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Overview & Historical Perspective 
 
The 1st Quarter for 2020 abruptly ended the longest bull market in US history with a sudden 
economic shock resulting from the worldwide pandemic known as COVID-19.  While research 
indicates that there were initial deaths in China in November of last year, the Chinese authorities 
did not provide reports to the World Health Organization (WHO) of the disease until December 
31, 2019.  By this time, it is believed that the virus was already in the stage of a full-fledged 
outbreak.  Because China is a communist country that limits important access to its data and 
medical response, the world was left vulnerable to an invisible threat that would soon spread, 
wreaking havoc on economies, central banks and governments.  
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Prior to the first known arrival of the virus to the United States in early February of 2020, it 
appeared that the environment for business was a wonderful one.  The economy featured the 
lowest unemployment rate in modern times, increases in the labor force participation rate, an 
accommodative Federal Reserve, increases in household income and promises of increasing 
business earnings with inflation largely in check.  However, the sudden health crisis of 
COVID-19 set off a government policy response that was both dramatic and swift.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
After reaching a peak in mid-February, the markets reacted quickly to the barrage of news and 
potential impact at a pace not seen since the Financial Crisis of 2008-09.  Over the month of 
March and beginning of April, markets experienced a bear market drop as well as an ensuing 
bull market rebound off of lows.  When the quarter ended on March 31st, the S&P had 
experienced a drop of -20% for the quarter, while Mid-Caps and Small Caps dropped further at 
-30.03% and -32.9%, respectively.  International stocks, as measured by the EAFE also dropped 
significantly by -23.2% for the quarter.  Also very notable, was the significant drop in interest 
rates for the quarter as the entire yield curve was lowered.   

 

 

Selected Indices 12/31/2019 3/31/2020 % Change 
S&P 500 (Large Capitalization) 3,230.78 2,584.59 -20.0% 
S&P 400 (Mid-Level Capitalization) 2,063.02 1,443.40 -30.03% 
S&P 600 (Small Capitalization) 1,021.18 684.84 -32.9% 
Dow Jones Industrials (Large Cap) 28,538.44 21,917.16 -23.2% 
NASDAQ 8,972.60 7,700.10 -14.2% 
MSCI/EAFE (International Equity) 69.44 53.46 -23.0% 
Bond Yields     
5-year Treasury Note Yield 1.69% 0.37% -78.1% 
10-year Treasury Note Yield 1.92% 0.70% -63.6% 
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Before we move into covering the current crisis in more detail, we thought it would be helpful to 
provide some historical perspective on the current market volatility.   The above chart indicates 
intra-year volatility of the S&P 500 from 1980 to the present year.  
 
A few interesting takeaways from the chart include the following:  
 

• In the past 41 years, there were only 9 years that finished the year in negative territory 
 

• In every single year (even the 31 positive), the S&P 500 was negative at some point 
during the year 

 
• In 1987, the year of the famous “Black Friday” 20% one day drop, the market was down 

34% at its worst, but finished the year positive 
 

• In 2009, the market was at one point down -28%, only to finish +23 
 

• It should be noted that several large investment firm models indicate a likelihood of the 
S&P 500 rebounding and nearing or exceeding the previous highs potentially by the year-
end.  Of course, these models are based on certain assumptions.  While we place no 
certainty of future events, this scenario does not seem out of the possibility given what 
we have seen in the past such as in 1987 and 2009.   

 
We can be certain that the modern market has survived other very difficult challenges in the past 
including wars, interest rate spikes, oil crises, other pandemics, terrorism, and a financial crisis.  
This does not diminish the current challenge in any way, but it should provide us some solace 
that modern society has been able to overcome challenges in the past and moved on to reach new 
highs and achievements.  It is our hope and expectation that the current crisis will also be 
resolved in time.   
 

Flattening the Curve:  Introduction of Social Distancing  
 
Once the current pandemic was observed to be in community spread with no known treatments 
or vaccines currently available, governments proceeded to enforce the draconian measure of 
social distancing to slow the spread of the disease.  In the United States, this has been 
encouraged both on the federal, state and local levels and has been particularly dramatic in 
identified hot spots in urban areas with large population density and access to international 
airports, where the disease was first seeded.   
 
In general, the strategy of “flattening the curve” of a viral outbreak has the stated goals of buying 
critical time to: 
 

1. Build up necessary medical supplies and resources  
2. Limit the stress on the medical system by avoiding an overwhelming spike in cases 
3. Ultimately reduce the number of casualties and long-term damage from the outbreak 

 
This strategy has been used both by China, Italy, the United States and a host of other countries 
to handle the present pandemic as well as past breakouts including the Spanish Flu of 1918.  As 
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stated above, flattening the curve of spread allows time to ramp up protection of personal 
protection equipment (PPE) for medical professionals on the front line, manufacture needed 
equipment such as hospital beds and ventilators, and to identify possible treatment options 
against the disease.  The US was particularly vulnerable to shortages of PPE, as it has historically 
depended largely upon China for its supply.  Not only did China utilize the majority of its 
equipment to fight the virus but also the supply chains were interrupted due to travel restrictions 
and other impediments.   
 
While social distancing has shown to be effective in helping to slow the spread of the virus, the 
impact it has upon the economy can be devastating if it is long in duration.  Any industry where 
people congregate within 6 feet of each other has been hardest hit.  The sudden drop off in 
transportation such as airlines, cruise lines and automobile use has caused a demand shock for 
oil.  As a result, demand for oil has plummeted to unprecedented levels in modern times and well 
lower than what was seen in the 2008-09 crisis.  As the chart below indicates, the International 
Energy Agency predicts a sharp drop in demand for oil in 2020 followed by an anticipated 
recovery in 2021.   
 

 
 
The picture of what is happening in the energy and transportation industries is just a microcosm 
for what is happening in the broader economy.  Virtually every industry has been affected in 
some way by social distancing, with industries such as retail, restaurant, hospitality, and 
consumer discretionary being hardest hit.  To provide some reference, several large investment 
firms such as Goldman Sachs have predicted that the 2nd Quarter GDP for the US will see a 
sharp reduction of 20-30%, along with an anticipated sudden spike in unemployment.  It is 
important to understand that many of the baseline projections include the assumption that 
infection levels will peak in mid to late April with social distancing requirements subsiding in 
the 3rd quarter.  If this is the case, models indicate that the US will experience a recovery in the 
3rd and 4th quarters, ending the year on a net GDP loss of a range of a reduction of 2-5%, 
followed by a continued recovery into 2021 to more normalized conditions.   
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Of course, modeling outcomes on uncertain events is troublesome at best, especially when 
dealing with events caused in part by nature.  Until we are able to see real data coming in as 
things unfold, there will be continued volatility in the markets as investors seek to determine 
appropriate valuations.  The primary risk to markets in the short to intermediate term is that the 
outbreak will be more prolonged and social distancing would be required for a longer period, 
which would delay the expected recovery.   
 
 

 
 
 
Under current valuations as of the end of the 1st Quarter, it is important to note that the S&P 500 
was at 15.43x forward-looking earnings.  This is below the 25-year average of 16.33x.  As we 
discussed, the potential for further erosion of future earnings that would negatively impact 
valuations, if social distancing endures for a longer duration than expected.   
 

 
Federal Reserve Response 

 
As a response to the current crisis, the Federal Reserve wasted no time in moving into action, 
bringing many of their powerful tools to bear.  First, they have essentially lowered the Federal 
Funds rate to a range between 0-25 basis points, from 1.75% beginning in February.  This was 
the same level of this benchmark rate that existed as a result of the 2008-09 financial crisis.  
Second, the Fed has in essence started another quantitative easing campaign by buying assets 
including US Treasuries, municipal bonds and mortgage backed securities.  This expansion of 
assets has increased the balance sheet of the Fed to over $5 Trillion, nearing the peak of what it 
held several years ago.  Their support of the financial markets, and specifically the credit 
markets, has also extended to their increased participation in the overnight repo and money 
markets, essentially guaranteeing that liquidity will not be an issue for banks or investors.   
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The Fed has broad powers to assist financial markets and has been very accommodating, making 
every effort to avoid the kind of events that helped cause the cascade of defaults that exacerbated 
the most recent financial crisis.  Further, it has indicated that is working closely with the US 
Treasury to facilitate necessary excess spending and other lending projects to support markets.  It 
has limited its participation in the municipal and corporate bond market to buying bond funds, as 
facilitated by large investment managers such as Blackrock and are limited to owning no more 
than 10% of any one bond fund or ETF.   
 
This participation in markets by a central bank has been done in the past by other countries such 
as Japan, which their central bank even purchasing equity (buying shares) of publicly held 
companies.  Under current law, the Fed does not have this power to purchase stock in this way 
but it has been floated as a possibility if warranted.  We know that the stated goal of the Federal 
Reserve is to promote stable prices and full employment, so we expect that they will continue to 
be supportive in every way possible until the crisis has subsided.  It is also important to note that 
Chairman Powell has indicated a willingness to maintain low rates in the future, providing more 
potential for a future prolonged expansion once normalcy resumes.  
 

 
Congress Passes the CARES ACT of 2020 

 
In addition to the monetary policy (per the Fed), there has been a very strong fiscal policy to 
address the crisis from the US Government.  In late March, Congress passed a $2 Trillion relief 
package called the CARES ACT that was intended to help both individuals and businesses in the 
US that were affected by COVID-19.  Please reference our recent email bulletin for some of the 
key details of this Act as it relates to individuals.   
 
As part of this Act, there is also support provided to businesses including a $349 billion SBA 
program that is designed in partnership with the commercial banking system.  To date, several 
banks have already opened up these programs, which provide low cost loans to fund payroll and 
qualifying expenses for an 8-week period and also carry with them the potential to be forgiven 
under certain circumstances.  We expect these loans to be administered quickly but there is a 
high likelihood of a significant amount of waste, fraud and abuse given the speed of delivery.   
We also expect that there could be additional measures taken by the government to provide 
relief, should social distancing be required a longer period.  However, the end result of such 
government spending may present significant longer-term challenges that would have to be 
addressed.   

 
 

Looking to Phase II:  Reopening the Economy 
 
Some analysts have begun referring to “Phase II,” which is when governments can attempt to 
restart their economies by planning ways to successfully return back to normal when able.  To 
date, policymakers have not clearly provided their economic plans or timetable to move into a 
Phase II recovery, but we would anticipate seeing them as conditions improve.  Some of the 
important points to watch would be a reduction in new cases and deaths, faster and more 
accurate testing, feedback of successful treatment options, and the production of adequate PPE 
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for medical professionals on the front line.  Of course, obtaining and delivering a successful 
vaccine is the ultimate solution should other mitigation strategies not prove effective against the 
coronavirus.  We do know that the genome for the virus was successfully mapped in January and 
shared with the world to race for a vaccine.  With the entire world focusing all resources on this 
one issue at once, we anticipate that a vaccine will be found and move through trials at a record 
pace. In addition, there are dramatic efforts ongoing to identify therapeutic approaches which 
will aid recovery. In a Phase II recovery, we would also anticipate an “unwinding” of restrictions 
and social distancing measures in some industries and areas followed by more areas being 
careful to avoid a second wave of breakout.   
 
 

Summary 
 
As we have stated, we are dealing with a “sudden stop” economic challenge.  The appearance of 
COVID-19 has led to an economic and financial crisis primarily due to social distances and has 
resulted in sharp and hopefully temporary declines in consumption.  Although we do not know 
the duration of the current environment, we firmly believe that economies have always found a 
way to adapt and function.  We should expect that this would be the case in this circumstance as 
well given adequate time.   
 
We are reminded in times like these that economies are much like an ecosystem of 
interconnected parts, and are the byproduct of how we interact with each other and with nature.  
While viruses are a part of that ecosystem, they have proven that they can be extremely 
disruptive and destructive, as well as unpredictable.  Although we have had recent challenges in 
the past from outbreaks such as SARS, MERS, H1N1, and Ebola, the scale of this particular 
outbreak has been much more impactful at least to date.     
 
As investors, we forget sometimes that in market declines, there are still buyers as well as sellers.  
All of them are assessing the prospects for a sooner or later return to normal production.   If 
information indicates a later return than current expectation, we can expect prices to decline 
further.  However, a development that allows a prompt return will spur prices to higher levels 
and potentially a speedy recovery.  In the long run, we do have every expectation that the 
ingenuity, and drive of the American spirit will result in an economy stronger than before. Thus, 
we are reminded once again of the chart we illustrated showing the resiliency of the markets to 
such challenges. 
 
As we navigate these challenging times together in the coming months, we want to remind you 
that we are proud to serve you and your family.  Please do not hesitate to let us know how we 
might be of assistance to you in any way.   
 
Scott & Vince Clanton



 

 

 

Selected Funds 2019 2020 First First YTD YTD
Share Price Share Price Quarter Quarter Dollar Total %

31-Dec 31-Mar $ variance % change variance Change*
Primarily International (Index MSCI/EAFE) Symbol
Artisan Partners International Small - Mid APDJX 15.44 12.08 -3.36 -21.76 -3.36 -21.76
American Funds Europac Growth Fund F-2 AEPFX 56.05 43.00 -13.05 -23.28 -13.05 -23.28
Thornburg International Value TGVIX 24.30 19.40 -4.90 -20.16 -4.90 -20.16
Invesco Oppenheimer Global Fund Y OGLYX 97.47 75.24 -22.23 -22.81 -22.23 -22.81
Invesco Oppenheimer Developing  Markets Y ODVYX 46.46 35.19 -11.27 -24.26 -11.27 -24.26

Large Cap Growth (Index Russell 1000 Growth)
Fidelity Advisor Growth Opportunities FZAHX 99.02 83.26 -15.76 -15.92 -15.76 -15.92
Harbor Fund Capital Appreciation HACAX 77.02 66.79 -10.23 -13.28 -10.23 -13.28
T. Rowe Price Blue Chip Growth TBCIX 126.61 108.14 -18.47 -14.59 -18.47 -14.59
Vanguard Large Cap Growth ETF VUG 184.79 156.69 -28.10 -15.21 -28.10 -15.21
Fidelity Growth FDGRX 21.64 18.83 -2.81 -12.99 -2.81 -12.99

Large Cap Value (Index Russell 1000 Value)
T. Rowe Price Value Fund I TRPIX 38.17 28.87 -9.30 -24.36 -9.30 -24.36
Dodge & Cox Stock Fund DODGX 195.60 134.55 -61.05 -31.21 -61.05 -31.21
Harbor Large Cap Value HAVLX 17.50 13.23 -4.27 -24.40 -4.27 -24.40
Vanguard S& P 500 Idx ETF VOO 298.42 236.82 -61.60 -20.64 -61.60 -20.64
Vanguard Large Cap Value ETF VTV 120.44 89.06 -31.38 -26.05 -31.38 -26.05
American Funds Washington Mutual F2 WMFFX 47.80 37.51 -10.29 -21.53 -10.29 -21.53

Mid Cap Blend (Index S&P 400)
Harbor Mid Cap Growth HAMGX 9.57 7.77 -1.80 -18.81 -1.80 -18.81
Vanguard MidCap Index Fund ADM VIMAX 221.43 163.09 -58.34 -26.35 -58.34 -26.35
William Blair Small - Mid Companyy WSMDX 27.23 21.51 -5.72 -21.01 -5.72 -21.01

Small Cap Growth (Index S&P 600)
Harbor Small Cap Growth HASGX 14.01 10.63 -3.38 -24.13 -3.38 -24.13
Harbor Small Cap Value HASCX 35.18 24.40 -10.78 -30.64 -10.78 -30.64

Small Cap  (Index S&P 600)
Vanguard Small Cap Index ETF VB 165.93 115.44 -50.49 -30.43 -50.49 -30.43

High Yield Corporate Bonds
T. Rowe Price High Yield Fund PRHIX 6.69 5.70 -0.99 -14.80 -0.99 -14.80
Alliance Bernstein High Income Fund AGDYX 8.34 6.64 -1.70 -20.38 -1.70 -20.38
Fidelity Floating Rate High Income FFRIX 9.48 8.14 -1.34 -14.14 -1.34 -14.14
PGIM High Yield Z PHYZX 5.60 4.72 -0.88 -15.71 -0.88 -15.71

Intermediate Term Bonds
Vanguard Bond Index Interm Bond ADM VBLIX 11.84 12.10 0.26 2.20 0.26 2.20
Vanguard Short Term Inv. Grd Bond ADM VFSUX 10.73 10.50 -0.23 -2.14 -0.23 -2.14
Vanguard Interm Term Inv. Grade ADM VFIDX 10.06 9.87 -0.19 -1.89 -0.19 -1.89
PGIM Total Return Fund Z PDBZX 14.43 13.88 -0.55 -3.81 -0.55 -3.81
Transamerica Intermediate Term Muni Bond VKLIX 11.86 11.64 -0.22 -1.85 -0.22 -1.85

Global Bond Funds
PGIM Global Total Return PZTRX 6.91 6.36 -0.55 -8.65 -0.55 -8.65

Selected Indices
S&P 500 (Large Capitalization) 3230.78 2584.59 -646.19 -20.00 -646.19 -20.00
S&P 400 (Mid-Level Capitalization) 2063.02 1443.40 -619.62 -30.03 -619.62 -30.03
S&P 600 (Small Capitalization) 1021.18 684.84 -336.34 -32.94 -336.34 -32.94
Dow Jones Industrials (Large Capitalization) 28538.44 21917.16 -6621.28 -23.20 -6621.28 -23.20
Nasdaq 8972.60 7700.10 -1272.50 -14.18 -1272.50 -14.18
5-year Treasury Note Yield(percent) 1.69 0.38 -1.32 -77.85 -1.32 -77.85
10-year Treasury Note Yield (percent) 1.92 0.70 -1.22 -63.63 -1.22 -63.63
MSCI/EAFE (International Equities) 69.44 53.46 -15.98 -23.01 -15.98 -23.01
Prices and values sourced from finance.yahoo.com, a source deemed reliable but not guaranteed.  
Investment Advisory Services are offered through Chancellor Wealth Management, Inc.


	S&P 500 Chart (YTD)
	Overview & Historical Perspective

