
Equity Market Update

Major world equity indexes fell sharply in the first quarter due to current
and expected future economic impacts from the COVID-19 crisis. With
the exception of small-cap stocks, U.S. markets held up better than
international, but no market segment was immune to the selling
pressure. Technology stocks outperformed due to the less cyclical nature
of many of these companies, which will help them through the economic
slowdown.

World equity markets sold off very rapidly due to the unprecedented
immediate shutdown of large portions of the world economy. This will
obviously have a significant near-term negative impact on corporate
profitability. We are encouraged that after bottoming on March 23rd,
there has already been a market bounce, as investors begin buying
oversold stocks. While difficult to see now, we believe that a year from
now, investors will say, “I can’t believe (fill in the blank company) was
selling at $X during the market sell-off.”

It is important to remember that the U.S. economy was performing
extremely well before the COVID crisis. While the current business
shutdown will undoubtably be painful, we believe most large publicly
held companies will be able to weather the storm and will be on a solid
path to recovery by the end of 2020. Investors will look through the
current period of weak earnings and set their sights on a much stronger
2021 picture.

Developed international markets will likely be somewhat slower to
recover as their economies were generally weaker than the U.S. going
into the crisis. Nevertheless, we believe that European governments that
had been slow to enact fiscal stimulus policies before the crisis will now
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Total Return Performance for the 

Major U.S. and International Stock Market Indexes

Equity Index
YTD

March 31, 2020

United States

Dow Jones Industrial Avg.:  30 Stock Composite -22.73 %

S&P 500 Composite:  U.S. Large Cap -19.60 %

NASDAQ Composite:  Technology Heavy -13.91 %

S&P 600 Small Cap:  U.S. Small Cap -32.65 %

International

MSCI EAFE Large Cap:  

Europe, Asia & Far East Large Cap
-22.76 %

MSCI EAFE Small Cap:
Europe, Asia & Far East Small Cap

-27.45 %

MSCI EM Emerging Market:
Emerging Market Countries

-23.59 %

Source:  Bloomberg, L.P.

be emboldened to enact such measures, which will create a positive effect
for their economies and equity markets.

Emerging market equities have performed better on a relative basis than in
prior economic crisis situations. We believe stronger domestic demand, a
lower dependence on commodities, and a growing technology sector has
helped their equity markets. This dynamic should also aid in their recovery.
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U.S. Economy

U.S. Gross Domestic Product (GDP) is still expected to grow about 1% in
the first quarter of 2020, as the economic impact from COVID-19 did
not surface until late in the quarter. There are a wide range of
estimates for second quarter GDP, ranging from down 10% to as much
as down 20%. These are unprecedented declines due to the economy
effectively being shut down. While the second quarter figures will be
shocking, investors should instead focus their attention on the timing
and speed of the eventual economic recovery. If general retail stores
and other services businesses are allowed to open in May, we expect
third quarter GDP to snap back strongly.

While eyes remain on the course of the COVID-19 pandemic, they
should also be directed at the development of therapeutic drugs and
eventually a vaccine. When treatments become available to reduce the
severity of the virus to that of the seasonal flu, people will be able to
confidently return to work, helping the economy get back on track.
Ultimately, a vaccine will be the last piece of the puzzle to prevent the
reoccurrence in 2021 and beyond.

Global March ISM Manufacturing and Non-manufacturing Index
readings were below 50, indicating contraction, and we expect these
measures to be challenged over the coming months. The last two U.S.
weekly jobs reports are especially timely, and the 10 million lay-offs
illustrate the impact of the economic shutdown.

It is important to remember that our government has instituted
enormous stimulus measures. This money is still on the sidelines due to
distancing edicts. There is a large amount of pent-up demand that will
be unleashed once our quarantine is lifted. This will be the engine that
will drive the economy beginning in the second half of 2020, with a
significant acceleration expected in 2021.

www.vestorcapital.com

International Economy

Most emerging market (EM) countries in Asia faced COVID-19 issues months
before the U.S. and Europe, which may help their domestic demand recover
earlier. We are already seeing the economies of China and Korea begin to pick
up, although activity is still well below pre-virus levels.

EM economies are still very dependent on exports to developed economies,
and the longer it takes the U.S. and Europe to recover, the more pressure will
be placed on their economies. While emerging markets are less dependent on
commodity prices today as opposed to 10 years ago, weak prices will still place
strains on EM economies. We fully expect worldwide growth to recover nicely
in 2021 when the COVID-19 crisis is hopefully a distant memory.

Source: JPMorgan Guide to the Markets, March 31, 2020



U.S. Equity Market Outlook

Equity market volatility has been very high the past few weeks as
investors grapple with the short and long-term impact of the
economic slowdown. We believe that recent market strength after
the sharp sell-off is a very encouraging sign for the future. Investors
are growing more comfortable that the most dire economic
predictions will likely not come to pass. There is light at the end of
the tunnel and investors are wading back into equities.

While the media will be focusing on the very weak second quarter
and likely third quarter corporate earnings, we believe the market
has largely discounted these figures. We find current equity
valuations very attractive, even if corporate earnings in 2021 just
return to 2019 levels, which we believe is conservative. In other
words, 2020 in basically a “throw way” year with regards to
corporate profitability. Studies by noted finance Professor Jeremy
Siegel of the Wharton School of Business have shown that
historically, 90% of stock price movements are based on earnings 12
months or more in the future. While headline near-term earnings
will undoubtably be dismal, discerning investors are already looking
past 2020.

There is a lot of speculation as to what shape the economic recovery
will take, which will obviously impact corporate earnings and equity
prices. It is an alphabet soup of predictions including V shaped, U
shaped and finally, W shaped. There are so many unknowns that we
do not believe there is much value in predicting the shape of the
recovery. Regardless of the pattern, corporate earnings will likely be
substantially higher in 2021, which we expect will be positive for
equity prices going forward. Finally, it is important to remember
that there is substantial cash on the sidelines waiting to be invested,
which will be another future catalyst.
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International Equity Market Outlook

We believe that fiscal and monetary stimulus in other developed markets
will be very positive for equities going forward. Europe needed a kick start
to their low economic growth and stimulus measures will certainly help.
Valuations in many developed markets are well below that of the U.S. and
accelerating corporate earnings growth could help close the valuation gap.

We fully expect emerging market (EM) equities to recover as they have had
significantly more economic setbacks than developed markets over the
years, and their equity markets have always rebounded. Many of these
countries are early in their move into a market economy and still have a lot
of room for outsized growth. EM equity returns have been below
expectations for the recent past, and are overdue for an acceleration.

Source: JPMorgan Guide to the Markets, March 31, 2020



Fixed Income

In response to the COVID-19 crisis, the U.S. Federal Open Market
Committee (FOMC) has lowered the Fed Funds rate by 1.5% to a 0%
to 0.25% range, providing much needed liquidity to the financial
system. Given the significant near-term economic slowdown, we do
not expect any movement on interest rates in 2020 and well into
2021, even if the economy begins to heat up. The FOMC will likely let
the economy run a little hot as they would not want to stand in the
way of the recovery.

In response to the economic slowdown, the 10-Year U.S. Treasury
yield has fallen precipitously from 1.92% at the end of 2019, to 0.67%
as of March 31, 2020. While falling interest rates are generally
positive for existing bond holders, much of this benefit was erased
over investor concerns of credit impairments by corporate
borrowers. This has caused investors to sell their bonds, which in
turn places pressure on bond prices, leading to many bond funds
posting negative returns year-to-date. We saw the same pattern
during the 2008-2009 financial crisis. Bond prices have already
rebounded as investors begin to take a breath and calmly assess what
the actual credit implications will be. If the economic slowdown is
brief, we expect most investment grade credits to avoid impairment.

High-yield bonds are issued by companies that generally have less
cushion to absorb the economic shock that we are experiencing.
Many of these credits are not liquid, which causes sharp downward
price moves when sellers arrive. The selling pressure on many of
these bonds is likely overstating the ultimate credit impact from the
slowdown, which is creating opportunities for investors. We believe
that our economy will heal as 2020 unfolds, which is creating
opportunities in high-yield bonds today.

Summary

What a difference a month makes. At the end of February, the U.S. economy
was firing on all cylinders and then abruptly, the engine was shut off. The car
is still in good shape, we just need to find the key to get it started again.
Fiscal and monetary relief have come at lightening speed, which will be the
fuel to get our economy rolling again. We are also seeing remarkable
progress on the development of therapeutics and a vaccine to treat the virus.
Never underestimate the can-do attitude and ingenuity of America.

Equity and bond prices have already rebounded sharply from their March
23rd lows, which we see as a very good sign for the future. After initial
indiscriminate selling to raise cash, investors are now calmly looking at the
economic and health situation to assess what the long-term impact will be.
We believe their conclusion is that while this will undoubtably have
significant short-term impacts, it will not seriously impact the long-term
prospects for our economy and markets.

We remain optimistic that the worst is behind us with regards to the virus
and stock market. No one knows how the next few months will play out with
regards to the virus or the economy, but it is looking increasingly hopeful.
Everyone is stepping up to the plate including our government, health care
workers, corporations and last, but not least, the American people. The spirit
of America is alive and well.

We value the trust that you place with us, especially during turbulent times
such as these. Be safe, and we look forward to keeping you up to date with
our thoughts and views.
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