscal and monetary stimulus will certainly be very helpful, but we should be careful about 

just assuming that all economic problems have been averted and that the recovery will be nearly 

instant.  Consider the following:  

 The US economy is suffering tremendous damage during the shutdown.  Personal 

Consumption Expenditures is nearly 70% of the GDP. 20 21 March retail sales fell by 8.3% in March.22  

Note that the earliest of the stay at home orders started about halfway through March, and that the 

first half of the month saw significant pre-buying of both perishable and nonperishable goods.  The 

massive layoffs didn’t come until the end of March.  April will likely be significantly worse.  Business 

investment is likely frozen as companies wait for clarity and conserve cash.  Imports and exports should 

be down on both supply chain disruptions and lack of demand from trading partners, which are also 

dealing with the pandemic.  If total spending is down by 20% for two months, about 3% of GDP will be 

lost for the year.  GDP declines during the shutdown periods could be much greater than 20%. Some 

major banks are predicting a 30-40% decline in GDP for the entire second quarter.23  While some 

government officials are starting to talk about reopening the economy, we don’t know when that will 

start and it will likely be done cautiously, in phases.  Two months may be conservative, as it has already 

been over a month.  Note that a 3% GDP decline does not equate to a 3% drop in corporate profits.  

There is a multiplier effect due to fixed costs being incurred regardless of revenue.  A 3% drop in GDP for 

the year, would cause a significant drop in full year corporate earnings.  This is money shareholders will 

never receive.  It is also significant income loss for the people who are laid off, have their pay or hours 

cut, lose commissions, lose bonuses, or lose owners’ income in their own businesses.  And this number 

assumes an immediate and full restart of the economy once the quarantine ends, which I do not believe 

is remotely plausible.  The damage will not be limited just to businesses and employees who work in 

directly affected industries.  The pain is being spread far and wide.  For instance, landlords are being told 

(not asked) by tenants that they will not pay the rent.24  Rent delinquencies will hurt real estate 

investors, but the damage won’t stop there.  Faced with no cash flow, many property owners may have 

to miss mortgage payments, further pressuring banks that are already dealing with business and 

consumer loan defaults.  Even health care workers are being impacted.  Last month 43,000 health-care 

jobs were lost.25  Hospitals and clinics are limiting so called “non-essential” healthcare to keep capacity 

and personal protective equipment for care of COVID patients who may or may not ever materialize.  I 

know from my contacts at multiple hospitals and clinics in California that volume is very low and health 

care providers are losing money due to this crisis. 

There is great uncertainty about starting the economy back up.  Not only is the timing 

uncertain, but we do not know which activities will be reopened at which phases, though the federal 

and state governments are working on guidelines.  Perhaps a bigger question will be consumer 

 
20 (Mislinski, Visualizing GDP: An Inside Look at the Q4 Third Estimate, 2020) 
21 GDP is Gross Domestic Product, the most widely used metric for the size of the whole economy. 
22 (Mislinski, 2020) 
23 (Kostohryz, 2020) 
24 (Thomas, 2020) 
25 (Geraghty, 2020) 



response.  Absent a cure, many people will still be wary, even when the government decides the cost of 

keeping everyone at home exceeds that of further infections.  How long will it be before people feel safe 

going to restaurants and bars?  When will people feel safe to travel?  What about large entertainment 

events like concerts and sporting events?  Many industries will likely struggle for quite some time as 

consumers follow self-imposed constraints.  Each person has his own risk tolerance, and it is a safe 

assumption that it will take some time for activity to get back to normal for businesses that require 

people to be in close proximity to each other.  Analyst John Maudlin believes the monetary response of 

the Federal Reserve will prevent what would have certainly been a deflationary depression, but he still 

sees 20-25% unemployment.26 

 Consumers and businesses will not be in the same position to spend as they previously were.  

While the CARES act will help, it will not fully replace the income of everyone who loses their job.  Many 

more people may not lose their jobs, but still be forced to take a cut in salary or hours.  The CARES Act 

allows up to 25% pay cuts without effect Payment Protection Program loan forgiveness.27  Workers who 

receive a large part of the compensation through tips, commissions or bonuses will probably not be 

helped much by CARES.  Consumers will need to use savings or to borrow to get through this time.  Even 

when they do get back to work, it will take a long time to rebuild their personal balance sheets before 

they can return to their pre-pandemic spending.  I believe this will pressure all non-essential spending.  

Dining, travel and entertainment, which will already be challenged due to lingering health concerns may 

be furthered pressured by consumer thriftiness.  Charitable organizations may see declines in giving.  

Discretionary spending that can wait – home improvement, landscaping, new cars, etc. will probably get 

deferred to some extent.  Gary Gordan put it aptly: “a realist would note that nearly one-third of home 

mortgages are in forbearance. If they are struggling to meet current mortgage requirements, the 

chances are strong that they’re struggling to meet their auto loan issues as well. It's more likely than not 

that millions will default on current auto loans as opposed to qualify for and acquire a shinier 

automobile.”28  Many services will likely see reduced demand as people do things themselves or go 

without for a while.  In general, spending less and saving more is healthy and builds resiliency, but one 

person’s spending cuts is another’s loss of income.  All of this means continued lower earnings by a large 

number of people, who will in turn have to further cut their own spending.  Likewise, businesses will 

likely be more careful with expenditures for a while.  This could hurt hiring and wage levels, expansion 

plans (real estate, furniture, equipment, etc.), advertising and more.  Further, many businesses will 

probably not survive.  The Payroll Protection Program is a very generous government plan to offset the 

cost of employees for a couple months, and there may be more aid coming, but for a lot of businesses 

that were already not doing well, the prospect of indefinitely covering all non-payroll expenses to try to 

hang on long enough to eventually compete in a much weaker economy may not be appealing at all.  

Former head of the US Small Business Administration, Karen Mills said “20%, even 30%, of small 

businesses could fail even in a good scenario.”29 Gary Halbert cites a March Goldman Sachs survey of 

small businesses which showed that 51% reported only 1-3 months of cash reserves, 53% said their 

employees were not able to work from home, and only 13% were confident about their plans during this 

 
26 (Mauldin, 2020) 
27 (Kostohryz, 2020) 
28 (Gordon, 2020) 
29 (Halbert, 2020) 



time.30  In particular, for some restaurants, staying open for takeout only, even without paying staff is 

not worthwhile.   

 The post COVID-19 world could look different.  Some temporary behaviors could become 

permanent.  Famous bond investor, Jeffrey Gundlach comments, “When we go through this stay-at-

home period we start to change our habits. The lessons we learned about commuting, working from 

home and not polluting the air sink in, and we may never go back to where we were, particularly the 

longer it drags on.”31  Nobody really knows what the long-term impact of the temporary isolation will 

be.  I will venture to speculate a little.  Remote work has been technically possible for a while, but has 

been slow to catch on.  Now that we are forced to work remotely, we will see that it is quite practical.  I 

expect some office workers to work from home 1-2 days per week, and some to start working from 

home all the time.  This is negative for big cities, the oil companies, auto (especially electric cars as 

gasoline prices and miles driven should be lower making it harder to justify the upfront cost).  It is also 

negative for restaurants and office space.  It may increase usage of coffee shops as people want to get 

out of their house, but should decrease take out and drive-through coffee sales.  I am amazed when I 

drive to work and pass a Starbucks on the way and see the drive-through line wrapped around the 

building.  Personally, I fail to see why people want to spend significantly more than the cost of a home 

brewed cup of coffee for the inconvenience of waiting in a long line for it.  Perhaps in a move to saving 

money, this habit will be reevaluated.  Business travel will probably be scrutinized more carefully, with 

remote meetings gaining share.  Often, this will be both cheaper and more efficient as all the time spent 

traveling and making travel plans can be saved.  I expect US supply chains to become less efficient and 

more resilient as business focus more on planning for contingencies instead of focusing on a globally 

spread out supply chain that is stretched to minimize inventory cost.  This will hurt profit margins.  

Healthcare will probably get more expensive as the cost of maintaining more emergency equipment is 

absorbed.  Real estate in less expensive yet still desirable areas may benefit as remote workers leave 

crowded, expensive cities, but keep their jobs.  High cost, high tax states like California could suffer, 

while low cost, low tax states like Texas, Tennessee and Florida could benefit.  In total, I expect that we 

will eventually have a more efficient and resilient economy, and that new businesses will be started to 

create things people value.  Getting there could be painful, as shifts in demand will reduce returns on 

some current investments.   

 Government stabilization money is not free.  James Kostohyrz captures this well: “There's no 

free lunch. The Fed can finance the US Treasury and US businesses all it wants. This will not change the 

fact that there will have been an enormous increase in debt in both the public and private sector 

without any corresponding increase in production and/or productivity in the economy. The addition of a 

such a huge debt burden (without any corresponding increase in productive capacity) will necessarily 

cause a huge loss of future production and/or national wealth.”32 

Stocks were already expensive by almost any measure, and very expensive by some.  (See 

Economic and Valuation Update).  A decline in stock prices from elevated levels does not necessarily 

make a buying opportunity.  It could just be correcting prior excesses.  In the last ten years, we’ve seen 

corporations take advantage of very low interest rates and easy credit to change their capital structure – 
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borrowing in the credit market and buying back shares.  This generated growth in Earnings Per Share 

(EPS) by reducing the number of shares, which would have been somewhat offset by the after-tax cost 

of interest on the loans.  The math is fairly simple – if a corporation can borrow at an after-tax cost of 

3% (assume 5% bond interest rate and 40% marginal tax rate for federal, state, etc.) – and it can buy 

back shares for less than a 3% earnings yield, which is a 33x Price/Earnings ratio, it can grow EPS.  In 

theory, investors would lower the multiple to account for the weaker balance sheet, but in a raging bull 

market that goes on and on, this may not happen, particularly with the flattered growth numbers. 

 In summary, I believe we are in for a very unpleasant time economically.  We will eventually 

return to normal, but it will be a somewhat different normal than we knew before.  I do not foresee the 

much-talked-about “V” shaped recovery.  It will take time for the economy to stabilize and get back to 

growth.  I do not believe the growth will be on a base of what the economy might have been, or even 

where it was last year, but rather that the economy will reset at a lower level somewhere between the 

lows of virus response and the highs of last year and then resume growing from there.  Many existing 

investments will permanently lose value and some will become worthless.  Other new opportunities will 

arise and creatively solve problems or delight consumers.  I expect that the investor exuberance of 

recent years will be replaced by a more thoughtful deployment of capital with a corresponding more 

reasonable valuation level. 

 

Book Review: Deep Work 

Cal Newport’s “Deep Work” is a great look at the value of deep work and how to practice doing 

deep work.  Newport spent about a third of the book explaining why deep work should be pursued – 

deep work is valuable, meaningful and rare.  He defines deep work as: “Professional activities performed 

in a state of distraction-free concentration that push your cognitive capabilities to their limit.  These 

efforts create new value, improve your skill and are hard to replicate.”33  Newport argues that deep 

work is becoming more rare in our increasingly distracted lives, while at the same time become more 

valuable.34  He notes that our current work environment makes quick answers easy, so that instead of 

planning ahead and focusing, we run our jobs out of our inbox, replying to whatever the latest request 

is.  This is less productive and less fulfilling.35  Often we end up substituting busyness and checking off 

tasks for productivity instead of pursuing thoughtful, focused and meaningful progress toward a goal.36  

We are happier and more fulfilled when we stretch ourselves to accomplish something challenging and 

worthwhile (what Csikszentmihalyi coined “flow”) than when we fill our days with meaningless tasks, 

even if they are enjoyable.37 

After the long case for why we should work deeply, the book gets into what the subtitle 

promises – rules for focused success in a distracted world.  There are four rules: work deeply, embrace 

boredom, quit social media and drain the shallows.  The first sounds like it will be completely unhelpful, 

as it is just a restatement of the problem, but in this section Newport presents different models of 
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working deeply.  “The Monastic Philosophy of Deep Work Scheduling” involves eliminating shallow work 

as much as possible.  People using this method generally don’t use email or social media and are 

completely focused on their objective.  Everything that doesn’t contribute toward this objective is a 

distraction to be eliminated.  This approach can work well for some people. For others it works for 

periods of time.  The second approach is “The Bimodal Philosophy of Deep Work Scheduling” which sets 

aside periods of time to undistracted deep work while leaving the rest of the time for “shallow” 

activities.  It usually devotes at least a day at a time to focused work.  “The Rhythmic Philosophy of Deep 

Work Scheduling” practices consistent periods of deep work.  They can be small, but they must be done 

consistently.  This approach works well for people who can’t disappear for a day of deep thinking.  “The 

Journalist Philosophy of Deep Work Scheduling” fits deep work into a schedule wherever possible.  It 

requires a person to go deep quickly and to be disciplined to use whatever bits of time are available.  

This is hard for most people to do.38  Newport recommends creating a ritual around your work that 

works for you and for the type of work you are doing.  Find a good place to work without distractions, a 

pattern and approach and a way to support your brain in doing this work.39  Newport also stresses the 

need to shut down.  Working deeply takes a lot of mental energy, which is not available without proper 

rest.  Often during rest the subconscious mind can make breakthroughs.  And finally, when we keep 

working at night after we are exhausted, we are generally not very productive anyway.40 

The second rule is to embrace boredom.  Our problem is that we are allergic to boredom, so we 

constantly seek stimulus.  Instead, we should train our brain to not give in to distraction.  Newport goes 

so far as recommending we not check our phones or do anything to “be productive” while waiting in line 

in order to workout our mind.  Instead of taking breaks from distraction to focus, take breaks from focus 

where we deliberately embrace distraction.  This way we can still engage in the shallow and distracting 

activities we crave, but can do so in planned intervals without the switching costs of being pulled away 

from our focused work.41  One interesting suggestion to improve our ability to concentrate is to learn to 

memorize a deck of cards.  This takes focus.  Memory training brings an improvement in concentration 

in general.42 

The third rule is to quit social media.  Newport does not make it a set rule for everyone that 

social media should never be used.  Rather, he contrasts two approaches to selecting which tools to use.  

The “Any Benefit” approach tries to implement any tool that could provide even a tiny benefit, often for 

fear of missing out on a useful tool.  The Craftsman Approach considers core factors of success and only 

uses tools where the benefit outweighs the costs.  Costs are often not obvious and include opportunity 

costs.  When considering our tools, we should remember “The Law of the Vital Few”, also called the 

Pareto Principle or the 80/20 rule, which says that “80% of a given effect is due to just 20% of the 

possible causes.”43  This rule is often generalized to mean that 80% of our success comes from 20% of 

our efforts.  By focusing on what really matters we can increase our success.  Similarly, we should not 

use the internet to entertain ourselves.  Websites are designed to keep us distracted with low value 
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content.  We are training ourselves to be distracted and end up more tired than when we engage our 

mind in preplanned activities that we enjoy.44 

The fourth rule to drain the shallows.  Not all shallow work is unnecessary, and most of us 

cannot engage in deep work all day.  It is too tiring.  We should strive for an appropriate ratio of deep 

work to shallow work.  Most people do too much shallow work and need to find ways of avoiding this to 

free up more time for deep work.  Newport is very disciplined about this.  His approach struck me as 

self-centered, as it shirked responsibilities that someone has to do but that don’t benefit him personally.  

Still, the point is good that most of us have shallow and unimportant activities that we can delegate or 

quit doing.  We should be questioning the value of meetings and administrative tasks, and seek to avoid 

those that are not necessary or important.  We should examine our task lists and ask which are most 

important to achieving our goals and focus on these and try to minimize the ones that are least 

important.  Newport asserts that “we spend most of our day on autopilot – not giving much thought to 

what we’re doing with our time.”  His antidote to this is to schedule every minute of your day, telling all 

of your minutes what to do.  The technique for this is to make a day plan where the day is divided into 

half hour blocks and the daily to do list is put into various blocks.  This doesn’t take long to do.  We are 

not a slave to our plan – we should be updating it throughout the day.  “Your goal is not to stick to a 

given schedule at all costs; it is instead to maintain, at all times, a thoughtful say in what you’re doing 

with your time going forward.”  This also allows us to keep track of how much deep work we are doing.  

Once our threshold for deep work is met for the day, the rest should be filled with shallow work that 

needs to be done.45 

Newport’s book is a great look at the value of deep work and some general rules, each with 

many practical tips to reduce distraction and non-value work and to maximize the amount and quality of 

focused, value-adding, deep work we can do. 

 I realize this letter is extraordinarily long, but I think the dramatic events unfolding in our world 

warrant it.  I wish you all health, fruitfulness and fulfilment. 

 

Your truly, 

Jake Rothman 
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