
1st Quarter 2020
First, we hope this update finds you and your family safe and healthy. It is truly unbelievable how
much things have changed in the span of a couple months. It feels like the world has stopped, with
most of us sheltered at home with loved ones as we try and deal with the impact of the COVID-19
virus. While the impact on everyone’s day to day lives has been significant, these commentaries are
to update you on the markets throughout the quarter and there is quite a bit to talk about. In our
last quarterly update, we told you of our efforts to keep these updates more concise (quite frankly a
bit shorter) and while there is a lot to discuss we will try to keep things brief but informative.

Market Returns

1Q 2020
Large Cap (S&P 500) -19.6%
Mid Cap (Russell Mid Cap) -27.1%
Small Cap (Russell 2000) -30.6%
Developed International (MSCI EAFE) -22.7%
Emerging Markets (MSCI EM) -23.9%
Fixed Income (Barclays Agg) 3.1%
Real Estate (Dow Wilshire REIT) -29.3%
Commodities (Bloomberg Commodity Index) -42.3%
MLP (Alerian MLP Index) -58.2%

* Index returns source Black Diamond Performance Reporting

Overview

As you can see from the returns above, the 1st quarter was pretty rough for investors. It was one of
the worst quarterly performances for equities on record since the depression. What makes the
quarter even more remarkable is the fact that we actually saw strong economic activity in January
and it looked like this year would continue the record long expansion we have experienced since the
great recession. However, as the COVID-19 virus spread and cases across the globe accelerated,
governments responded by shutting down most businesses not seen as essential services. This
unprecedented response led to global asset prices plummeting in the back half of the quarter and
has most definitely moved the US economy into a recession. Along with the unprecedented
response to the COVID-19 virus came unprecedented monetary and fiscal stimulus. The Federal
Reserve dropped rates to 0% and announced large scale asset purchases to support credit markets.



In addition, the administration embarked on a multi-trillion dollar (with a T) stimulus package to aid
businesses and employees impacted by the sudden halt of economic activity. It was certainly a
quarter to remember.

Everyone is well aware of the impact to equity markets in the quarter, with the Dow Jones Industrial
Average posting its worst quarter ever. However, less visible to most investors was the impact in
credit markets. As asset prices plummeted across the globe, investors sought liquidity to de-risk their
portfolio or they faced margin calls because they were over levered. With stocks down significantly
many sought to liquidate bond portfolios versus their depressed stock holdings. With little activity on
the buy side, bond prices plummeted and we saw significant declines in credit prices across the
board. This created short-term losses in fixed income, which would typically have positive
performance when equity markets are down. With the Federal Reserve’s intervention things are
beginning to get back to normalcy in the credit markets, but may take a bit more time for things to
get back to where they were.

In the past we have used the commentaries to update you about what happened in the quarter that
just ended, but what we feel would be more valuable today is our thoughts on what we see moving
forward. Unfortunately we do not have crystal ball and these are simply our best guesses, but we do
have opinions on what the environment will look like over the next few months.

· We will see record unemployment. During the great recession in 2008-20009
unemployment reached just north of 10%, we expect to see a number significantly higher
than that. The folks that appear on morning financial news networks like to make predictions
like 15%, 20% maybe even 30%. For us the exact number isn’t as significant, what is
significant is the fact that there will be tens of millions who are out of work. In addition,
many of the employees come from small businesses, and it remains to be seen whether
these business will be able to reopen once we get through this crisis.

· The US economy is in a recession. Some economist feel that the 1st quarter could still post a
flat or slightly positive GDP growth as the first month and a half was actually quite good, but
there is no question that the 2nd quarter will be negative. Our view is that the first quarter
will post negative growth and with the 2nd quarter assuredly negative, we will meet the
definition of a recession (two consecutive negative quarters of GDP growth). Investors need
to be prepared to see a staggering number in 2nd quarter GDP. Much like the unemployment
number, the actual value is less significant to us.

· As we have stated the magnitude of the two above economic metrics is less significant to
us, what is significant to us and what will have the greatest impact for investors is the
duration of these negative readings. The duration of this crisis will dictate the type of
recovery we will see. If we get a handle on things sooner than people think we could see a
“V” shaped recovery where economic activity and asset prices bounce back quickly. As each
week goes by we feel the prospect of this type of recovery diminishes. If we see things begin
to clear up in early or mid-summer, which many are calling for, the recovery will likely be “U”
shaped. It will likely take some time for businesses to get back up and running, and
consumers may still be weary to getting back to normal, and thus the recovery may take
some time to take hold. The bottom of the “U” will again depend on how long this crisis
lasts. If this crisis lingers far longer than many hope we could see a more prolonged
downturn with long-term impacts that will stunt growth over the next serval quarters if not
longer. We are hoping this last outcome does not come to fruition.

· This crisis will not resolve until we get a handle on the virus. No amount of stimulus will
stem this slowdown and turn things around. We need to see the virus become controlled
and need to see a medical solution. There are promising vaccines and treatments being
developed and we have full confidence that with the global healthcare sector firmly focused
on finding a solution, that we will be able to solve this healthcare crisis.

To reiterate what we wrote to you toward the beginning of the crisis:



While the impact of the COVID virus is devastating, this will pass.
When (not if) we do solve this challenge, markets will recover.
Things may get worse before they get better.
We are here.

While the uncertainty of the future has created significant market volatility, it also creates
opportunities. And while we know it takes great resolve to stay the course, those investors that stick
to a long-term plan will be rewarded when this market eventually recovers. We are sure there are
questions that each of you have and we are happy to address those in our upcoming one on one
meetings. In the meantime, feel free to reach out directly to us via email or our cell phones Tim
(812) 989-7052 and Scott (502) 338-0985.

Stay safe.

Tim & Scott


