Cliff Notes – Glimmer of Hope

•

Markets rallied hugely Monday, with the S&500 up 7.7%, on the glimmer of hope that peak coronavirus
cases could be realized in the next few weeks.

•

Investors were encouraged by data that shows a slowing in the number of daily U.S. coronavirus
cases, although it is still early to determine a lasting trend. There were about 30,000 new cases on
Thursday, 32,100 cases on Friday, 33,260 cases on Saturday, and then a slowing to just 28,200
new cases Sunday, according to the latest data from Johns Hopkins.

•

Last week’s job report showed 701,000 jobs were lost, and the unemployment rate jumped to 4.4%. With
plenty of more losses coming in the month ahead. Markets were volatile, yet down for the week, giving up
some of the recent rally’s gains.

•

President Trump suggested Russia and OPEC would talk leading to a production agreement – which saw oil
rally hugely too – yet tangible action has not been seen yet.
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Weekly Index Returns & Commentary (ending 04.06.2020)
WEEK ENDING 4/3/2020 (CUMULATIVE TOTAL RETURNS)
Equities1

Week

YTD

1-Year

Close

S&P 500

▼

-2.02%

▼

-22.6%

▼

-11.6%

2,489

DJIA

▼

-2.65%

▼

-25.7%

▼

-17.7%

21,053

NASDAQ

▼

-1.69%

▼

-17.6%

▼

-5.6%

7,373

Foreign Stocks

▼

-3.69%

▼

-26.3%

▼

-19.7%

Emerging Markets

▼

-1.18%

▼

-25.1%

▼

-20.6%

Top Three S&P 500
Equity Sectors1

YTD

Consumer Staples

▼

-11.4%

Health Care

▼

-14.5%

Information
Technology

▼

-15.6%

Bottom Three S&P
500 Equity Sectors1

YTD

Energy

▼

-49.2%

Financials

▼

-35.8%

Industrials

▼

-30.5%

Bonds2

Week

YTD

1-Year

Yield

10-Yr. Treasury 3

▲

0.79%

▲

10.8%

▲

17.7%

0.62%

US Bonds

▲

0.73%

▲

3.4%

▲

9.7%

1.58%

Global Bonds

▼

-0.45%

▼

-0.7%

▲

4.2%

1.23%

Munis 4

▼

-2.12%

▼

-2.4%

▲

2.3%

2.34%

Market Indicators5

As of

Fed Funds Target

0.25%

4/3/2020

Inflation (Core CPI)

2.40%

1/31/2020

Unemployment

4.40%

3/31/2020

GDP

2.10%

9/30/2019
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Market Commentary
Last week's jobs report confirmed what investors and economists already knew: work stoppages
around the country due to the coronavirus have led to layoffs, furloughed workers, and a rising
unemployment rate. The report showed that 701,000 jobs were lost in the month of March, the
worst monthly reading since December of 2008 during the global financial crisis. The unemployment
rate also rose from 3.5% to 4.4%, the third largest month-over-month increase since World War
II. While this still only puts the unemployment rate at levels seen as recently as mid 2017, it's clear
that this is only the tip of the iceberg.
This is because the unemployment rate and payroll numbers come from surveys of households and
businesses conducted by the Bureau of Labor Statistics. These surveys are conducted monthly during
a specific week. In March, this occurred during the week of March 8 when COVID-19 was already a
major problem in U.S. but official lockdown orders were not yet issued. More recent initial jobless
claims numbers tell us that 10 million Americans filed for unemployment benefits over the past
couple of weeks. This suggests that the payroll numbers and unemployment rate are actually already
much worse.
There are three important considerations for investors when interpreting these numbers. First, these
data lag behind what we already know to be the case. It's not yet clear how high the unemployment
rate will rise, although most economists expect it to increase to 10% or higher. Some Fed officials are
even expecting 30% unemployment over the next few months. To put these numbers in perspective,
the unemployment rate peaked during the global financial crisis at 10% in October of 2009. The exact
figures will depend on the length of work stoppages and how successful mitigation efforts are at
containing the coronavirus.
Second, given the uncertainty around the public health crisis, the experience of other countries is our
best guess at the path forward. Fortunately, there are signs that countries that acted aggressively to
contain the coronavirus have been able to return to work. In China, for instance, official accounts
suggest that about half of businesses that closed have been able to reopen. As a result, China's PMI
index, an indicator of economic activity, rebounded in March from a steep decline in February. While
data from China should often be cautiously interpreted, this is positive for the economy and markets
once we are able to get past the peak of the epidemiological curve.
Third, it's important to distinguish between the one-time hit to the economy from potentially longerlasting ripple effects. Unfortunately, many have and will continue to lose their jobs as work
stoppages continue. If businesses can safely and responsibly reopen and factories can restart in the
next couple of months, it's possible that many Americans can return to work, reversing the jump in
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unemployment and decline in payrolls. For instance, furloughed workers - i.e. those who are
temporarily laid off - could slowly return to work once their furlough periods end. Thus, while the
one-time cut to the economy may be deep, it could bounce back over the following quarters.
This is only the case if work can resume and shops can reopen shortly. The longer the crisis lasts, the
heavier the financial burden on individuals and businesses. If businesses shut down due to financial
distress, there will be no jobs for furloughed workers to return to. This is why the government has
pulled out all the stops with both fiscal and monetary stimulus measures to shore up the economy
until activity can resume. In effect, the government is placing the economy on life support until it is
healthy again.
None of this discussion is meant to minimize the human and societal toll that COVID-19 is causing
throughout the country and the world, nor is it to suggest that there will be an immediate snapback.
However, from an investment perspective, it's important to remember that markets are forwardlooking. Although the unemployment numbers will continue to rise, and the payroll numbers
continue to fall, this reflects what we already know. If and when the coronavirus is contained, and if
government stimulus is successful, workers will be able to get back to work as they have done in
other places.
Below are three charts that help to put the latest jobs report in perspective.

1. Payrolls fell steeply last month

Total Jobs Created Since 2000
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This chart shows the running total number of jobs created over the past 20 years. During the 2008
financial crisis, all new jobs that had been created over the prior decade, and then some, were destroyed.
This is because there had been a significant misallocation of resources to the housing and financial
sectors.
Since then, about 22 million jobs have been created. Thus, the 10 million workers who filed for initial
jobless claims over the past several weeks could be a significant problem that will appear in the data to
be released in early May.
However, this time does appear to be different. While there may be imbalances within the economy after
over a decade of expansion, the recent decline in jobs is due to temporary work stoppages related to the
coronavirus and not problems within the economy. Thus, while investors should expect the numbers to
get worse in the coming months, it is still possible for jobs to return once the public health crisis is
contained.

2. Unemployment saw its biggest jump in almost 70 years
Unemployment Rates
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Due to these work stoppages, the unemployment rate jumped from 3.5% to 4.4% in March. This is the
third largest increase since World War II, and the largest since 1953.
Unfortunately, we know this number will continue to rise. More frequent data - i.e. weekly jobless claims
- suggest that the true unemployment rate is likely to be above 10%. That said, many of these workers
may be temporarily laid off and can resume work as long as their businesses remain in good condition.
This is why the government is attempting to keep individuals and businesses on economic life support.

3. There are signs that society can return to work once the coronavirus is contained
Global Economic Activity Indices

The experience in China, which aggressively quarantined entire cities, suggests that work can resume
within a few months of the initial crisis. The chart above shows that their PMI - a measure of economic
activity - recovered from a steep fall in February. Of course, the experience in the U.S. will depend on
how well mitigation efforts and government stimulus work to cushion the blow to people and companies.
The bottom line? While this crisis is severe for both public health and the economy, there is evidence
to suggest that we will overcome it. While the numbers will undoubtedly worsen to reflect what we
already know, it's possible that the economy can reopen in the coming months. Markets, which are
forward-looking, will likely factor this in long before there is evidence in the economic data.
This newsletter has information believed to be reliable, but is not guaranteed to be true and accurate. The information contained within is for general
information only and should not be considered a recommendation of any particular product or service. All investments have the potential for profit or loss.
No chart or graph or presentation should be the sole basis for consideration of an investment. Investment advisory services offered through Consilium Wealth
Advisory, LLC a Registered Investment Advisor in the state of Texas, California, Florida, Louisiana and Oregon.
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