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July 15, 2020 

During the period of the national shutdown, we all were living in suspended animation, a 

hibernation of sorts.  Today, much has improved; yet, much remains the same.  Like any 

shock in one’s environment, it conjures up a mixture of fear, denial, anger, confusion, hope, 

and, most importantly, uncertainty.  On March 23, President Trump famously stated that we 

cannot let the cure (referencing the shutdown of the U.S. economy) be worse than the 

problem itself (COVID-19). Since then, there has been a systematic push to reopen the 

economy.  In fact, President Trump’s aspirational goal back then was to reopen the country 

on Easter and is now pushing for schools to open regardless of the raging pandemic. 
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Lives vs Livelihood: A False Choice 

The exogenous shock from the COVID-19 pandemic created a public health crisis which gave 

rise to an economic crisis which, in turn, resulted in a financial crisis.  As a response to the 

public health crisis, the U.S. enacted a near total shutdown of economic activities across the 

country (except Arkansas, Iowa, Nebraska, North Dakota, South Dakota, Utah, and 

Wyoming) for 45 days to enforce physical distancing in an effort to stave off the spread of 

COVID-19. The decision was to preserve life and placed livelihood on pause.   

The self-imposed national shutdown caused significant disruption to commerce and 

employment which led to an economic crisis. The first quarter GDP confirms a 5% 

contraction. Headline unemployment rate (U3) spiked to 14.7%.  In April, over 23 million 

Americans were out of work with the employment participation rate falling to 60.2%.  Due to 

the imprecision of reporting and other counting errors, many furloughed workers did not 

count themselves as unemployed when interviewed and thus the Bureau of Labor Statistics 

undercounted the U3 data.  The total unemployed was likely to have been much higher. The 

broader unemployment measure (U6), which includes all persons marginally attached to the 

labor force plus total employed part-time for economic reasons, stood at 22.8% in April. 

Sensing an economy in dire straits with no clear path out, financial markets froze as 

institutions, corporations and investors clamored for cash and ongoing funding which led to a 

liquidity crisis.  This resulted in a severe tightening of financial conditions and a serious stock 

market correction of unprecedented speed.  Bonds of every stripe (from investment grade to 

Junk bonds, from government to municipalities, and from public to private markets) were also 

seriously impacted. Since then, the Federal Reserve has unleased $7 trillion to unfreeze the 

markets and act as the buyer of last resort.   

The monetary authority, as so stated by Chair Powell, has “crossed a lot of red lines”.  As a 

part of the massive effort to provide stability to the financial system, programs have been 

established to lend to medium-sized businesses, to buy corporate bonds, and to purchase debt 

from states and large cities. Money is even set aside to buy fallen angles – corporate bonds 

that see their ratings drop from investment grade to “junk” status due to the COVID-19 

pandemic.   

At the same time, with interest rates at 0% and the 10-year bond yield reaching 50bp, the 

stock market, as represented by the S&P 500 index, regained most of its losses in three 

months.  The speed of this market recovery was also unprecedented. 

With the infection rates low in many interior and southern states in late April, there was a 

growing push to reopen their economies.  However, and as expected, the lack of social 

distancing contributed to a surge in new cases.  As of July 12, the new daily confirmed cases 

for a select group of countries are represented in the following graph (from Our World in 

Data). The U.S. is now leading the world with the most incidences of new confirmed cases 

and growing. 

The U.S. has never really been able to “bend” the curve.  In May, the curve appeared to have 

“flattened”. This simply means that the infection rate was stable and was not continuing to 

move upward.  The southern and non-coastal states were less or minimally impacted by the 
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infection at the time.  Now, fast forward 60 days, the “too-soon-to-reopen” states’ infection 

rates have significantly spiked.  

According to federal guidelines, states should wait until they experience a downward 

trajectory of documented cases within a 14-day period before proceeding to a phased opening. 

As of July 12th, the total cases in the U.S. had reached 3.3 million with over 137,000 dead. Just 

since May 31st, the absolute number of cases has increased by over 83% as the number of new 

tests is also increasing. To get a better perspective, the left graph provides the number of new 

cases per million of population. This indisputably shows an increase from 70.38 per million on 

May 31 to 190.49 per million on July 7.  This is a 171% increase!   
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 According to a CNN1 report based on Johns 

Hopkins University Center data, U.S. cases are 

on a doubling trend every week.  The left chart 

shows the top states for new cases in early July 

as compared to the 2 weeks prior. These latest 

spikes coincide with the phase 2 and phase 3 

reopening of many states and the holiday 

vacationers during Memorial Weekend. The 

incubation period for COVID-19 (time between 

exposure to the virus and symptom onset) is 5-6 

days on average. However, it can be up to 14 

days.  We expect to see a gradual but definitive 

increase in mortality rate as the hospitalization/intensive care rate is now showing up in 

those states. 

Death from COVID-19 is what strikes the most fear.  But, if we included all those untested 

yet infected, the death rate is likely less than 1%.  The left graph shows the death rate has 

significantly slowed since the height reached in mid-April.  Using the July 8 CDC2 data, the 

right graph shows that 90% of the deaths since February came from people age 55 and older 

 
1 https://www.cnn.com/interactive/2020/health/coronavirus-us-maps-and-cases/  
2 https://www.cdc.gov/nchs/nvss/vsrr/covid_weekly/index.htm#AgeAndSex  

https://www.cnn.com/interactive/2020/health/coronavirus-us-maps-and-cases/
https://www.cdc.gov/nchs/nvss/vsrr/covid_weekly/index.htm#AgeAndSex
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with a concentration in the age 75 and older group. (Nursing homes have been significant 

mortality contributors.)  Thus, a plausible explanation for a gradual lowering of the death 

rate is the sustained precautions taken by seniors and those with one or more underlying 

conditions as well as the lessons learned in NY regarding protocol for care and the now 

abundance of PPE.  The newly infected class is more confined to the younger cohorts. As 

such, even as the infection rate increases, the mortality rate will likely not reach the same 

level as the past on a total per million basis, but on an absolute basis, the mortality rate 

remains serious and escalating. 

It is a false choice to frame combatting COVID-19 as a binary selection of life or livelihood.  

This should not be a matter of your life or your money.  There are well established protocols 

based on medical science and prior experience (1918 influenza, HIV, Ebola virus, the earlier 

SARS and MERS, Zika virus) in successful dealings with morbidity and mortality while 

maintaining a livelihood.  To prevent community spreading, what is required is to first 

engineer a total shutdown for two weeks (which the U.S. almost accomplished). Second, 

identify nearly all those infected (symptomatic or asymptomatic) through universal testing. 

Third, isolate infected individuals through shelter-in-place. Fourth, trace and alert contacts of 

each infected individual, and fifth, quarantine the exposed for 14 days. Simply stated – 

shutdown, test, isolate, trace, and quarantine.  On an individual level, we need to be vigilant 

about physical/social distancing, wearing proper fitting face covering/mask, and practice 

personal hygiene (hand washing, gloves and wiping before touching or using)3.  By taking 

these community and personal precautionary steps, the economy can open and function 

without a vaccine. Depending on how negligent we as a country and as individuals are in 

adhering to these necessary protocols, we will continue to experience outbreaks, flare ups and 

waves of COVID-19 until we have an effective and universally available vaccine.  This is a 

societal choice.  The challenge for America, founded on individual rights, liberty and basic 

distrust in government, is to behave more like a collective by suppressing some individual 

freedom and convenience and complying with authority for the betterment of the whole.  

Evidence has shown that, with the aid of disparate and inconsistent messages from the 

Federal, state, and local governments, we are fragmented.  This means the public health crisis 

will remain with us for some time to come.   

Due to the geographically fragmented approach to controlling community spread, contract 

tracing cannot be practically implemented when there are uncontrolled outbreaks across the 

country.  Contact tracing for COVID-19 typically involves (1) interviewing those infected to 

identify everyone they had close contact with during the time they may have been infectious; 

(2) notifying contacts of their potential exposure; (3) referring contacts for testing; (4) 

monitoring contacts for signs and symptoms; and (5) connecting contacts with services they 

might need for self-quarantine.  This should have occurred during the lockdown period.  This 

was an opportunity missed. 

There are two ways for us to get back to “normal”.  The first is to achieve “herd immunity”. 

This status is achieved when most of a population is immune to an infectious disease and thus 

provides indirect protection to those who are not immune to the disease. Depending on how 

 
3 https://www.who.int/emergencies/diseases/novel-coronavirus-2019/advice-for-public  

https://www.who.int/emergencies/diseases/novel-coronavirus-2019/advice-for-public


6 
 

contagious an infection is, usually 70% to 90% of a population needs immunity to achieve 

herd immunity.  As stated earlier, 3.3 million have tested positive for COVID-19 thus far.  

Since testing has not be broad enough, the actual number of infected individuals (including 

asymptomatic) are 5 times as many, which means about 15 million Americas have been or are 

currently infected.  Out of a population of 330 million, that would mean that, as of today, only 

5% of the population has developed immunity (assuming once infected they will be immune 

from reinfection). We are a long way from achieving herd immunity.   

The second way is through a vaccine. Vaccines greatly reduce the risk of infection by 

working with the body’s natural defenses4 to safely develop immunity to disease.  To achieve 

herd immunity through the use of a vaccine would require the vaccine to be universally 

available, effective and used by everyone or almost everyone. The COVID-19 vaccines in 

development are most likely to be similar to those that protect against influenza.  They 

reduce the risk of contracting the disease and lessen the severity should infection occur.   

Ideally, the vaccines will provide “sterilizing immunity” which would prevent infection 

entirely. However, prior experience with human coronaviruses shows immunity that develops 

after infection with respiratory tract infections is not lifelong. In some cases, the duration is 

measured in months, not years. According to the CDC’s estimates, influenza (the flu) has 

resulted in between 9 million – 45 million illnesses, between 140,000 – 810,000 

hospitalizations and between 12,000 – 61,000 deaths annually since 2010.  This is even with 

the availability of a flu vaccine.  

Managing expectations is critically important.  Historically, a viable vaccine takes years and 

not months to develop, and in other cases, vaccines remain elusive after years or decades of 

efforts. According to the CDC, recent studies show that flu vaccination reduces the risk of flu 

illness by between 40% and 60% among the overall population during seasons when most 

circulating flu viruses are well-matched to the flu vaccine. This means that there is no 

certainty everyone with a vaccine shot would be protected.   

The Trump Administration announced Operation Warp Speed (OWS), which aims to deliver 

300 million doses of a safe, effective vaccine for COVID-19 by January 2021, as part of a 

broader strategy to accelerate the development, manufacturing, and distribution of COVID-

19 vaccines, therapeutics, and diagnostics.  Congress has directed almost $10 billion to this 

effort through supplemental funding, including the CARES Act.  Of course, none of these 

guarantee that a viable, safe, and effective vaccine will be available soon5 although we are all 

hopeful.  But in reality, even if we have a successful vaccine developed, it will take months if 

not years for everyone to be vaccinated.  Then, we have to wait and see if everyone needs to 

be re-vaccinated annually (like a flu vaccine).  Scientists are pretty certain that COVID-19 is 

not a one-time phenomenon and the duration of and the efficacy for protection offered by the 

new vaccines are also unknown.   

  

 
4 https://www.immunology.org/public-information/bitesized-immunology/pathogens-and-disease/immune-
responses-viruses 
5 https://www.discovermagazine.com/health/the-time-of-trials-waiting-for-a-coronavirus-vaccine 

https://www.immunology.org/public-information/bitesized-immunology/pathogens-and-disease/immune-responses-viruses
https://www.immunology.org/public-information/bitesized-immunology/pathogens-and-disease/immune-responses-viruses
https://www.discovermagazine.com/health/the-time-of-trials-waiting-for-a-coronavirus-vaccine
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Economic Impact 

In Chairman Powell’s semiannual monetary policy report to Congress on June 16, he stated 

that, beginning in mid-March, economic activity fell at an unprecedented speed in response to 

the outbreak of the virus and the measures taken to control its spread. Even after the 

unexpectedly positive May employment report, nearly 20 million jobs have been lost on net 

since February, and the reported unemployment rate has risen about 10% to 13.3%. The 

decline in real GDP in the second quarter is likely to be the most severe on record. Moreover, 

the longer the downturn lasts, the greater the potential for longer-term damage from 

permanent job loss and business closures. Long periods of unemployment can erode workers' 

skills and hurt their future job prospects. The pandemic is presenting acute risks to small 

businesses. If a small or medium-sized business becomes insolvent because the economy 

recovers too slowly, we lose more than just that business. These businesses are the heart of 

our economy and often embody the work of generations. 

In his June 10th press conference, Chairman Powell warned that the extent of the downturn 

and the pace of recovery remain extraordinarily uncertain and will depend, in large part, on 

the success in containing the virus. A full recovery is unlikely to occur until Americans are 

confident that it is safe to reengage in a broad range of activities. The severity of the 

downturn will also depend on the policy actions taken at all levels of government to provide 

relief and to support the recovery when the public health crisis passes. 

The following is the graphic version to the median (middle) Summary of Economic 

Projections (SEP) released at the June 10th FOMC meeting. 
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The SEP represents the median of each participant’s projections based on his or her 

assessment.  It does not represent the projection of the FOMC as a body.  Nonetheless, the 

SEP offers a view of the direction the members are projecting regarding the U.S. economy 

and how such projections may help to inform them on monetary policy. 

Due to the economic uncertainties brought on by the pandemic, the FOMC did not release a 

SEP in March.  Thus, these graphs compare the median projections against the December 

2019 SEP projections.  In the case of the real GDP, the projection for 2020 is now at a 

negative 6.5% with a bounce of 5% and 3.5% for the following two years.  The average of 

these 3-year projections is 0.67%.  This is significantly below the new, long-run, annual, real 

GDP rate of 1.8%.  We believe that the -6.5% projection for 2020 may be optimistic.  The 

unemployment projection of 9.3% for this year and then dropping to 6.5% and 5.5% also 

seems to be aggressive.  We believe that unemployment may remain at 10% or greater by 

year-end even if there is a viable vaccine developed by the fourth quarter.  The increasing 

rate and scale of bankruptcies on a household and corporate level as well as the changing 

consumer behaviors and the desire to hold more cash and savings will maintain pressure on 

aggregate demand. Finally, the projection of PCE and core PCE may also be optimistic.  The 

reality is the outlook for the U.S. economy is “extraordinarily uncertain” since its recovery is 

predicated on the country’s ability to contain the spread of and our adjustment to COVID-19, 

which are also significantly uncertain. 

Based on the economic and inflation 

projections stated in the June SEP (left 

chart), the FOMC members are projecting 

a zero interest rate policy (ZIRP) at least 

through 2022, even though in the long 

run the projection remains at 2.5%.  When 

asked during the press briefing regarding 

normalizing interest rates, Chair Powell 

famously said that “we are not even 

thinking about thinking about raising 

rates.” 

The left chart above shows the movement of the treasury yield curve since 2017.  The curve 

continued to flatten in 2018 and 2019 as the FOMC began rate normalization.  The right bar 

graph above represents the yield curve on July 15th and shows the drop in yield from the 
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beginning of this year.  Now, there is almost no difference between the 1-month and the 3-

year yield.   

This lower for much longer ZIRP along with other monetary instruments (massive Large-

Scale Asset Purchase or QE, forward guidance, and possibly soon yield curve targeting) will 

likely continue far beyond 2022.  The current set of monetary policy is the Fed’s effort to 

attain its dual mandate of full employment and promote price stability.  First, it took 10 years 

since the Great Recession to bring unemployment rates down to 3.5% from their height of 

near 10%.  In today’s COVID-19 pandemic world, the impact on our economy is even more 

severe than the Great Recession in many ways.  It is most unlikely that the U.S. will be back 

to a 5% unemployment rate in three years.  Secondly, the Great Recession was caused by a 

banking & mortgage crisis which impacted the global financial system.  After then-

unprecedented, extraordinary monetary and fiscal efforts, we have experienced below par 

inflation rate.  Although it is true that much of the Fed’s balance sheet expansion was kept in 

the banking system and was not transmitted to the private sectors, the lack of aggregate 

demand and low labor productivity kept inflation in check and interest rates low.  Although 

the final chapter to our COVID-19 public health crisis is not yet known, thus far it is clear 

that the super accommodative and the vast scale of fiscal and monetary policies cannot be 

sustainable if interest rates rise and are sustained. Thus, when inflation returns, the FOMC 

will not likely raise rates for a while.  They will use the symmetry rhetoric first to look for a 

more sustainable “hotter” economy as a posture to keep interest rates low.  The biggest and 

most obvious beneficiary to this kind of monetary policy path is a buoyant equity market, as 

bonds are yielding next to nothing. 

The Global Economy 

The COVID-19 pandemic started in China in late 2019; thus, the first-quarter global GDP 

was generally worse than expected. High-frequency indicators point to a more severe 

contraction in the second quarter, except in China, where most of the country had reopened 

by early April.  Consumption and services output have dropped markedly. The pattern 

reflects a unique combination of factors: voluntary social distancing, lockdowns needed to 

slow transmission and allow health care systems to handle rapidly rising caseloads, steep 

income losses, and weaker consumer confidence. Firms have also cut back on investment 

when faced with precipitous demand declines, supply interruptions, and uncertain future 

earnings prospects. Thus, there is a broad-based aggregate demand shock, compounding 

near-term supply disruptions due to lockdowns. 

In June, the IMF6 continued to revise down global GDP.  There is a higher-than-usual 

degree of uncertainty around this revised forecast. The baseline projection rests on key 

assumptions about the fallout from the pandemic. For this year, the world is expecting to 

contract by 4.9%, a 1.9% revision down just from April’s 3% contraction. 

 

 

 
6 https://www.imf.org/en/Publications/WEO/Issues/2020/06/24/WEOUpdateJune2020 

https://www.imf.org/en/Publications/WEO/Issues/2020/06/24/WEOUpdateJune2020
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IMF World Economic Outlook 
June 2020 

Y2018 Y2019 Y2020 
(Apr 
Est) 

Y2020 
(Jun 
Est) 

Y2021 
(Apr 
Est) 

Y2021 
(Jun 
Est) 

World 3.6 2.9 (3.00) (4.90) 5.8 5.4 

Advanced Economies 2.2 1.7 (6.10) (8.00) 4.5 4.8 

U.S. 2.9 2.3 (5.90) (8.00) 4.7 4.5 

Euro Area 1.9 1.3 (7.50) (10.20) 7.3 6.0 

Japan 0.3 0.7 (5.20) (5.80) 3.0 2.4 

UK 1.3 1.4 (6.50) (10.20) 3.0 6.3 

Emerging & Developing 
Economies 

4.5 3.7 (1.00) (3.00) 8.5 5.9 

China 6.7 6.1 1.20  1.00  9.2 8.2 

India 6.1 4.2 1.90  (4.50) 7.4 6.0 

World Trade Volume 3.8 0.9 (11.00) (11.90) 8.4 8.0 
 

The synchronized nature of the downturn has amplified domestic disruptions around the 

globe. Trade contracted in the first quarter, reflecting weak demand, the collapse in cross-

border tourism, and supply dislocations related to shutdowns (exacerbated in some cases by 

trade restrictions). 

The OECD7 puts out its own economic projection in June as well, and it has two projections: 

(1) assuming COVID is a one wave pandemic in 2020 and (2) assuming a second wave 

transpires before the end of 2020. 

 

 
7 https://read.oecd-ilibrary.org/view/?ref=134_134128-yslmloiby1&title=OECD-Economic-Outlook-The-World-
on-a-Tightrope  

https://read.oecd-ilibrary.org/view/?ref=134_134128-yslmloiby1&title=OECD-Economic-Outlook-The-World-on-a-Tightrope
https://read.oecd-ilibrary.org/view/?ref=134_134128-yslmloiby1&title=OECD-Economic-Outlook-The-World-on-a-Tightrope
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These scenarios help frame the range of possibilities. Both scenarios are sobering as economic 

activity does not and cannot return to normal under either circumstance. By the end of 2021, 

the loss of income exceeds that of any previous recession over the last 100 years outside 

wartime, with dire and long-lasting consequences for people, firms and governments. 

The U.S. Economy 

The first quarter final estimate 

for the U.S. economy was a drop 

of 5% from a fourth quarter 

GDP of 2.1%.  The left graph 

shows that consumer (personal 

consumption) for goods was flat 

at 0.2% while consumer 

consumption of services was 

down by 9.8% and capital 

investment was down by 10.2%. 

Government spending was a 

positive 1.1%. This reflects the 

beginning of the economy 

reacting to the beginning of 

COVID-19. 

The Atlanta Fed’s GDPNow, an econometric-based GDP forecasting tool, suggested on July 

17th a negative 34.7% for the second quarter U.S real GDP, while the New York Fed Nowcast 

model predicted a negative 14.31% on the same day.  This large disparity shows the large 

uncertainty in the economy.   

The four largest U.S. banks— JPMorgan Chase & Co., Citigroup, Bank of America Corp. and 

Wells Fargo & Co.—announced that they have set aside $33 billion in the second quarter to 

cover potential (or expected) loan losses. Corporate lending accounts for $16.8 billion, up  
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from $8.8 billion in the first quarter.  The banks are realizing that the short-lived economic 

downturn that was the early expectation is now morphing into a more protracted downturn  

with a more broad-based impact across the entire economy.  Corporate customers loaded up 

on their existing bank credit facilities during the lockdown period and then replaced the bank 

debt with new, more permanent financing with bond and convertible stock offerings.   

Since the national shutdown occurred during the second quarter, everyone is expecting a 

terrible economic picture since it was at the nadir of the COVID-19 economic fallout. As 

such, regardless of how deep the economic contraction was, everyone is looking past the 

second quarter and recognizing that the U.S. had a recession and we are bouncing out of a 

short and sharp recession.  With consumers representing about 70% of the economy, the 

focus is on the labor economy as well as the ability for small and medium size business to 

remain solvent.  

Even if we remain vigilant in taking the necessary steps to limit community spread and take 

on personal responsibility to stay safe while minimizing transmission to others, there will 

still be flareups.  This means that we expect sporadic closings of communities, schools, events 

and/or establishments to contain the spread of the contagion.  The rocking back and forth of 

easing business restrictions then restricting economic activities will place a perpetual drag on 

the consumer psyche and thus the economy.  The drag on aggregate demand will make a full 

recovery protracted and difficult.  Also, it is likely that consumers will maintain a higher level 

of savings to weather uncertainties which further places pressure on consumption. 

The Labor Economy 

The headline unemployment rate (U3) declined by 2.2% from May to 11.1% in June, with the 

number of unemployed persons fell by 3.2 million to 17.8 million. The broad unemployment 

rate (U6) declined from 22.8% in May to 18% in June. The labor force participation rate 

increased by 0.7% in June to 61.5% but is 1.95% below its February level. Total employment, 

as measured by the household survey, rose by 4.9 million to 142.2 million in June. The 

employment-population ratio, at 54%, rose by 1.8% over the month but is 6.5% lower than in 

February. 
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The number of unemployed persons who were on temporary layoff decreased by 4.8 million 

in June to 10.6 million, following a decline of 2.7 million in May, as parts of the country 

began to reopen. The above right chart shows a big improvement for the temporary layoff 

workers as employers rehired furloughed workers. The number of permanent job losses 

continued to rise however, increasing by 588,000 to 2.9 million in June.  The number of 

unemployed reentrants to the labor force rose by 711,000 to 2.4 million.   

The following left graph shows the continuing unemployment claims during the first week in 

July is over 17 million.  The lower right graph shows the weekly initial jobless claimants.  

After reaching the high of 6.867 million filing for unemployment during the week of March 

28th, new weekly claims are now down to 1.3 million for the week of July 11.  However, the 

downward trend is not likely to be sustainable. 

The initial rehiring of furloughed workers as the states reopened may likely be reaching its 

near term (bounce) peak as many states and municipalities are now slowing or reversing their 

reopening schedule with COVID-19 community spread increases. Further, there have been 

more rounds of layoffs and bankruptcies announced.  The following retailers have filed for 

bankruptcy reorganization this year, and some are in liquidation. 

1/23/2020 SFP Franchise Corp 5/15/2020 J.C. Penney 
2/17/2020 Pier 1 5/18/2020 Centric Brands  
3/9/2020 Art Van Furniture 5/27/2020 Tuesday Morning 
3/9/2020 Bluestem Brands 6/23/2020 GNC 
3/11/2020 Modell's Sporting Goods 7/8/2020 Sur La Table 
4/13/2020 True Religion 7/8/2020 Brooks Brothers 
4/29/2020 Roots USA 7/10/2020 Muji USA  
5/4/2020 J. Crew 7/13/2020 RTW Retailwinds 
5/7/2020 Aldo 7/3/3030 G-Star Raw 
5/7/2020 Neiman Marcus 7/3/3030 Lucky Brand 
5/11/2020 Stage Stores 
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With small businesses employing 48% of the U.S. workforce, their survival significantly 

impacts the labor and the real economy.  Understanding the solvency risk and the domino 

effect on employment and the 

economy, Congress quickly passed 

legislation in the first quarter to help 

support small business owners 

largely through the creation of the 

Paycheck Protection Program (PPP) 

which intends to cover 8 weeks of 

workers’ pay and additional funding 

for the Economic Injury Disaster 

Loan (EIDL) program. An NFIB survey8 shows that over 75% of small business owners 

(77%) have applied for a PPP loan. Almost all who have applied (93%) have received the loan. 
The Main Street Lending program however is a new lending program created by the Federal 

Reserve targeted to larger small and medium size businesses. According to the NFIB survey, 

most respondents (78%) do not anticipate applying for one of these loans.  The PPP loan has 

a forgiveness provision which allows borrowers to keep the loan as a grant if certain 

conditions are met.  According to the NFIB survey, the previous graph shows their responses 

as to when their loan forgiveness will be considered. It appears that most of the loans would 

have met their 8-week period by mid-July.  Forgiveness is based on the employer maintaining 

or quickly rehiring employees and maintaining salary levels. Forgiveness will be reduced if 

full-time headcounts decline or if salaries and wages decrease. With no added incentives to 

keep all employees when the forgiveness period ends, we expect employers that remain in a 

challenged business environment will begin to let go of their employees. 

Of the total $50 billion in federal assistance for the airline industry, carriers agreed to no 

involuntary furloughs of employees until after Sept. 30 as a condition of accepting funding, 

Travel demand has languished at about a quarter of last year’s levels, and some cities and 

states have imposed new travel restrictions due to rising COVID infection rates. The airline 

business is looking dim.  United has announced that the airline may need to cut as much as 

36,000 jobs or 50% of its U.S. workforce in October after the federal assistance is used up.  

Delta received $5.4 billion and reported a $5.7 billion loss in the second quarter after cutting 

flights by 85%. It is offering retirement and buyout packages to its 91,000 staff with 17,000 

opting for the package. Southwest took $3.2 billion of funding and is encouraging employees 

to take voluntary time off after cutting 60% of its flights. American Airlines is looking to cut 

20,000 jobs in October. Company after company in a variety of industries will feel the 

economic pain as COVID-19 continues to be out of control.   

 
8 https://assets.nfib.com/nfibcom/Covid-19-7-Write-up-and-Questionniare-5-29-2020-WEB.pdf  

https://assets.nfib.com/nfibcom/Covid-19-7-Write-up-and-Questionniare-5-29-2020-WEB.pdf
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The following is the Q2 employment change per industry. This shows that, as the country 

slowly reopens, service sector workers have experienced the greatest gains.  Those who were 

temporarily laid off or furloughed are rehired.  However, with positive COVID-19 cases 

rising in many states, even if there is no regional shutdown, citizens are likely to take a more 

cautious stance by not venturing out unnecessarily.  This will negatively impact the fragile 

business reopening process with employers taking on a more cautious or wait-and-see tone to 

rehiring workers. 

Fiscal Policy 

The Federal Reserve’s monetary policies in response to the pandemic were decisive, 

overwhelming and immediate.  It was a necessary and timely response to a liquidity crisis.  

Congress also acted quickly, by historical standards, and passed legislations that helped to 

support various constituents.  This extended a bridge to minimize or remove solvency risks 

for many.  The CARES Act, passed on March 27, 2020, offered $349 billion in support for 

small businesses under the Paycheck Protection Program (PPP) with an application deadline 

extended to August 8th.  This program has helped many small businesses to weather two 

months of payroll (75%) and business expenses (25%), but with the business climate still 

uncertain, more is needed. $290 billion worth of direct payments to taxpayers were also 

instituted where taxpayers with annual incomes up to $75,000 received one-time payments of 

$1,200. Families would also receive an additional $500 per qualifying child. Additionally, 

$270 billion was earmarked to extend unemployment benefits - extending unemployment 

insurance by 13 weeks, boosting benefits by up to $600 per week for four months, and 

expanding eligibility requirements to include more categories of workers. The extra weekly 

benefit is set to expire by the end of July.  With unemployment in double digits and more 

layoffs expected, continuing subsidy is needed to extend the bridge to sustain the 

marginalized and the unemployed.  

In an election year, both houses of Congress and the White House have significant incentives 

to pass a new fiscal package to extend financial security to individuals, businesses and state 

and local governments. Most observers expect a $1 to $1.5 trillion package that will likely 
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include some tax reduction measures, favored by the Republicans (trickle down economic 

champions). We expect a final bill to be ready for President Trump’s signature in two weeks 

as members head home to campaign for reelection.  We are hopeful that the fiscal package 

will offer a lifeline to those losing benefits and payments at a time when they face dim 

prospects of finding a new job and allow small businesses to buy time from declaring 

bankruptcy. 

The Financial Markets 

Investors’ reactions to COVID-19 created extreme uncertainty and caused a rush to raise 

cash and seek shelter which created a liquidity shock to the financial system. As a result of the 

economic dislocations caused by the virus, some essential financial markets had begun to 

malfunction and many credit channels that households, businesses, and state and local 

governments rely on stopped working. The Federal Reserve expeditiously and massively 

took action to safeguard financial markets in order to provide stability to the financial system 

and support the flow of credit in the economy.  

The top graph shows the 
significant improvement in 
yield since the Federal 
Reserve took action. 
Although none of the bond 
yields have returned to pre-
crisis levels, it is clear that 
monetary policies 
implemented (including 
forward guidance) have 
yielded the intended and 
significant impact.  The same 
can be said about the stock 
market.  Since actions by the 
Federal Reserve in mid-
March, 10-year treasury 
bond yields have fallen to 
62bp; the Fed Fund’s rate is 
now between 0 and 25bp; 
and the Fed’s balance sheet 
ballooned from below $4 
trillion to almost $7 trillion. 
Coupled with the CARES 
Act, many out of work and 
displaced individuals and 
families have been given the 
cushion needed to maintain 
their way of life.  As such, 
the policy actions have been 
successful in truncating a 
freefall of the markets as 
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earned income has significantly been replaced by transfer payments from the government.  
Those were the first sixty days since the lockdown.  As we progress forward, the market has 
looked through the current economic pain and started to price in the rolling reopening of the 
economy.  Although it has faced recent headwinds with COVID-19 resurgence, the market 
also began to incorporate the likelihood of new therapeutics and vaccines for COVID-19.  
Now, the market is also counting on the new round of fiscal support to continue the propping 
up of income levels and the minimizing of solvency risks of small to mid-size businesses as 
well as the possibility of providing support to state and local governments.  Furthermore, the 
market is also looking at foreign countries and their successes in fighting back the virus and 
reopening their economies which contribute to the recovery of aggregate demand.  
 

The left graph illustrates two performance 
periods.  The top half shows the price 
change from January 1 through March 23 
for 5 benchmark indexes: NADAQ 100 (the 
tech heavy large cap), S&P 500, S&P 500 
Pure Growth (the growth portion of the 
index), Russell 2000 (small cap stocks) and 
S&P 500 Pure Value (the value portion of 
the index).  It should be no surprise to see 
NASDAQ has fallen the least (19.77%) and 
small cap (-39.92%) and S&P 500 Pure 
Value (-51.03) dropped the most from the 
first of the year to March 23 (the lowest 
point of the market drop). One consequence 
of COVID-19 is the acceleration of the 
deployment of technology and the interest 
in bio and medical science. Staying at home 
and connecting with offices, clients, relatives 
and friends, purchasing everything, 
accessing all entertainment online, and the 
rapid adoption of fintech have divided the 

old industries of energy, manufacturing, real estate and banking with the new.  The 
popularity and emphasis of the New Economy is self-evident. They tend to have less debt 
(cleaner balance sheets), less employment and significant growth prospects, so it is no wonder 
that the indexes that represent these sectors of the economy have lost less value on the 
downturn and gained more value on the upturn as shown in the second half portion of the 
graph (from March 23 to July 15). Put it another way, the indexes that concentrate more on 
manufacturing, utilities, real estate, industries, and enegy represent the old economy and 
reflects the main street.  Whereas the indexes that focus on technology, communications, bio 
and health sciences, fintech, cloud, IT and e-distribution represent the new economy and have 
done great.  Clearly the financial economy and the real economy have been disjointed.  The 
enthusiasm of the stock market can be attributed to: 
 
(1) The Federal Reserve $7 trillion dollar asset purchase programs and a zero interest rate to 
mitigate a liquidity problem - This has placed a put (or a safety net) on the market that 
promotes re-risking (i.e. buy stocks and other risk assets). 
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(2) The $3 trillion stabilization fund (and 
maybe soon an additional $1.5 trillion) to 
mitigate solvency problems has pumped an 
extraordinary amount of money into our 
economy. The right graph shows the change 
in income from Feb (before the crisis) to May 
(in middle of the first wave) that was up $722 
billion; savings was up $2.703 trillion while 
consumption was down $1.725 trillion.  We 
are awash in cash and it has to go somewhere 
sooner or later. This positive for stocks. 
(3) Many investors have stayed on the sidelines as the stock market rapidly recovered. The 
fear of missing out (FOMO) crowd has reluctantly moved back in and supported the rising 
market.  
(4) The “there is no alternative” (TINA) crowd, seeking a better return than bonds, pushed 
investors further into the stock market.  Also, when a stock or the market jumps higher after 
a significant correction, this forces traders (who had bet that their prices would fall) to buy 
the same stock or the market to prevent even greater losses. Their scramble to buy further 
adds to the upward move on the stock's price (often referred to as a short squeeze). 
(5) The COVID-19 punctuated acceleration of a massive transition between the old economy 
and the new economy where the growth and returns are. 
(6) The market is looking through 2020 and hoping for a better or back to normal economy 
in 2021 and thereby discounting all negative news along the way. Hope springs eternal. 
 
If the new fiscal policy (basically transfer payments) of $1 to $1.5 trillion is passed in August 
to provide support to those at-risk individuals, businesses and states, the stock market would 
remain elevated.  Volatility in the market will likely come from: (1) a second wave during the 
fall flu season which forces regional shutdowns; (2) the November election and the 
contentious rhetoric during the campaign season; (3) the ongoing blame game and associated 
actions to demonstrate a tough stance against China which leads to the cancellation of 
China’s phase 1 trade deal; and (4) the dashed hopes of a viable vaccine as phase 3 trials fail. 
 
The Un-Normal 

Many refer to the current conditions as the “new” normal.  I think of this as the “un”-normal. 

There is nothing normal about what is transpiring.  We have a novel virus-induced public 

health crisis that was known since January.  Medical and public health professionals know 

exactly what is needed to prevent its spread, especially when there is no immunity.  There 

was and still is a missing national and unified response to mitigate community spread and 

promote good and necessary individual behavior.  Just think, at this stage we are still 

debating the efficacy of wearing a mask. We finally cobbled together a painful national 

lockdown and endured the economic and psychological pain and yet we failed to prepare and 

take the necessary actions during that time (45 days) to test, trace and isolate.  Now we have 

a rolling reopening that is based on state and sometimes local policies. The first wave crests 

again with an economy unsure of the next step.  Until we comprehensively and uniformly 

address the public health crisis, we will continue to be un-normal.  The disconnect between 

Wall Street and Main Street will continue as Wall Street is based on hope and the future 
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while Main Street is based on the past and the current.  Most observers are placing too much 

confidence in getting a vaccine this year and have a naïve understanding of the limitations of 

a vaccine. Also, the success of a vaccine is more impactful to the old economy than the new.  

A big slice of the population has buckled down, taken precautionary steps and adjusted their 

expectations and habits. The longer we do not conform, the bigger this slice of the population 

will grow.  This will make returning to normal unlikely, and ultimately, we will move from 

the un-normal to a new-new normal. We will live in a lower interest rate, lower aggregate 

demand (GDP), higher unemployment, less productivity, higher taxes, and a “universal 

income” world - a more connected world with less abundance and equality.   

Sincerely yours, 

EXPERIENTIAL WEALTH 
Philip Chao, Principal & CIO 
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