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Summary 

        The fact that the US Congress and Fed acted with speed and relative accuracy gives Citi Private Bank confidence 
that, 18-24 months from now, the country will be well on the mend, with sufficient stimulus to have entered a period 
of new growth.   

 
        Our view is that last week’s market enthusiasm for the government’s initial responses should be tempered by the 

Global and US economic, health and social realities unfolding before us. 
 

        The adverse impacts of mitigation on the economy are certain to be unlike any in modern times.  Western societies 
do not have the resources to stop sick people from dying prematurely.  Thus, there is a clear trade-off between 
the economy and health policy. 
  

        While Citi Private Bank is confident in an eventual recovery, there are four major risks to our outlook and near term 
market performance.  These are: 
 

      When the economy will turn back on and the speed with which it will do so;    
      Global macro risks including supply chain disruptions and a lack of international cooperation; 
       Implementation of policy: Can governments deliver the benefits they promise in a timely fashion?    
      An unavoidable “Credit Cycle” that includes defaults, credit downgrades, bankruptcies or business 

closures.   
  

       Ongoing investor concerns about the U.S. governments' ability to respond to the pandemic are unlikely to abate 
soon.   Based on the data we are seeing, the likelihood of significant disease spread across the US remains strong 
as the mitigation plans were not centralized, nor optimized.  We expect that major cities with high levels of 
international air traffic will see the greatest impacts, but are also concerned about smaller cities that have not taken 
precautions due to their belief that the current levels of disease are indicative of future outcomes. 

 
        During this period of dislocation, It is crucial to maintain an investment philosophy that includes maintaining a well-

balanced diversified portfolio and avoid the temptation to rapidly change allocations.  Investors who wish to invest 
into this historic market in an opportunistic way are likely to be rewarded in the future.  Value exists in areas 
including health care shares, Asian equities, Preferred equity, municipal bonds and capital markets structures that 
take advantage of elevated volatility at this time.  We also think that new portfolios can be properly established by 
having a disciplined plan to invest over time. 
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Kudos to Congress and the Fed    
  
In 2008, it took more than a year for coordinated legislative and central bank actions to combat a present threat from an 
overleveraged, failing banking system.    
  
In 2020, it took about two weeks for the Fed to realize that emergency measures to fight an unseen virus and its impending 
impacts on America were imperative.  Surprising everyone, the Fed rolled out its entire 2008 playbook, adding “unlimited 
QE” for US Treasuries and government agencies plus ways to provide credit to both the large and small business sectors. 
And it took Congress just two weeks to pass the Coronavirus Aid, Relief and Economic Security Acts (“CARES”) which 
included $2+ trillion in programs to support individuals, small businesses, state governments, hospitals as well as strategic 
industries.  Part of the bill included a provision that would allow the Fed to use its powers to multiply the $30 billion to $300 
billion for business loans.  As we wrote (Catching the COVID-19 Knife: What It Will Take), $4.5 trillion was needed to 
provide overwhelming support for the US economy in the face of a pandemic.  As we look at the Fed’s unusually strong 
steps combined with those of the US Congress, we believe they have gotten the job done. 
  
These 2020 actions were in anticipation of a pandemic blossoming within America, in contrast to the 2008 measures that 
were responding to a financial crisis that had occurred. When a threat is addressed in advance– especially one that is 
large, personal, exogenous and transitory – it means that those who govern recognized the severity of the threat to our 
economy.  It also means that the government is likely to be willing to refine programs and add incremental resources as 
needed.   
  
The fact that the Congress and Fed acted with speed and relative accuracy gives Citi Private Bank confidence that, 18-24 
months from now, the country will be well on the mend, with sufficient stimulus to have entered a period of new growth.  In 
our view, that period will begin, in earnest, after the virus has peaked in the US and begins to run its course (See our 
special Bulletin on February 24th.)   In for $4 trillion, in for $5 trillion – America will do what it takes. 
  
That’s the “good” news. 
  
A Bit Of Wisdom 
 

While we are advising against immediate optimism, the words of one of the world’s best distressed investors, Howard 
Marks made the following observations in his memo to investors at the end of last week: 
 
• In regard to the pandemic:  “In all these ways and more, the early news is bound to be bad.  I think that’s 
indisputable.  The only good news in this regard would be if it doesn’t reach the levels people expect and fear. 
 
• “Optimism still hasn’t been entirely eradicated and replaced by capitulation.  Typically, the bottom is reached only 
when optimism is nowhere to be found. 
 
• “Even though there’s no way to say the bottom is at hand, the conditions that make bargains available certainly 
are materializing.  Given the price drops and selling we’ve seen so far, I believe this is a good time to invest, although of  
course it may prove not have been the best time. The more you want to garner potential gains and don’t mind mark-to-
market losses, the more you should invest here.  On the other hand, the more you care about protecting against interim 
markdowns and are able to live with missing opportunities for profit, the less you should invest.” 
 

A “New Bull Market”? -- We Think Not (Yet) 
  
From February 19th to March 23rd, the US stock market had its fastest 30% decline in history.  During that time we saw 
conditions in credit markets deteriorate, with poor liquidity and sharply wider spreads reminiscent of the Global Financial 
Crisis.   The Fed and Congress acted quickly – but that does not mean we have been given the “all clear” signal. 
  
Over the course of three days this past week, the stock market was euphoric.  Some even referred to the week as the 
beginning of a “new bull market” with the explicit view that 2,192 for the S&P Index was the low for this “yet to be”, “short 
term” recession.   Tuesday, March 24th saw one of the largest one-day rallies in the last 100 years.  The credit markets did 
not see it that way initially.  Municipal bonds, which had their worst week ever (dropping 6.6%) through March 20th, were 
among the many “safe haven” asset classes that continued to trade poorly on Monday.  But with the Fed intervening 
heavily, the markets saw its power in high grade, high yield and emerging market credit spreads.  The potent firepower of 
government action drove US equities (+13.6%), European equities (+14.4%) and Chinese equities (+8.2%) higher as some 
spreads narrowed.  

https://www.privatebank.citibank.com/quadrant/strategyBulletin_03222020.pdf
https://www.privatebank.citibank.com/ivc/docs/quadrant/strategyBulletin_02242020.pdf
https://www.privatebank.citibank.com/ivc/docs/quadrant/strategyBulletin_02242020.pdf


 
2008 Informs 2020 
  
These charts (see Figures 1 and 2) illustrate why we are more certain than not that this is a bear market rally.  In 2008, 
the market took a steep drop, followed by a 19% rise, then bottoming 33% below its late 2008 peak four months later. As 
we noted, the initial 30% equity market drop of 2020 occurred at the fastest rate in history.  Financial markets are moving 
even faster now given the speed with which the virus is multiplying and its health care impacts are exploding.   
 
In 2020, Europe is just ten weeks into receiving the brunt of the pandemic, the US just six weeks. COVID-19 has moved 
from Wuhan as its epicenter, to Italy and now to New York City. These condensed timeframes are driving the markets to 
assimilate extraordinary impacts. Our view is that last week’s market enthusiasm for the government’s initial responses 
should be tempered by the economic, health and social realities unfolding before us. 
 

Figure 1: S&P 500 Index in late 2008/ early 2009 Figure 2: S&P 500 Index in February/March 2020 

 

 

Sources: Haver Analytics and Factset, as of March 26 2020. 
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. Index returns do not include any expenses, fees or sales charges, which would lower performance. For illustrative purposes only. Past performance 
is no guarantee of future results. Real results may vary. 

   

For Investment Recommendations, Skip to How To Invest from “Here” to “There” (page 7) 
 
Conditions Are Changing Faster Than People Can Adapt 
  
The European, American, India and Mexican responses to the COVID-19 pandemic are a far cry from the Chinese and 
South Korean reactions (see Figure 3). Once a government goes from containment to “mitigation”, a new reality 
emerges.   That is because it is impossible to comprehend what a global pandemic is until one arrives at your door.    
  

Figure 3: COVID-19 Infections Across the World 

 

Source: Haver Analytics as of March 27, 2020.  

  
 



The idea of shutting down an entire economy, as Italy did on March 21 and India did on March 25, to “flatten the curve” 
and reduce the impact of the disease on health care systems is known as “mitigation”.  Mitigation means reducing the 
spread of the disease temporarily by having  people “shelter in place” and requiring almost all businesses to come to a halt 
for an unknown period of time.  And, whether effective or not in achieving its goal to flatten health impacts to avoid 
cataclysm, the adverse impacts on the economy are certain to be unlike any in modern times.    
  
Recession planning assumes a marked slowdown in the economy. But did any industrial or service business run a 
contingency plan with low/no revenue?   This is one reason why the stock market’s enthusiasm last week seems 
premature.  It is not just the mortality rate that makes COVID-19 different than the flu -- it is 10-20x more deadly – it is the 
fact that all Western societies do not have the resources to stop sick people from dying prematurely.  Thus, there is a clear 
trade-off between the economy and health policy.   
 
The Four Risks Ahead of Us Now 
  
While Citi Private Bank is confident that 18-24 months from now the global economy and world psyche will be on the mend, 
there are four major risks to our outlook.   Should one of these risks emerge, the speed and velocity of the recovery will be 
diminished, but should all of them emerge, we expect a far slower and more painful recovery.  That is why we think the 
market enthusiasm is premature – these are immediate unfolding risks. 
  
The first risk is when the economy can turn back on and the speed with which it will do so. The second are global macro 
risks.  When we think about global supply chain disruption, there is arguably no better test case than COVID-19.  This 
supply chain test is happening at a time when international cooperation is at a low ebb, too. The third major risk is 
implementation of policy.  Can governments deliver the benefits they promise in a timely fashion?   And the fourth risk is 
an unavoidable “Credit Cycle”.  There is no way that the government can forestall a major cycle of defaults, credit 
downgrades, bankruptcies or business closures.  That is not the way capitalism works. 
  
1.      Underestimating The Virus   
  
With COVID-19, we believe that the speed and depth with which federal governments respond quickly to the economic 
threat of COVID-19 will play a major role in mitigating the financial impacts of the pandemic.    Societies that are able to 
provide substantive financial resources to individuals, business and government institutions quickly will have less 
damage to their economies and a sharper recovery.    
 
At the same time, the speed and depth with which federal governments respond aggressively to the health threats of 
COVID-19 will play a major role in disease outcomes and death, as well as in the length of time the pandemic will impact 
its society.  Current mitigation strategies range from very limited (Iran, Mexico) to extensive (China, South Korea) with 
other countries, like the US, adopting a decentralized approach to managing mitigation.   The absence of testing, health 
resources and a centralized, data-driven “war time” response, creates unforeseeable risks in economic, social and 
medical outcomes. 

 
Political Risk Assessment 

 
It takes time for individuals and governments to understand a pandemic and respond.  When the understanding of a 
major event is fast and the response to facts is fast, the social and economic costs are mitigated.  The opposite is also 
true.  A slow response magnifies outcomes, making events larger and less manageable.   
 
Geoquant measures political risk and stated on 3/16/20 that “the two largest global economies show the largest 
increases in average daily COVID-19 Political Risk. (This is true for both time periods we examined.) As such, ongoing 
investor concerns about the U.S. governments' ability to respond to the pandemic are unlikely to abate soon. 
 

Testing 
 
According to the WHO, “Testing is crucial for an appropriate response to the pandemic. It allows us to understand the 
spread of the disease and to take evidence-based measures to slow down the spread of the disease.  Unfortunately, the 
capacity for COVID-19 testing is still low in many countries around the world.”  
 
 
 
 
 



 
Figure 4: Total test performed per million people 

 

Source: World Health Organization (WHO) as of March 27, 2020.  

Disease Impact 

Looking at fatalities based on population provides one stark indication of disease impact.  The following diagram shows 
deaths per million people as of 3/28/2020.   Based on the data we are seeing, the likelihood of significant disease spread 
across the US remains strong as the mitigation plans were not centralized, nor optimized.  We expect that major cities 
with high levels of international air traffic will see the greatest impacts, but are also concerned about smaller cities that 
have not taken precautions due to their belief that the current levels of disease are indicative of future outcomes. 

Figure 5: Confirmed deaths from COVID-19 per million people 

 

Source: OurWorldInData.org as of March 27, 2020.  

  
2.      Underestimating Global Macro Risks 
  
In the first quarter of 2020, China’s economy likely shrank about 5% from its year-earlier quarter.  This represents a record 
30% annualized rate of decline forth Q12020.  China’s gradual re-emergence from its shutdown offers glimmers of hope 
as to what could be a short contraction for the world economy when the virus has truly run its course globally. However, 
the likely declines in western economies look to be even more severe than China’s in the quarter just ahead.  It seems 
plausible that 25% of US and European workers will be idle during the second quarter, suggesting an even larger decline 
in GDP. An increasing number of countries are joining the ranks of those imposing social distancing.  It is our view that the 
vast majority of macroeconomists still have not caught up with the cumulative effect of global economic shutdowns in their 
forecasts, even for the period just ahead. 
  



And having a self-imposed economic shutdown make the global economy more vulnerable to other external and internal 
shocks.  The clearest example of this was the unanticipated conflict between Russia and Saudi Arabia, two of the world’s 
largest petroleum producers.  What other “unknown unknown’s may there be?  The virus’ impact on economies that are 
tourism dependent, especially sensitive  to imports or are reliant on aid for critical areas of their economies (and possibly 
US dollar pegged) may still generate financial shocks ahead.  Multi-lateral support from the International Monetary Fund 
and World Bank will be required in many instances.  Across local economies worldwide, the small business sector will 
weaken the finances of property owners, implying fundamental hits to credit (see Figure 6).   
  

Figure 6: Emerging Markets and Private Commercial Mortgage Backed 
Securities Yields vs. US Treasury debt 

 

Source: Bloomberg Barclays Indices, as of March 26 2020. 
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. Index returns do not include any expenses, fees or sales charges, which would lower performance. For illustrative purposes only. Past performance is no guarantee 
of future results. Real results may vary. 

 
3.      Underestimating Implementation Risks 
  
Fiscal and monetary authorities have likely delivered the support needed on paper to combat this crisis. It is now imperative 
that governments efficiently and effectively fulfil these measures while keeping people safe and at home.  First, direct 
payments to most adults are unlikely to arrive for another three weeks according to Treasury Secretary Mnuchin, roughly 
a month after millions of Americans will have lost their jobs.  Second, state unemployment programs must be able to 
respond timely to the massive increase in filings, with federal safeguards ensuring state coffers remain solvent.  Meanwhile, 
reports of state unemployment insurance websites crashing and jammed phone lines indicate that getting benefits may be 
logistically difficult.  Finally, the CARES act also permits affected individuals to withdraw from retirement savings without 
paying the typical penalty, though such actions could have long-term negative effects on retirement savings among the 
most economically vulnerable populations.   
  
Many of the corporate relief programs established by Congress and the Fed promote easier funding conditions, while only 
providing direct support to small businesses and the most impacted industries (i.e. airlines). For these conditional programs 
to be most effective, banks and other corporations must avail themselves of these facilities without fear of stigma and then 
pass the benefits of easier credit on to individuals and businesses.  Owners of commercial real estate – who are likely to 
face a severe drop in rental cash flow starting on April 1 – have received no help so far.  In fact, while the Fed has begun 
purchasing agency CMBS for the first time, the limited size and scope of the program is unlikely to benefit most landlords. 
  
Perhaps the most important implementation risk is the urge that some policymakers and business owners seem to have in 
restarting the normal flow of commerce sooner.  In absence of a mass testing or vaccination effort, the decision to “turn on 
the economy” before the virus has peaked and is in substantial decline has many “rebound” risks.  Patience must prevail 
in order to prevent a second major wave of cases this Summer or Fall.   We are already seeing signs of a pickup in new 
cases across China as the country attempts to reopen its economy.   An effective government response to this crisis 
requires both a generous economic stimulus coupled with a firm “curve flattening” effort where the virus and data will 
ultimately dictate the timetable.  
 
 

 
  



4.      Underestimating Credit Impacts 
  
While the Fed has raced to inject liquidity and back stop major segments of the credit market, there are still signs of material 
credit contraction (see Figure 7 and 8) brewing in the economy.  In areas that do not have good access to Fed liquidity 
(small business, REITs, consumers), there is growing fear of an impending credit crunch.  It is our view that the diminution 
of sources of credit in these particularly hard hit segments of the economy will exacerbate the economic down turn.  Despite 
the rapid cuts by the Federal Reserve, consumer credit card rates (the form of credit most easily available to many of the 
hardest hit households) have fallen by just 0.4% to 16.9% since the start of the year.  
  
With the recent experience of mortgage defaults from the great recession, it is unclear how willing lenders will be to pass 
on the new lower rates, when the prospects of real estate price declines seem so real (see Figure 9). And without 
government backing of small business loans (which thankfully should get some help from the Coronavirus Aid, Relief, and 
Economic Security Act (CARES) act to the tune of $377 billion), it is clear that many long term solvent businesses will shut 
their doors for good in the face of this short term crisis. 
 

Figure 7: US non-agency CMBS Spread, bps  Figure 8: EM USD Sovereign Spread, bps  

 

 

  

Sources: Bloomberg Barclays Indices, as of March 26 2020. 
Past performance is no guarantee of future results. Real results may vary. 

  
Figure 9: Fed Funds Rate and 30-Year Mortgage Rates   

 

  

Source: Haver Analytics and Factset, as of March 26 2020. 
Past performance is no guarantee of future results. Real results may vary. 

  
  

How To Invest from “Here” to “There” 
  
Don’t Try to Follow Earnings Just Yet: Investors have been frantically trying to value the market by attempting to estimate 
where EPS will bottom.  Truth is, companies themselves have little insights as to what their earnings will look like, with the 
majority withdrawing their guidance. What seems likely, however, is that certain sectors of the economy are going to be 
slow to recover, while others may see sharp rebounds.  We need to understand the extent of demand destruction vs. 
demand deferral. In other words, how much pent up demand comes back to buy goods and services and how much has 
been permanently lost. This will be key for the earnings recovery.  
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Follow Our Investment Philosophy: Now more than ever it is crucial to focus on what our investment philosophy means 
in practice.  Not only must one maintain a well-balanced diversified portfolio, but one must also avoid the temptation to 
rapidly change allocations in the face of dramatic market action. Further, we firmly believe that market timing is impossible, 
and that attempting it in this environment is a good way to miss out on much of the gains of a decade as we have seen 
previously.  Missing the 20 best days in the decade after the financial crisis an investor would have gone a historic bull run, 
to ten years of losses. 
  
As we laid out last week investors who wish to dip their toes into this historic market in an opportunistic way are likely to 
be rewarded in the future.  But they should be sure they have the fortitude to bear the risk of major decreases before 
markets normalize. Crucially, as we are seeing in the current environment, the best days are often clustered with the worst. 

 
 Figure 10: S&P 500 return by Decade Missing the 10-Best Days 

 

 

 

Source: FactSet, as of March 26 2020 
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. Index returns do not include any expenses, fees or sales 
charges, which would lower performance. For illustrative purposes only. Past performance is no guarantee of future results. 
Real results may vary. 

  
Build Wealth for the Long Term: For longer-term core investments portfolios, staying the course and following a sensible 
strategic allocation (potentially with a tactical overlay) is the best plan.  Furthermore, adding to portfolios in a deliberate 
way has been wise when markets fall by 20% or more.  We are also believers that rebalancing portfolios as markets fall is 
beneficial.  By taking these steps, portfolios will recover more quickly and potentially earn above average gains again when 
markets and the economy stabilize.   
  
Avoid Bad Balance Sheets: We emphasize companies with strong balance sheets and assets that are  isolated from the 
eye of the COVID-19 storm in both equities and credit markets, despite the greater eventual “bounce-back potential” from 
the most troubled assets (see Quadrant: The (Underestimated) Power of Panic). 

  
Laggards Can Wait: The energy and travel and leisure sectors will take large hits, with slower recoveries ahead on the 
back of demand destruction.  Discretionary spending related sectors will also be hurt in markets, but are more likely to 
rebound faster as pent up demand gets unleashed.  When social distancing measures are relaxed, consumers will likely 
flock to their local restaurants and neighborhood stores but are unlikely to run to their local hotel.  Tourism and business 
related travel will need more time, with several companies likely to need government support.  On the more defensive side 
of the consumer equation we would avoid staples, many of which have held up well and now look expensive by comparison. 
  
Fintech, Small Caps Further Out: We prefer to position for the turnaround in discretionary parts of the economy, and the 
derivatives of this. Fintech companies with large revenues from payments are one example and have not been at the heart 
of the COVID impact, in fact, many benefit. 
  
Small caps are another area we expect to do well on the other side of the downturn, but not in the immediate period given 
unfolding events.  Smaller businesses have been disproportionately affected by the current epidemic, as evidenced by the 
emphasis Congress has placed on supporting the sector. The greater representation of industrials, consumer discretionary, 
and financials stocks in the index compared to large cap indices makes small caps more highly geared to an eventual 
recovery (having also fallen more on the way down of course; -43% vs-35% for large caps). 

https://www.privatebank.citibank.com/ivc/docs/Outlook-2020.pdf
https://www.privatebank.citibank.com/quadrant/strategyBulletin_03222020_qa.pdf
https://www.citivelocity.com/cvr/eppublic/ccm-media/link?c=15k5&d=d2&h=5cuh0m3co7fmng3thn1m49r2g&i=3&iw=1&p=H653219740&s=lp&sn=2gs&z=3mq


Balance sheet vulnerabilities are amplified in the small cap space, meaning that a shake out of the weakest companies 
will be unavoidable. However, focusing on the survivors and higher quality consumer plays can lead to outsize returns in 
the long run. This is especially true given the much lower levels of analyst coverage, leading to greater stock picking 
opportunities as markets begin to stabilize.  
  
While it is too early to talk about a new bull market, small caps tend to outperform strongly in the first year of bull markets.  

 
Figure 11: Small caps (as measured by Russell 2000) perform best 
during the first year of a bull market 

 

Source: Bloomberg as of March 15, 2020. 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 

 
Go Health Care: Health care on the other hand remains an attractive part of the market. Shares have historically been 
reliable defensive plays during downturns and recessions, but the health care sector has come together impressively in 
fighting this pandemic, meaning it will likely get a pass in the run up to the Presidential elections in November.  
  
Add Unstoppable Trends: Elsewhere, the sell-off has created opportunities to add to stocks linked to unstoppable trends. 
Stocks tied into the emergence of the Asian middle class have suffered of late. Companies selling spirits, coffee, sports 
equipment etc. are likely to recover in our view. Cyber Security, Fintech, Robotics and Automation trends have all seen 
companies sell-off sharply due to impacts on their supply chain (for example semiconductor companies supplying 
components for autonomous vehicles). In these parts of the market, long-term value has now emerged.  
  
Sell Volatility: Even if policymakers are successful in compressing a major economic collapse into a historically short 
period, we would continue to expect high levels of financial market volatility for the foreseeable future. This means all 
assets will be “whipsawed” by the collapse and recovery within the coming few months. This can continue to generate 
strong returns for particular capital markets strategies that harness volatility as income generators (see Figure 12). 
 

Figure 12: Cross Market Implied Volatility  

 

Source: Bloomberg as of March 15, 2020. 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. 



  
Buy Quality Fixed Income: Over the last few weeks, US municipal have cheapened considerably and, we think, unfairly. 
Between March 9 and March 23, the US municipal bond benchmark lost 11%, its fastest decline on record. This was 
largely from indiscriminate selling, as investors frantically looked to raise capital in an illiquid bond market.  Though markets 
have recovered some, tax-free muni yields are still 1.5x higher than taxable Treasury bonds across the entire curve. This 
is even more compelling in shorter maturities (see Figure 13). Public shutdowns can create lower tax receipts and revenue 
loss, but large-scale downgrades are unlikely. In our view, Fed policies in place should ensure municipal markets remain 
stable and viable. See our March 25 bulletin discussing the opportunity in munis in more detail. 
  
Prefer Preferreds: Amid the decline in risk assets, US and European bank preferred securities declined more than 30%. 
In some instances, prices fell by as much as 30 points. Many of these subordinated structures have bounced off their 
lowest levels, but still offer long-term value.  Yields range between 7-10%, with spreads comparable to high yield bonds. 
In our view, bank balance sheets are starting from a position of strength. Post-Financial Crisis regulatory reforms had 
pushed the banking sector to raise significant capital to protect against future crisis (see Figure 14)). Common Equity Tier 
1 ratios for most banks are well above the required threshold, while exposures to certain high-risk sectors (i.e., energy) 
appear manageable. Volatility will likely remain as the global economy slows, though longer-term investors should consider 
adding some exposure. See our March 25 bulletin for more details. 
  

Figure 13: 10 Yield ratios are much higher than during crisis Figure 14: Bank capital positions are much stronger now 

 

 

Source: Haver Analytics and Factset, as of March 26 2020. 
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. Index returns do not include any expenses, fees or sales charges, which would lower performance. For illustrative purposes only. Past performance 
is no guarantee of future results. Real results may vary. 

 
Concluding Observations 
 
With COVID-19, based on limited data to date, we have seen that societies that have responded quickly and centrally to 
the health threat of COVID-19 (South Korea, Germany) have had better health outcomes.   Societies with fewer health 
care impacts will have less disruption of their economies and are likely to exhibit a sharper recovery after the first wave of 
the disease hits.   Unfortunately, the US response is neither centralized, nor expedited.  
 
While the US has arguably anticipated financial impacts in a decisive manner this past week, its health policies are likely 
to severely strain the social and health resources of the country over an extended period of time.   In addition to poorer 
health outcomes and more fatalities, this also has implications for small and medium-sized business and other cash-poor 
enterprises that may not be able to withstand an extended period of economic stress and be able to take advantage of 
the CARES programs. 
 
We have confidence that over 18-24 months, the country will be well on the mend, with sufficient stimulus to have 
entered a period of new growth.   And investors should take positive steps to invest wisely and over times as markets 
react to news of the pandemic, its impacts and its eventual end.   
 
 

With contributions from Joseph Kaplan, Kris Xippolitos, Wietse Nijenhuis, Joe Fiorica, Malcolm 
Spittler and Maya Issa 
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INVESTMENT PRODUCTS: NOT FDIC INSURED · NOT CDIC INSURED · NOT GOVERNMENT INSURED 
· NO BANK GUARANTEE · MAY LOSE VALUE 

 

This email contains promotional materials. If you do not wish to receive any further promotional emails from Citi Private Bank, 
please email donotspam@citi.com with “UNSUBSCRIBE” in the subject line. Email is not a secure environment; therefore, do not use 
email to communicate any information that is confidential such as your account number or social security number. 
Citi Private Bank is a business of Citigroup Inc. (“Citigroup”), which provides its clients access to a broad array of products and services available 
through bank and non-bank affiliates of Citigroup. Not all products and services are provided by all affiliates or are available at all locations. In the U.S., 
investment products and services are provided by Citigroup Global Markets Inc. (“CGMI”), member FINRA and SIPC, and Citi Private Advisory, LLC 
(“Citi Advisory”), member FINRA and SIPC. CGMI accounts are carried by Pershing LLC, member FINRA, NYSE, SIPC. Citi Advisory acts as 
distributor of certain alternative investment products to clients of Citi Private Bank. CGMI, Citi Advisory and Citibank, N.A. are affiliated companies 
under the common control of Citigroup.  

Outside the U.S., investment products and services are provided by other Citigroup affiliates. Investment Management services (including portfolio 
management) are available through CGMI, Citi Advisory, Citibank, N.A. and other affiliated advisory businesses. These Citigroup affiliates, including 
Citi Advisory, will be compensated for the respective investment management, advisory, administrative, distribution and placement services they may 
provide.  

Read additional important information. 

Past performance is not indicative of future results. Real results may vary 

Important information, including information relating to risk considerations, appears at the end of this publication.  
Views, opinions and estimates expressed herein may differ from the opinions expressed by other Citi businesses or affiliates, and are not intended to 
be a forecast of future events, a guarantee of future results, or investment advice, and are subject to change without notice based on market and other 
conditions. Citi is under no duty to update this presentation and accepts no liability for any loss (whether direct, indirect or consequential) that may arise 
from any use of the information contained in or derived from this presentation. 
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