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Summary 

 Jerome Powell told the truth at Wednesday’s FOMC press conference.  It is worth listening to his exact words 

regarding the state of the US economy. 

 Chairman Powell’s overall assessments of unemployment, GDP growth and market function largely support the 

views shared by CPB.  Activities that require a high degree of social contact remain impaired, but large parts of 

the US economy that were shut down in March and April are making a “V” shaped rebound now 

 Given the fact that there is some early momentum in the recovery of the US, as demonstrated by the data, 

expecting the mean reversion (catch up) of cyclicals to defensives over the next 12-18 months remains our 

strong view. 

The Truth 

In court, witnesses are sworn to tell “the truth, the whole truth, and nothing but the truth.”  At many swearing in 

ceremonies people place their hand over a bible that says, “and the truth shall set you free.” (John 8:32)  

Well, then, hats off to Jerome Powell who told the truth at Wednesday’s FOMC press conference.  Here are a few direct 

quotes, placed in an order that tells the story of where we are at this moment economically 

 “This is the biggest economic shock in living memory,” and the response “has been large, forceful and very quick 

... In a class by itself.”  

 There are “twenty-two, 24 million people (out of work), somehow as a country we have to get them back to 

work.  They did not do anything wrong. This was a natural disaster.”  

 “We can use our tools to support the labor market and the economy and we can use them until we fully 

recover.”  "We're not thinking about raising rates. We're not even thinking about thinking about raising rates." 

 Powell called the May drop in U.S. unemployment the "biggest data surprise anyone can remember," but he then 

said that the Fed is "not going to overreact to a single data point.” 
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 “It is a long road. It is going to take some time.” 

The Fed noted that the US jobless rate will drop from 13.3% to 9% this year.  (Nine percent was near the peak during the 

Great Recession.)  The Fed also forecasts a 5.0% gain in US GDP next year, that the unemployment rate would fall to 

6.5% by the end of 2021 and 5.5% at the end of 2022. 

Then, On Thursday 

On Thursday, equity markets had their largest setback since March, and the fourth largest daily selloff of 2020.  Many in 

the press blamed the Fed Chair for the decline.  Really?  The fact that the Fed will promote recovery “no matter how long 

it takes” is hardly blame-worthy.  

The market’s rapid rise and recent fall has been widely attributed in press reports as being driven by a flood of retail 

investors opening new accounts. As CNBC Markets noted on June 12, 2020, Barclay’s analysts concluded that “while it’s 

true that many high-return stocks have had a substantial increase in retail ownership, low-return stocks have also had a 

big increase” as well.   So, it seems likely that Thursday’s down day was not due to too much trading by new, small 

investors. 

Looking closely at data, we do see a surge in speculative option trading activity recently, one that appears to have left 

shares vulnerable to a pullback after a strong run.  Call buying was near a record high in early June.  This quickly 

evaporated last week as “upward momentum” failed to carry prices even higher.  Short-term traders took profits.  (Figure 

1.) 

 

Figure 1: Total Equity Call and Put Volumes  

  
  

Source: Chicago Board Options Exchange/Haver Analytics as of June 12, 2020.  

 
 

 

A More Fundamental View on Markets 

In our view, the setback in markets has few implications for the immediate outlook for economic activity in the US and 

elsewhere.   In fact, compared to our views discussed here in April, the timing of the US economic rebound is actually 

slightly ahead of schedule.  And Chairman Powell’s overall assessments of unemployment, GDP growth and market 

function largely support the views we have shared with you.  Activities that require a high degree of social contact remain 

impaired, but large parts of the US economy that were shut down in March and April are making a “V” shaped rebound 
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now (figure 2.)  The driving data show the “V” – the degree to which people are “going places” for work, recreation, 

services and shopping.  For investors, it is much more important that the economy continue to heal than the markets go 

up week after week.  

 
 
Figure 2: Atlanta Fed Daily Estimate of US GDP Growth for 2Q 2020 vs US Miles Driven Index (Seasonally 
Adjusted Apple Data) 

 

 

 
  

Source: Haver Analytics, June 8, 2020.  

 
 

 

It is best to look at the preceding nine weeks during which the markets went up as being driven by companies that fared 

best in COVID economy, what we call “Covid- Defensive shares.” Periodic setbacks relative to “the truth” seem 

reasonable, as the markets may have priced in a recovery faster than one that will “take some time”.   Heightened 

volatility is also to be expected as we come out of this extraordinary event.  

The Virus is Back in the News 

As second concern is the pandemic itself.  The virus itself was back in the news and rightfully so. The not-so-gradual, 

not-so-thoughtful reopening of the US economy is underway, with a dozen states already experiencing an accelerating 

increase in cases and hospitalizations. We continue to track similar data, but we assess it somewhat differently now.  We 

look at specifically at the level of infections and where they are increasing above the national average daily, and plot this 

area as a share of US GDP.   Below is an initial cut of that data.  (Figure 3.) As you can see, the majority of the country 

was initially deeply impacted as the pandemic began its spread.  Then the lockdowns took hold and materially changed 

the trajectory of the pandemic in the US. 
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Figure 3: GDP-Weighted Share of the US Where Covid Infections are Still Rising Rapidly (1% Daily)  

 
 

  
Source: Haver Analytics through June 10, 2020 

 
 

Now, while that chart would not alarm us at the moment, there are places in the US right now where the speed and 

spread of the disease are alarming.  We are watching these closely, as well.  (Figure 4.) 

 
Figure 4: US Cities with High Covid Infection Rates  

 

 
  

Source: Haver Analytics, Citi Private Bank Office of the Chief Investment Strategist, June 14, 2020.  

 
 

 

And finally, we can see that when we split the whole country by county (over 3000), and divide the counties into those 

with a faster than average cast growth against those with a slower case growth rate, it looks as in Figure 5.   This implies 

that the virus still has a strong foothold in the US Southwest in particular. 

 

 

 



Figure 5:  US Covid Growth Rates – Slowing vs Accelerating   

 
 

  
Source: Haver Analytics, Citi Private Bank Office of the Chief Investment Strategist, June 14, 2020.  

 
 

 

We believe that the country is not at risk presently for further major shutdowns, but that it is possible, absent the 

appropriate local, county and regional responses, for the virus to create circumstances where the trade-off between the 

health and safety of individuals and the viability of the economy in those areas becomes quite stark. 

Where Investors Should Focus Their Attention 

In our Mid-Year Outlook, we highlight the disparity between COVID-defensive shares and COVID-cyclicals.   These 

COVID-cyclicals are the industry sectors most negatively impacted by the shutdown - (link here).   We believe they will be 

the biggest beneficiaries – “over time” – in the recovery.  That phrase is what Jerome Powell was referring to in his remarks 

about the Fed’s commitment to seeing a full recovery and it is one reason we have confidence in our call on COVID-cyclical 

shares. (Figure 6.) 

 
Figure 6:  Covid-Defensives vs Covid-Cyclicals   

 

 

  
Source: Haver Analytics, Citi Private Bank Office of the Chief Investment Strategist, June 14, 2020. Past performance is not indicative of future 
returns. Real results may vary. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes 
only. COVID cyclicals: Financials, industrials, energy, materials, real estate, consumer discretionary ex-Amazon COVID defensives: IT, 
healthcare, communication services, consumer staples, utilities, Amazon 

 

 

 

https://www.citivelocity.com/cvr/eppublic/ccm-media/link?c=15k5&d=ns&h=1b1dl5famr3an849kgbhi2i97d&i=3&iw=1&p=H871329776&s=lp&sn=31k&z=5k0


Now, it is worth noting that the past few weeks have seen interest rise in COVID-cyclicals.   But that interest has not 

generated outsized performance – yet.   Since May 1st, the cyclicals have marginally outperformed the defensives 

(Figure 7). 

 
Figure 7:  Covid-Defensives vs Covid-Cyclicals – Returns year to date and since May 1  

  
  

Source: Haver Analytics, Citi Private Bank Office of the Chief Investment Strategist, June 14, 2020. Past performance is not indicative of future 
returns. Real results may vary. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes 
only. COVID cyclicals: Financials, industrials, energy, materials, real estate, consumer discretionary ex-Amazon COVID defensives: IT, 
healthcare, communication services, consumer staples, utilities, Amazon 

 
 

 

But that data would have shown outperformance by the cyclicals save for Thursday's market decline that hit the cyclical 
shares harder (Figure 8.) 
 
Figure 8:  Covid-Defensives vs Covid-Cyclicals   

  
  

Source: Haver Analytics, Citi Private Bank Office of the Chief Investment Strategist, June 14, 2020. Past performance is not indicative of future 
returns. Real results may vary. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes 
only. COVID cyclicals: Financials, industrials, energy, materials, real estate, consumer discretionary ex-Amazon COVID defensives: IT, 
healthcare, communication services, consumer staples, utilities, Amazon 

 

 

 
And this makes sense.  To put it simply, Thursday’s US market setback was predominantly due to fear that the virus’s 
resurgence would hamper the economic recovery, a recovery that would benefit the cyclicals most.   This is also a 
reason to expect further market volatility as the news cycle will focus on virus setbacks and progress 
disproportionately.  Given the fact that there is some early momentum in the recovery of the US, as demonstrated by the 
data, expecting the mean reversion of cyclicals to defensives over the next 12-18 months remains our strong view. 
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