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Call Notes: COVID-19 – Client Call Tuesday March 24th 
 
Thanks Michael, and good morning everyone. Thank you again for taking time to listen in to another one of our updates. 
As I mentioned on last week’s call, we are truly in historic times. We’ve continued further down the path of social 
distancing, self-quarantining, and social isolation in America. Last week and over the weekend, 10 states, multiple 
counties, and municipalities throughout the US, announced and mandated “shelter-in-place” policies designed at 
curtailing the virus’ spread. The list grows on a daily basis. 
 
Banks and Wall Street firms are grabbing headlines by putting out more and more extreme views on the economic calamity 
about to befall us over the coming weeks and months. Efforts to contain this virus seem to be reaching “maximum actions,” 
as we all collectively look to reduce the curve. I do believe that if we all listen and take the necessary actions, we will get 
through this faster than if we hadn’t taken these actions. We all have to continue to pull together as a team. Thankfully, 
we Americans excel at coming together to support each other, helping the bigger and broader cause. I have faith, and 
continue to have faith, each and every day that we are all one step closer to putting this nasty virus behind us.   
 
For this morning’s discussion, I want to focus on two topics. First, I want to give you our revised economic outlook for US 
growth in 2020, given the significant economic impact of COVID-19. Then I want to shift the conversation back to markets, 
and address the number one question I’m asked most, which is, “So when might we see a bottom and how long until we 
recover?” 
 
 
US Economic Update: 
 
Given the rapid economic, governmental, and social developments over the last four weeks driven by COVID-19, the 
market’s focus had shifted away from being concerned about US economic data. I believe that will soon change. My 
belief, as well as current consensus expectations across many banks and Wall Street institutions, is that a myriad of US 
economic data in the coming months will likely have no historical analog.  
 
Before I give you our updates to US growth for 2020, you need to know our position on US growth before COVID-19 took 
hold. In our 2020 Outlook piece, I stated, “We expect GDP growth to slow from 2.3% seen in 2019 to 1.5% to 1.8% in 
2020, as US consumers continue to shift from spending their extra dollars to saving them.”  
 
“…US Consumer spending makes up over two-thirds of US real GDP,1 and, as such, is the biggest and arguably most 
important component of US growth. While consumer spending has been robust and continues to meet and/or exceed 
expectations, the magnitude of Consumer expenditures has been slowing, while conversely, the US savings rate has 
accelerated. The big question at hand is, are we starting to see a shift in consumer’s behavior towards “pocketing” those 
extra dollars rather than spending them on goods, services, and experiences? While there are undoubtedly benefits to 
consumers increasing their personal savings (i.e. squirreling away nuts for a rainy economic day in the future), the 
unfortunate byproduct is lower spending, and thus ultimately lower US real growth. This relationship is one that I will be 
watching closely.”  
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Given this relationship we saw taking place, we had already begun to lower our expectations for US real GDP coming 
into 2020. Before I lay out our adjusted projections for US growth, know and understand that much can and will change, 
and that one of the major variables to the magnitude of growth contraction over the next number of weeks and months 
will be the continued scope and magnitude of social distancing, self-quarantining, and businesses shutting down across 
the US.  
 
This process has been stair-step in nature, ranging from quasi-normal day-to-day life and business activity in the beginning 
to where we are today, which is a virtual complete shutdown of consumer and business activity. According to Goldman 
Sachs Economic Research, each week we remain at these currently suppressed activity levels, we are subtracting 
approximately -0.50% off of US real GDP.2 The big question is, how long do we stay at this extreme of an economic stair 
step?  
 
 
2020 US Growth Forecast- Revised: 
 
I cannot stress enough the degree of uncertainty surrounding these projections. These are truly unprecedented events 
with no adequate historical example with which to anchor our forecast. Our baseline forecast assumes that the severe 
containment measures being taken will succeed in flattening the epidemic curves by midyear in the Eurozone and US, 
and that activity will begin to bounce back in Q3 and Q4, supported also by the massive policy responses. This scenario 
assumes that US lockdown restrictions are gradually lifted in May, with a return to normal levels of mobility, mass 
gatherings and transport by June. This baseline view of a "V" shaped recovery is based importantly on clear signs that 
economic activity in China is quickly returning to normal even as Q1 is drawing to a close. 
  
It is easy to imagine a still-worse outcome. The virus could prove more difficult to contain in the US and Eurozone than it 
was in China. Stress in financial markets could also trigger non-linear effects that lead to sharper and more protracted 
declines in activity. That said, we take some heart in the commitment of political leadership to do what it takes to slow 
the spread and ease financial tensions, as well as in the relatively sound condition of the global economy and banking 
sectors when the epidemic started. 
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That being said, here are our revisions: 
 
 We continue to expect real GDP growth of 0% in Q1  
 -13% in Q2, vs. our previous baseline of -5%  
 +1.5% to 3% in Q3 – adjusting for the non-linearity mentioned above, and the potential and almost certain elongation 

of self-isolation, self-quarantining, and social distancing. 
 +4% in Q4, with further strong gains in early 2021.  
 
This takes our 2020 GDP forecast down to -0.7% for full year 2020. 
 
The fiscal stimulus packages being contemplated are larger, with the House bill (H.R. 6201) of automatic stabilizers likely 
to be scored at $200-300 billion (1-1.5% of GDP), the White House and Congress now talking about and looking to pass 
additional measures reaching $1.2 trillion (~6% of GDP).3,4 Also, the Federal Reserve has had significantly greater scope to 
provide monetary accommodation, and the 1.5 percentage point reduction in the fed funds rate over the past few weeks 
has lifted growth in the first subsequent year by a full 1% based on simulations of the Fed staff’s model (FRB/US).5  
 
Factoring this in, we see the US economy experiencing the sharpest contraction in the post-World War period, with 
activity plunging by about 13% on an annualized basis in Q2. To put this into perspective, this rate of decline is more 
than one and a half times the sharpest contraction during the Great Financial Crisis, which was -8.4% annualized in Q4 
2008. It will also be larger than the -10% that occurred in Q1 1958, while coming in just shy of the largest contraction 
post WWII, which was -14% in 1947.6 
 
Would the NBER business cycle dating committee classify our new forecast as a recession, given that it involves only one 
quarter of strictly negative growth? It is not entirely clear, but we think the answer is probably yes. The committee has 
noted previously that even a contraction of just a few months can meet its recession definition if it is sufficiently deep.  
From my 2020 Outlook piece: 
“The National Bureau of Economic Research (NBER) is the official body here in the US that not only defines what a 
recession is, but also when they start and stop. The NBER uses a broader definition of a recession than what commonly 
appears in the media. A definition of a recession commonly misused is ‘two consecutive quarters of a shrinking or 
negative gross domestic product (GDP).’ In contrast, the NBER defines a recession as ‘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.’ Business cycle dates are determined by the NBER 
dating committee under contract with the Department of Commerce. Typically, these dates correspond to peaks and 
troughs in real GDP, although not always so.”7 
 
 
How much father might markets fall? 
 
The question I’m asked most at this stage of this situation, is, “So when might we see a bottom and how long until we 
recover?” I’ll cover the first part of that question here in this section, and the second part in the next section.  
 
In my opinion, we may start to see a bottom when either 1) the number of reported cases in Europe and/or the US starts 
to peak and/or fall, and 2) when the US brings out the fiscal bazooka to support consumers and businesses, as layoffs 
mount and cash flow shortages abound, as this virus continues to spread. 
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At a level of 2304, the S&P 500 is currently down 31.8% from the peak back on February 19th, through Friday March 20th.6 
Below are the support levels for the last 5 extreme S&P 500 declines.8 The 3 lowest levels are “Structural” bear markets, 
and while there is certainly a possibility of repeating, the more likely lows are 1987 and 1970 – 1987 was an “event driven” 
bear, and 1970, which was a “cyclical” bear. The largest “event driven” bear market drawdown ever, occurred in 
1906/07, and fell -38%, so historically speaking, we’re pretty close! 
 

 
 
 
Historical bear markets and recoveries from extreme events: 
 
Summarizing bear markets: 
 
Looking at the long-term history and every bear market since the mid 1800’s, we find that there are three different types 
of bear markets; each type is a function of different triggers and has distinct characteristics. The three categories are:2 
 
 Structural bear market - triggered by structural imbalances and financial bubbles. Very often there is a ‘price’ 

shock such as deflation that follows. Example – 2000-2002, 2007-2009 
o Averages – length: 42 mos., drawdown: -57%, time to recovery: 111 months 

 Cyclical bear markets - typically a function of rising interest rates, impending recessions and falls in profits. They 
are a function of the economic cycle. Most economic cycles end and bear markets begin this way 

o Averages – length: 27 mos., drawdown: -31%, time to recovery: 50 months 
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 Event-driven bear markets - triggered by a one-off ‘shock’ that does not lead to a domestic recession (such as a 
war, oil price shock, EM crisis or technical market dislocation).  A la today 

o Averages – length: 9 mos., drawdown: -29%, time to recovery: 15 months 
 
We are obviously in an Event-Driven bear market today. The key takeaway is that “Event driven” bear markets last on 
average 9 months, fall on average 29% from peak to trough, and, maybe more importantly, fully recover on average in 
15 months.2 These tend to be the shortest, least damaging, and fastest time to recovery out of the 3 types of bear 
markets!!  
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More color on historical drawdown and recovery timing 
 
I want to provide a little more color on the detail above. The speed of both market drawdowns, as well as market 
recoveries, has quickened quite considerably over the last 150 years. Case in point: market drawdowns from the 1850’s 
through the 1930’s were much longer, lasting on average 31 months, much of which was highly skewed by the Great 
Depression.2  

 
 
As you can see by the graph above,6,2 the drawdown and subsequent recovery from the Great Depression was masked by 
a subsequent recession in February of 1937 caused, in large part, by FDR’s failed policy actions that sent the US economy 
back into recession. The actual drawdown of the Great Depression was almost exactly 3 years (34 months), and a near full 
recovery inside of 5 years (56 months). 
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Drawdowns from 1960 through today have been much shorter in length, with both an average and median drawdown 
time of 12 months.2 

 

 
 

Post World War II, there have been 5 extreme market events (defined as a drawdown greater than 30%). As you can see 
below, all 5 fully recovered inside of 4 years, and 4 of the 5 (see footnote in graphic) basically recovered all of the 
drawdown within 2 years:6 
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Summarizing the most recent extreme market event – the Great Financial Crisis (GFC): 
 
While we are talking about drawdowns in equities above, most investors do not have a portfolio of just stocks and risk 
assets; they have diversified portfolios consisting of both return-generating as well as risk-managing assets.  
 
The most recent drawdown of significance was the Great Financial Crisis from October 2007 through early March 2009, 
where US stocks lost more than 50% of their value. In the chart below that highlights that crisis and recovery, a 40%:60% 
stock to bond portfolio fully recovered its value in 8 months post the bottom of the market, while a 60%:40% portfolio 
took 19 months to fully recover. An interesting point to note is that the 60%:40% portfolio recovered approximately 95% 
of its value in the same 8 months that it took the 40%:60% portfolio to recover its full value. That last 5% took almost 
another whole year to get back!6,9 
 

 
 

Summarizing the Trip:6,9 
  
40%:60% Portfolio – 8 month recovery time from the bottom, 25 month trip from beginning of the crisis until full recovery. 
 
60%:40% Portfolio – 19 month recovery time from the bottom, 36 month trip from beginning of the crisis until full 
recovery. 
 
100% S&P 500 - 37 month recovery time from the bottom, 54 month trip from beginning of the crisis until full recovery. 
Interestingly, the S&P 500 recovered over 92% of the total drawdown within in 24 months from the bottom (02/27/09 
thru 02/28/11) – it took 13 more months (from 02/28/11 thru 03/31/12) to get back 100%.  
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Equities and bonds tend to bottom before the worst: 
 
Additionally, both equity and fixed income markets have demonstrated a history of bottoming well before the worst of 
corporate or economic damage happens. A history of asset prices bottoming before associated defaults, bank failures, 
and delinquencies started to improve is highlighted below.9 In the first row, spreads peaked well before defaults and 
delinquencies did; in the second row, banks stocks bottomed long before bank failures stopped rising: 
 

 
 
 
How long will it take for corporate earnings to recover? 
 
As I stated on our client call on March 17th, it is currently very hard to assess the impact to corporate earnings and revenues 
at this early stage of the pandemic. As such, truly determining the “E” in the forward P/E (Price to Earnings) ratio and thus 
where shares of a given company should trade is challenging. In time we will undoubtedly know – but hard to tell right 
now.  
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I have been thinking about where the world will be a year from now, since that has been a useful framework for investors 
during prior calamities. This is particularly important when looking at the magnitude of earnings decline that is now priced 
into equity markets. The next chart is one assessment (and there are many) of what is currently included in pricing: a 45% 
earnings decline by the end of 2022, followed by a slow recovery in which the prior earnings peak is still not reached by 
the end of the decade.10 
 

 
 

That would be a very slow earnings recovery vs history. The next chart shows US corporate earnings “drawdowns” since 
1870 (i.e, how far they fell from their prior peak). The second chart shows how long it took in years from peak to trough 
earnings in each drawdown (in blue), and then the time it took to regain the prior earnings peak (in gold). With the 
exception of the Great Depression and certainly in the post-war era, it generally took less than four years to regain the 
peak, and sometimes less than three.9 

 

 
 
I agree with anyone who says it is likely to get worse before it gets better, certainly from an economic perspective. But if 
you were to ask me what the world will feel like a year from now, I would say 70%-80% back to normal. To believe 
otherwise would go against everything we know about the medical achievements of the 21st century, the application of 
artificial intelligence and big data in the pursuit of drug development, and the resilience of modern economies in adapting 
to severe shocks to consumption and output. 
 
Brent 
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1 US Bureau of Economic Analysis (BEA)  
2 Goldman Sachs Economic Research 
3 Bloomberg, Bloomberg News 
4 Deutsche Bank Research 
5 US Federal Reserve  
6 Bloomberg / Bloomberg Data 
7 National Bureau of Economic Research (NBER) 
8 Strategas Research Partners 
9 JP Morgan Research, JP Morgan Guide to the Market 
10 Bridgewater Associates 
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