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A cyclical recovery in the global economy was anticipated for 
this year following the phase-one trade deal between the US 
and China and the accommodative monetary policy of central 
banks around the world. The service sector was strong with 
robust job creation and brisk construction activity. Home 
builders’ confidence level was near an all-time high. Suddenly, 
this narrative has been upended by a massive shock. All of these 
foundations have been suddenly washed away by the tsunami 
of recent events. 

The Great Shock of 2020  Early in 2020, the global economy 
was hit by a colossal shock. The source was a novel coronavirus 
known as COVID-19. The pandemic started spreading swiftly 
across continents precipitating public health emergencies in its 
wake. As countries scrambled to contain the outbreak, global 
economic activity suffered severe dislocation. From the 
epicenter of the shock in China, waves of economic 
reverberations traversed across continents. This was not only a 
demand shock as economies around the world were paralyzed 
by the frantic efforts to contain the outbreak, but also a supply 
shock. The initial waves created disruptions to global supply 
chains, hampering the production of goods across industries. 
Some manufacturers in Asia, and later Europe and the US, 
started shutting down production due to component shortages. 
Subsequent waves caused more widespread dislocation. Efforts 
to contain the outbreak, such as travel restrictions and 
shutdowns, impeded economic activity in the service sector. 
The US declared a state of national emergency and issued travel 
bans. Several countries undertook nationwide lockdowns and 
international borders were closed. 

The Liquidity Crunch and Policy Response  The US equity 
markets initially exhibited complacency, shrugging off a slew of 
virus-related headlines, and made new all-time highs. However, 
when it became evident that COVID-19 was running rampant 
and was about to hit the economy with a tornado-like force, the 
irrational exuberance vanished. Risk-asset prices started 
tumbling as markets began pricing in the magnitude of the 
havoc likely to be caused by the pandemic. Investors sold 
equities and other risk assets and rushed into the haven of US 
Treasuries plunging yields to all-time lows. As the crisis 
intensified, investors stampeded into cash. All assets including 
Treasury securities sold off. Dearth of liquidity, even in the 
Treasury market, pushed Treasury yields off all-time lows. As 
financial markets became increasingly stressed, the Fed 
stepped in with a series of emergency measures. The policy 
federal funds rate was cut all the way to zero percent. This was 
followed by unlimited asset purchases and other measures 
pumping trillions of dollars into the financial system. In 
addition, as the real economy braced for impact from the shock 
and its aftermath, a series of fiscal relief measures were readied. 

Near-term Impact from the Shock  The near-term economic 
outlook is grim. More than 16 million people have filed a first-
time claim for unemployment in a span of three weeks. The 
March payroll employment report showed about 700,000 jobs 
were lost even before the full impact of the shutdown. This 
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Indicator 

3/31 
Value 

Versus 
12/31 

3-month T-bill 0.06% -148bps 

2-yr T-note yield 0.23% -133bps 

10-yr T-note yield 0.69% -123bps 

Yield Curve (2-10yr) +46bps +11bps 

ICE BofAML High Yield (YTW) 8.45% +304bps 
   
S&P 500 2584.6 -20.0% 

Dow Jones Index 21,917.2 -23.2% 

   
ISM non-manufacturing 52.5 -4.4% 
Consumer Sentiment 71.0 -28.5% 

Payroll Employment (000) 156,741 -1,644 
    
CPI  
last 12 months 

 
+1.5% 

 
-0.8pp 

Core CPI 
last 12 months  

 
+2.1% 

 
+0.2pp 

Personal Consumption Deflator 
(PCD) last 12 mo (Feb vs Nov) 

 
+1.8% 

 
+0.5pp 

Core PCD  
Last 12 mo (Feb vs Nov) 

 
+1.8% 

 
+0.3pp 

 

Bloomberg Barclays Bond Index Returns 

 First 
Quarter 

12 
Months 

Aggregate +3.15% +8.93% 

Government/Credit +3.37% +9.82% 

Intermediate G/C +2.40% +6.88% 

Intermediate A+ G/C +4.05% +8.11% 

1-3 Year Govt +2.73% +5.37% 

Municipal Bond -0.63% +3.85% 
 
 

bps = basis points (0.01%) 
pp = percentage points 
AR = annual rate 
NC = no change 
 

Data obtained from various market and government sources by 
Stoneridge PMG Advisors, LLC.  For additional information , 
please contact our office. 
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figure is likely to get much worse as the shutdown continues to percolate through the economy. The full impact is hard to 
forecast but according to Fed officials, without fiscal and monetary support, Gross Domestic Product (GDP) could contract 
as much as 50% at an annualized rate in the worst-case scenario, while the unemployment rate could hit 30%.  

Logistical Challenges  Public policy makers are confronting crises on two fronts: managing the public health crisis as well 
as the resulting economic crisis. The effectiveness of the public health response to the epidemic, including the shutdown of 
non-essential businesses, will shape the evolution of events. According to public health officials, the objective of the 
shutdown is to slow the transmission rate of the virus, minimize the peak number of people infected, and buy time to increase 
preparedness to confront the peak resource use. On this front, the healthcare system is facing tremendous logistical 
challenges preparing for the peak. On the economic front, the challenge is managing the transition from shutdown to 
reopening, while continuing social distancing, widespread testing, and other mitigation efforts. 

Magnified Uncertainties  Last year, the trade war between the US and China was the major concern. Currently, it appears 
to be worsening into a blame game regarding the epidemic. Border closures, export restrictions, supply chain disruptions, 
demand destruction, and the oil-price war have magnified the uncertainties. Can the monetary and fiscal policy actions 
sustain the solvency of small businesses and consumers through this tumultuous period? Do banks have the capacity and 
willingness to provide liquidity or forbearance to small businesses and consumers rattled by the pandemic? Will there be a 
wave of defaults that can unravel the leveraged financial system? The sooner this epidemic cycle crests and starts winding 
down the better the chances for the real economy to recover. 

Fixed Income Commentary  In the final paragraph of our last commentary, we tempered our rate outlook for 2020 with 
the words “barring a systemic shock.” We certainly never imagined a shock of such scope and magnitude. The first quarter 
tested every corner of the US credit markets. Credit deterioration started in earnest on March 9 when the equity market had 
to be halted after opening down 7%. Credit default swap spreads soared. The expectation of further demand destruction for 
crude oil further complicated the credit picture. Then in a reversal of cooperation, Saudi Arabia and Russia laid the 
foundation for a price war. WTI crude oil was trading at $30 per barrel when predictions of $20 surfaced. This expectation 
had dire implications for oil dependent economies, their debt, as well as all energy related corporate sectors. Even AAA-rated 
Exxon experienced significant spread widening. Weaker high yield energy credits were severely punished. Liquidity was 
impaired. At the lows on March 20, Investment Grade (IG) credit index spreads widened to a 40-year high. 

Fortunately, the Federal Reserve stepped up under Powell’s decisive leadership. It communicated clearly its willingness to 
do whatever is required to get the US economy and investment markets through this rough period. Because of that 
reassurance, IG corporate credits and municipals ended the quarter off from their worst levels. More recently the Fed has 
also stepped up to support certain “fallen angel” bonds. Liquidity though has not been fully restored. The bid/ask spread in 
US Treasury bonds remains historically wide. However, the situation has improved significantly since early March and 
continues to do so. Orderliness has been restored and valuations are less fear based. The Fed’s actions along with 
governmental fiscal initiatives restored confidence in US markets even as the outlook remains uncertain. 

Treasury yields declined significantly during 2020`s first quarter. Shorter-term 
two-year Treasuries declined 134 basis points (bps) ending the quarter 
yielding 0.23%. The 2 – 10-year yield curve modestly steepened in March to 46 
bps.   Ten-year Treasury notes declined 123 bps to yield 0.69%. One unintended 
consequence ultra-low yields is the challenge to make new investments. Some 
parts of the yield curve shorter than one year fell below zero. On the flip side 
these low yields generated significant profits for investors wishing to sell.  

The swift and significant rate cuts helped the Treasury market outperform 
every asset class and credit sector.    Credit performance was negative relative 
to Treasuries across the board without exception. In general, longer duration 
and weaker credits performed the worst. Both mortgage-backed and agency 
securities contributed positively to total returns, outperforming corporates 
but still underperforming Treasuries.  Excess returns numbers were negative across all sectors with most in the double digits.  
Sectors expected to have less impaired activity, such as pharmaceuticals and technology, performed the best while leisure 
and energy sectors performed the worst.  The energy sector has a supply glut amidst disappearing demand. While the large 
integrated companies will survive, the weaker and more leveraged independents and oil service companies may not. The 
good news is that due to the impressive equity-like credit returns of 2019 one-year total returns remain positive for most 
sectors. We believe that the Fed has no appetite to push short rates below their current target into negative territory. Keep 
in mind that the Treasury has a large financing agenda for the rest of 2020. Therefore, we would expect Treasury rates to 
remain mostly rangebound around their recent quarterly closes with a modestly steeper yield curve. 
1 Curve-adjusted excess return over US Treasuries 

Bloomberg Barclays Index 
2020 Excess Return1 

First 
Quarter 

12    
Months 

Intermediate Treasury N/A N/A 

Intermediate Agency -0.61% -0.50% 

Intermediate Credit -7.97% -6.30% 

Intermediate High Yield 
Corporates 

                 
-16.56% 

                      
-14.44% 

Securitized (MBS, ABS, CMBS) -1.24% -0.95% 

Source: Bloomberg Finance L.P.   


