
 

 

 

 
 

 

 

 
 

Covid-19 continues to wreak both human and economic devastation on the world.  As I pen this update, 

worldwide over 11 million people have contracted the disease and more than 500,000 have died from it. The 

response has been to lock down several economies in an attempt to reduce the transmission rate. The result has 

been the largest global economic contraction since economic records began: the world economy may shrink by 

around 10% in Q2, with huge effects in employment and business profitability. Admittedly, the economic policy 

response in general has been impressive, as both central banks and governments have stepped in to prevent 

recession turning into depression. For now. But any attempt to look ahead to what might happen and assess the 

possible monetary and fiscal policy responses and how that might impact markets is still a highly uncertain and 

rapidly evolving situation. 

 

There is good news and bad news about what we’ve been through. The good news is that there are portions of 

the globe that have navigated this crisis better than others. The bad news is that, unfortunately, the U.S. is not 

in that category. We are still navigating the first wave let alone attempting to project what the second wave will 

bring. Economically speaking this is unfortunate indeed. The U.S. economy is likely to shrink by upwards of 10% 

(quarterly change, not annualized), while unemployment has risen by over 30 million. And that’s in the midst of 

not having an end in sight right now. Lockdown measures are increasing, consequently the extent and duration 

of any recovery remains hugely uncertain. 

 

Looking ahead, even though we have experienced a “V” shaped market recovery so far, I anticipate W/U scenario 

as we move into the 2nd half of 2020. Because we are amid re-lockdowns in many areas of the country, any thought 

of us being in a “2nd wave, as I’ve indicated, is wishful thinking. Consequently, that, along with the possibility of a 

large second wave at some point in the Northern Hemisphere Fall/Autumn that necessitates an additional partial 

or full lockdown, a ‘W/U’-shaped recovery becomes the likely outcome. This may even see the markets retreat to 

the lows, and we will be unlikely to see pre-crisis levels of GDP restored until at least 2022. If we see permanent 

demand and capacity destruction, a prolonged, slow or ‘L’-shaped recovery, may be the result. That scenario could 

also trigger another bout of financial market instability, especially if a wave of bankruptcies and defaults causes 

parts of the credit market to collapse. Lots 

of “coulds” and “maybes”.  

 

Markets are fueled by people buying stuff. 

As you can see from the graph, there is a 

marked divergence between what people 

are thinking and feeling, and how the 

market is reacting. At some point our 

reluctance to buy will play itself out int the 

markets. 

 

As a result, my investment advice is 

nuanced: cautious, basically maintaining 

our exposure to risky assets (equity and 

credit), but at lower-than-normal levels of 

overall portfolio risk, coupled with hedges 

where possible. This, along with a slight 

increase to non-U.S. equities due to an 

anticipated earlier recovery.  Let’s hope 

we emerge from it all soon.  
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