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“The final lesson of 1918…is that those who occupy positions of authority must lessen the panic that can 
alienate all within a society.  Society cannot function if it is every man for himself.  By definition, civilization 
cannot survive that. Those in authority must retain the public’s trust. The way to do that is to distort nothing, to 
put the best face on nothing, to try to manipulate no one. Lincoln said that first, and best. A leader must make 
whatever horror exists concrete. Only then will people be able to break it apart.”  
― John M. Barry, The Great Influenza: The Story of the Deadliest Pandemic in History 

 

Understanding Market Behavior 
 
The brutally insidious nature of the COVID-19 pandemic and its impact on the global economy have come into clear 
focus this week.  The United States and New York are now the epicenters of the disease and 20 million Americans have 
lost their jobs in 4 weeks.  To add perspective, the job loss is 90% of all the jobs created since the Global Financial 
Crisis.  US unemployment ended 2019 at 3.5%.  It could rise as high as 20% by May or June if one counts all the 
workers who have lost jobs whether or not they are seeking work. 
 
In the meantime, the S&P 500 gained 28% over the past 18 trading days.  That is the fastest bounce over three weeks 
since 1933.    
 
So, why are markets so comparatively well-behaved relative to the economic news and our EPS projections?   There are 
three factors that explain the market performance to date, in our view: 
 

 The first is the finite nature of the pandemic.  With the development of a vaccine and/or the broad exposure of 
the world’s population to COVID-19, there will be an end to health impact of the virus.   Assuming positive clinical 
trial results, a vaccine could be ready for full deployment in 18 to 24 months. Investors may be looking out further 
than their normal “6 months”. 

 

 The second is the sufficiency of the federal government’s response.  The CARES plan will deliver $2 trillion in 
Federal spending within 6 months.  The Federal Reserve has increased its lending by over $2 trillion in just 5 
weeks. These two actions, valued more than $4 trillion, have been impressive for their speed and size.   Relative 
to the depression and Great Financial Crisis, these actions were taken pre-emptively, anticipating an exogenous, 
severe crisis.  Markets also expect further support and will likely get it, if needed. 

 

 The third – and this is less appreciated, but arguably as important as points one and two – is the concentration 
and complexion of the market itself.   The Russell 3000, a representative proxy for the entire U.S. stock market 
(2,971 names), is valued at $29.6 trillion as of April 17th. (Figure 1.) The top 30 stocks in that index account for 
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$11.1 trillion or 38% of value.  And of those top 30 names, there are 12 technology and internet stocks (23% of 
market value:  Microsoft, Amazon, Google, Apple, Facebook, Visa, Intel, Mastercard, Netflix, Nvidia, Cisco and 
Oracle) that have led the market through the crisis. Five are up on the year and only Facebook and Mastercard 
are trading as poorly as the S&P 500 Index generally. The degree to which the market leaders perform will have 
a disproportionate influence on how the indices perform.  Thus, for us to return to the lowest levels of the market 
on March 23, we would have to see a major hit to these market leaders.   
 
Figure 1:  Stock Market Performance of the 12 Technology Leaders 

 

Source: S&P 500 Performance Data, Citi Private Bank, April 2020.  

Note: Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative 

purposes only and do not represent the performance of any specific investment. Past performance is no 

guarantee of future results. Real results may vary. 

 
Numerous Market Opportunities Remain 
 
When the returns of the S&P 500 to 4/17/2020 are observed based on market capitalization, a very different picture 
emerges.  Larger companies with more dominant market shares and better balance sheet have outperformed.  (Figure 
2.) On average, there is a major performance gap between companies above and below $50 billion in value.   And the 
performance decline relative to the S&P 500 Index becomes more pronounced for companies at $10 billion and less in 
value.    
 

Figure 2:  S&P 500 Index Performance by Market Capitalization FY 2020 

 
Source: Citi Private Bank, S&P Performance Data 1/1/2020-4/17/2020 



Note: Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the 
performance of any specific investment. Past performance is no guarantee of future results. Real results may vary. 

 

 
 
Citi Private Bank believes that the technology market leaders have distorted the averages and that these smaller 
companies represent opportunities to diversify portfolios over time and as we have greater visibility on the depth and 
speed of the recovery. 
 
Our prior work on the performance of industry sectors, CPB “Unstoppable Themes” and geographies also highlights the 
divergence of index performance from these subsets. (Figure 3.)  Again, we see opportunities in many areas that have 
underperformed relative to the benchmarks. 
 
 
Figure 3:  Thematic, Industry and Geography Performance from 2/19/2020 to 4/17/2020 

 

 
Source: Citi Private Bank Performance Analytics 2/19/2020-4/17/2020 
Note: Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the 
performance of any specific investment. Past performance is no guarantee of future results. Real results may vary. 

 
In short, the dispersion of returns between market leaders and laggards and across industry segments has been 
massive. Sectors that are “defensive” to the COVID-led economic collapse – such as digital media, e-commerce and 
healthcare – have dramatically outperformed.  This has boosted US large cap shares relative to other world equity 
markets and left many  investors with the impression that equities haven’t reacted to economic reality.   In fact, the 
market has been rational and discriminating, leaving many future opportunities intact, but also suggesting that as events 
unfold, that discrimination may impact those thought to be more immune to the impact of the virus on their businesses. 
 

 
The COVID Tug-of-War 
 
In the US, the tug-of-war between the expectations of investors, policy makers, scientists, companies and 
employees/families is at full strength.  The second and third order impacts of how their actions cumulatively impact the 
economy are unknown, but their collective ability to create more negative scenarios for corporate earning is 
evident.   Let’s take a look at how each group is behaving. 
 

1. Investors are confident that the policy makers have got it right.    
 
The psyche of investors in the US markets is positive relative to the current economic environment.   This means 
they believe that the Federal Reserve and the federal government have acted with sufficient speed and depth to 
overcome the damage to the economy being done by COVID-19 and the policy responses being taken to limit 
the number of illnesses, deaths and overwhelm of health care systems.    

 
2. Policy makers are not so confident.   

 



On Thursday, the Federal Government issued guidelines to “re-open the economy” that relied on each of 50 
governors to determine when to lift lock-downs and social distancing in their states.  The guidelines were vague, 
recommending “safe and efficient screening and testing sites”, “sentinel surveillance” for the disease, sufficient 
PPE and hospital capacity to handle a surge in cases. 
 
Rather than a coordinated, data-centric method to managing the “reopening of the economy”, there will be a 
piecemeal approach.  The President and his advisers stated that the economy should be restarted faster 
because the economic risks outweigh the health risks.  However, the federal government is not assuming 
responsibility for centrally coordinating its policy with the governors.   The result appears political with less than 
200 days before a presidential election.  Just as New York is extending its lockdown to May 15th, a group of “red 
states” (Florida, Texas, Alabama and Mississippi) are already moving quickly to open up their economies by 
loosening restrictions.    

 
3. Many scientists at the CDC and elsewhere remain deeply concerned about further spread and a second 

wave of disease.  
 
Mitigation:   The curve has not flattened sufficiently.  While there is evidence that the rate of spread has slowed 
due to business closures and social distancing, there are still many active pockets of infections across the 
US.   These pockets of infection will expand as mitigations are lifted and the extent to which the protocols are not 
followed can allow for the exponential growth of the virus in a given population. 

 
 

Figure 4: Number of Confirmed Coronavirus Cases, By Days Since 100th Case  

 

Source: Haver Analytics as of April 19, 2020. 

 
As you can see below (Figure 5), the US has not even achieved a reduction in the rate of spread comparable to 
Italy and Spain, in spite of being earlier in implementing mitigation efforts. 
 
Figure 5:  Lockdown Impacts on the Doubling Time of COVID-19 Disease Spread 



 

Source: Haver Analytics through April 14, 2020.   

 

“Every question about when the country reopens is actually a question of when testing will be 
good enough to allow it to reopen. Every question about the virus itself — how lethal it is, how 
many people have it without knowing they have it — can only be answered by more testing.”   
Michael Lewis, The Covid Test Lab That Could Save America, 4/17/2020 
 
Testing: Germany and South Korea (their first COVID-19 case occurred the same day as the U.S.) deployed rapid 
testing quickly and are only two of four countries that have limited the spread of the virus. The testing is managed 
and organized at a national level in both countries. 
 
The minimum recommended levels of testing in the US are two to three times what is being done today.  According 
to the COVID Tracking Project, there are about 160K tests per day presently.   Of those tested, fatalities are running 
at 5%.   Infectious disease experts are using an expected fatality rate of around 1 percent (10x the typical flu).  So, 
we are either dealing with a more deadly disease or we do not have sufficient data to know. 

 
Scientists are also awaiting the broad availability of accurate COVID-19 antibody tests.  Used broadly, these can 
tell us two important facts.  Individuals can know if they have been exposed and therefore, assuming immunity, 
they can safely go back to work.  For populations, scientists can understand the actual spread of the disease. 
Together, this data can speed a “return to work” and allow for early identification of spread.  Germany is the first 
Western country to commit to broad, random antibody testing to determine disease spread for management 
purposes.  
 
In short, without the capacity, encouragement and access to sufficient testing, the risk of further outbreaks is 
materially higher that it need be in the US. In addition to the health risks this poses, the financial consequences 
are onerous.  Absent testing, governments cannot calibrate interventions that themselves can cause further 
economic shutdowns. 
 

4. Companies and their CFOs are going to take drastic and essential actions to protect their businesses 
 
The actions being taken by corporations are essential, but cumulative bad for the overall economy. PwC’s CFO 
Pulse Survey (April 13, 2020) has these sobering conclusions:  
 
77% of CFOs will be implementing cost containment measures focused on facilities and staff reductions, 71% 
fear a global recession, 65% will be deferring or cancelling planned investments; 39% expect a decrease in 
consumer confidence reducing consumption and 31% expect supply chain issues.  Lastly, employees are 
expecting companies to take care of their safety.  40% of CFOs surveyed also say they expect to experience a 
higher demand for employee protections in the next month.   Thus, CFOs will need to both reduce headcount 
and protect staffing. 
 
In our discussions with Private Equity executives and lenders to companies owned by private equity funds, we 
note than 10-25% of companies will require additional capital and/or balance sheets restructuring.   Real estate 
executives, especially those associated with retail and commercial property, expressed concerns about the 
ability and willingness of tenants to make rent payments in the event the economy remained shut down for 
another month or more.   And in all conversations, the need for “expense discipline” was mentioned regularly 
beginning with staffing reductions and reduce capital investment. 



 
Finally, there is the issue of advertising spend and its impact on some of the technology leaders that rely on 
digital ads and search as a main source of revenue.    As you can see from this late March survey, immediate 
and intended spends were down considerably.  (Figure 6.) Total ad spend reductions of more than $26 billion 
were estimated for 2020. 

  



Figure 6: Advertising Intentions to Spend, Buy Side Analytics by Ad Type 

 

Source: Coronavirus Ad Spend Impact Study: Buy-Side, page 9, 3/24/2020 

 

 
5. Individuals are very worried about re-employment, their finances and their personal safety. 

 
The immediate financial and health impacts on US individuals and families is considerable.  Their confidence in 
the US government and the recovery appeared itself is low and they are fearful. In New York, 26% of respondents 
were concerned about their ability to pay April rent and 17% of mortgagees were concerned about their ability to 
make April’s mortgage payments. (CUNY New York City COVID-19 Survey Week 3 ending 4/2/2020.)  Across the 
country, while 30% of 12K+ respondents 18 years old or more thought the economy would bounce back “somewhat 
quickly”, 39% said it would be “weakened for a few years” and 20% said the economy would be “damaged for 
many years.” (yougov.com, 4/2/2020) 
 
The degree to which people are re-employed will be a leading indicator of the speed of the recovery.   Most 
economic projections we have seen assume that one-half of those who have just been laid-off are back at work in 
Q3 2020.  Few models assume that there will be offsetting additional layoffs to the extent that the virus continues 
to spread and the re-opening of businesses are delayed. 
 

Conclusions   
 
Forward looking investors see the current shock as an exogenous, temporary lull before normality.  It’s hard to find 
fault with optimism at such a time of great human tragedy.  Yet as we noted on March 22de, US fiscal spending 
alone may need to be more than double the $2 trillion allotted so far, with a long fight against the disease still 
ahead.  The exhaustion of $350 billion in small business loans after a mere two weeks is testament to the need 
for further steps on both the healthcare front and the macro policy front.   
 
While it is not possible to do a meaningful regression to determine the value of the stock market under these 
unusual circumstances. What appears clear is this:  

 

 The longer the virus remains a threat and the less consistent the governmental responses, the more likely 
it is that the US and global recovery will be slower and take longer than expected.  The US response is 
problematic and therefore a linear path to the end of the crisis seems unlikely. 

 
 The self-protective actions still to be taken by companies, individuals and institutions have compounding 

impacts that will impede a return to normal economic conditions. 
 
As we also noted in March, humanity has never met a virus it didn’t eventually beat.  But it will a long and winding 
path to that victory. 
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