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April 4, 2020 

In this strategy briefing… 
Although markets are down broadly, there is less of the "sell 

everything" panic feel. The White House has spoken of 100,000- 

250,000 total U.S. deaths and a crisis peaking in 4-6 weeks, but the 

template to watch remains New York City and New York State, where 

the first real exponential breakout took place – Strategy – Page 3 

 

The challenge for investors is to decide whether the late March 

bounce was merely a bear-market dead cat bounce, with lower lows 

likely, which is, understandably, a view held by many. Or that it was 

likely the early stages of a bottoming process, the view I outlined here 

last week – Technical – Page 9 

 

With the approval of the Phase 3 CARES Act there are two areas of 

focus in the political world: implementation of the massive bill and talk 

of a next step, Phase 4. On the political front, not much good can 

come for Democratic presidential candidate Joe Biden from all the 

focus being on the President Donald Trump. – Policy – Page 11 

FS Insight Investment Views 

Near Term 

View: 
Panic by US households/markets, 

while disruptive, likely to limit the 

COVID-19 spread. Case peak remains 

key bogey for markets. 
 

‘20 Target: 3,450 (YE P/E 17.9x · 2021 EPS $193) 

Style: High Quality  
  

Granny 

shots: 

GOOG, AAPL, AMP, PYPL, NVDA, 

CSCO, XLNX, FB, MNST, VRSN, DE, 

QCOM, KSU, EXPE, MXIM, MSFT, 

TTWO, ROK, DOV, PSX, BKNG, EBAY, 

EMR, TSLA, AXP, BF/B, PM, GRMN 
 

Additions: None 

Deletions: None 

 

The Wall Street Debrief 

 

Stocks Fall Again on Ongoing COVID-19, Economic Worries 

Another distressing week has ended, and best we can say is that at least the pain has 

eased for the weekend.  Not only was it an up and down week session by session, but 

intraday trading also saw big swings from highs to lows. 

That’s a basic indication that investors remained confused and they continue grasping 

for  information that might help them quantify both the terrible human toll from the 

spread of the coronavirus (COVID-19) and the resulting serious economic loss due to a 

global shut down in many industries and countries.  As my colleague Tom Lee has said, 

it’s a kind of COVID-19 induced heart attack for the economy. 

One day oil prices soared, helping investors feel better about the badly battered oil and 

gas industry, but then they dropped another day and so did stocks, as investor fretted 

about what might happen in highly-leveraged parts of the oil patch. Will it spill over?  

While money is set to flow from Washington, D.C. to aid consumers and businesses, 

many wonder if it will be enough. Moreover, the checks aren’t coming for a while yet 

and many people are already out of work. For more on this see page 11. 

Indeed, Friday’s activity was a microcosm of the uncertainty being played out in stock 

markets globally, as stocks got off to a good start in morning, despite some terrible 

economic data,  only to give it all back and then some by the end of the day.  On the week, 

the Standard & Poor’s 500 index lost 2.1%, finishing around 2489. Stocks fell 20% in 

1Q, the worst quarter since the Great Recession of 2008-09 and a result few would have 

credited even just a few weeks back.  

On Friday, the March monthly jobs report showed that employers shed over 700,000 

jobs, much of it stemming from the coronavirus outbreak.  It was the worst month for 

job losses since the last financial crisis.  While it was a number that was expected 

generally, it’s still such a large number and rare scenario that investors seem to change 

their views minute by minute. It’s a destabilizing shift for a job market that was 
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booming just a few weeks ago, with unemployment hovering near multi-decade lows.  

Remember that? 

A record 6.6 million Americans applied for unemployment benefits last week—double 

the number two weeks ago, as  country shut down parts of the economy  to contain the 

virus. Unemployment seems to be spreading at the speed of the virus itself.  The market 

also took fright at the White House Tuesday warning that the U.S. could face as many 

as 240,000 deaths. It remains unclear what the actual number will be. 

Crude oil made a bit of a recovery, as noted above, but at $28 per barrel it remains down 

over 50% from a level just a few months ago. Global oil demand is set to drop by 12 

million barrels a day in the second quarter in the steepest decline on record, according 

to analysts at Bank of America. 

Part of the agonizing by investors was the contradictory news on whether Saudi Arabia 

and Russia would stop bickering and come to some production cut deal.   Stocks rose 

Thursday, for example, when President Donald Trump suggested on Twitter that talks 

between the two could result in a reduction.  Yet this remains in a state of flux. The 

Organization of the Petroleum Exporting Countries will meet about oil production cuts 

of perhaps 6 million barrels a day or more, on Monday. An agreement here might buck 

up stocks next week. 

The Institute for Supply Management said the March manufacturing index was 49.1, 

down from 50.1 in February but above expectations of 44.5.  In Europe, the eurozone’s 

latest Purchasing Managers’ Indexes for the services sector in the eurozone fell to the 

lowest level ever.   

According to The Wall Street Journal, a series of business surveys released Wednesday 

showed factories across Asia and Europe cut output and jobs at the fastest pace since 

the global financial crisis. The main exception was China, which saw a slight rebound 

in activity as its economy began to thaw out, having been the first frozen. 

In general, while the news continues to be bad, Tom Lee points out beginning on page 3 

that stocks typically bottom long before the news does. One thing the market might 

look forward to is more stimulus from Washington, D.C. President Trump has called for 

a new infrastructure-focused spending bill. For more see page 11. 

Meanwhile, the CBOE Volatility Index (VIX) or so-called fear index—which tracks 

expectations for stock market volatility—fell back to around 48 from   and over 80 a few 

weeks ago.  

As of Friday, according to the John Hopkins Center for Systems and Science 

Engineering, global coronavirus cases topped 1 million vs. 585,000 one week ago, and 

deaths reached 55,000 vs 27,000, respectively, with the majority in China and Europe. 

There are also tentative signs that new infections in Italy might be slowing. For the U.S., 

the next few weeks will be a key indicator of whether the spread of COVID-19 meets the 

more dire forecasts.  

Questions? Contact Vito J. Racanelli at vito.racanelli@fsinsight.com or 212 293 7137. 

Or go to www.fsinsight.com. 
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The View from Thomas Lee (Equity Strategy) 

 

NY COVID-19 Experience Should Be Template for U.S. Cases 

Equity markets are weak to kick off the second quarter, as investors continue to struggle 

with the combination of U.S. coronavirus case growth and the concurrent weakening 

fundamentals of the economy.  Although markets are down broadly, there is less of the 

"sell everything" panic feel in markets and even the VIX, while at 50, remains below the 

80s seen a week ago.  The upcoming 1Q EPS season could be a test of the market’s 

bottoming 

The White House has spoken of 100,000 to 250,000 total U.S. deaths and a crisis 

peaking in 4-6 weeks from now, but the template to watch remains New York City and 

New York State, where the first real exponential breakout took place.  The latest data 

shows that NYC “new cases” have been flat for five consecutive days, which could mean 

the market will bottom before the jobless claims peak. The next few days will bring 

COVID-19’s economic carnage (secondary front) into focus, with jobless claims, 

employment reports and the start of 1Q earnings reports. 

POINT #1:  A inconvenient fact--stocks bottom before jobless claims peak.... Talk of 9 

million future jobless claims (it was 6.6 million April) is astounding because this 

represents about 6% of the employed workforce (152 million), and in just the last two 

weeks, 8% of the US workforce is 

now filing unemployment 

claims.  Because of the economy’s 

sudden stop, this figure could 

double again to 16% (12 million 

more claims). 

However, this sudden stoppage 

of the economy is also suggesting 

that we could see a peak in jobless 

claims within the next few 

weeks, and possibly the 9 million 

could be the high-water mark. 

- Stocks historically bottom 2-4 

weeks BEFORE jobless claims 

peak. For example, during the 

2001-03 bear market, the S&P 500 index bottomed on 3/11/2003, ahead of the jobless 

claims peak on 4/18/2003. Similarly, in 2009, the S&P 500 bottomed on 3/9/2009 and 

initial jobless claims peaked on 3/27/2009.  

This sounds counterintuitive.  Shouldn't stocks bottom when economy is actually 

growing again? But we believe this reflects the fact that stocks respond to the "delta" in 

trajectory. Jobless claims lead employment.  Thus, when jobless claims peak, it is only a 

matter of time before the economy starts growing again. 

We are not experiencing a normal business cycle.  We are actually facing a global 

economic shutdown, mandated by governments to deal with a pandemic.  The 

traditional cycle rules are not in place, meaning it could be that jobless claims are not 

what matter.  Maybe it will be some other derivative measure.  However, stocks will 
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bottom well before the economy bottoms, and well before employment recovers.  We 

just cannot guarantee that jobless claims are the metric. 

POINT #2: New York City and New York State are showing linear case growth, which is 

"less bad" and arguably good news. See chart below, which NYC cases have flat for the 

last 5 days and arguably flat for the last 10 days ranging from 2,700 to 4,000 new cases 

per day.   

- Given the base of 45,707 cases, 

the daily increase has slowed to 

8.6%, or a doubling rate of 

every 8 days.  Just last week, 

case growth was leading to a 

doubling every 5 days.  This 

shift to linear gains (daily case 

growth constant) also suggests 

that NYC could be closer to a 

peak than expected. 

POINT #3: The key GDP states of the U.S. are essentially NY, CA, TX and MA.  But NY 

remains the most important state, foremost because the first exponential eruption was 

NYC (40% of total US cases).  Moreover, those four states produce a large share of US 

GDP. CA is linear (hopefully does not revert to exponential), and MA is worsening but 

has strict measures in place.  Texas just saw a doubling of new cases to 731 compared 

to 389 the prior day. It bears watching. But if NY has turned, we believe markets will 

have a template to model the US healthcare peak. 

As I noted recently, the upcoming 1Q EPS season could be a test of the market’s 

bottoming. We estimate the SPX monthly EPS run rate has fallen from around 

$13/month to as little as $4/month because of the massive stoppages, a kind of heart 

attack for the economy.  However, it does not make sense to apply a 15 times P/E 

multiple to that temporarily lower base.  A 15X P/E means investors are paying for 15 

years of earnings. The sum of the next 60 quarters for S&P 500 EPS (7% CAGR) is $4,890. 

Thus, at around 2,500, the S&P 500 is valued at exactly half the value of EPS for the next 

15 years.  That seems extreme.  

Lastly, a few weeks ago there was a widely circulated Imperial College study that said 

the U.S. could see deaths of 2-6 million. This is the reason the White House dramatically 

shifted strategies and basically shutdown the whole economy. It turns out the authors 

of the original study now revised down the estimate of deaths by 96%. 

(https://www.imperial.ac.uk/news/196496/coronavirus-pandemic-could-have-

caused-40/). This changes things: Downside scenarios are getting reduced odds or 

eliminated. 

What could go wrong?  Data could change with change with a super spreader, given the 

incubation periods.  

BOTTOM LINE:  There are “glimmers of hope." 

 

 

 

Source: FS Insight, NYC.Gov, NY.Gov 
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Figure: Comparative matrix of risk/reward drivers in 2020 
Per FS Insight 

 
 

Figure: FS Insight Portfolio Strategy Summary - Relative to S&P 500 
** Performance is calculated since strategy introduction, 1/10/2019 

 
Source: FS Insight, Bloomberg 
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Fed Watch 

 

Fed’s Kaplan Calls for More Govt Stimulus to Fight COVID-19 

The Federal Reserve took its biggest shot at easing monetary conditions in mid-March 

by lowering the Fed funds rate to zero, but there are other programs it can and likely 

will do. 

For example, the central bank recently eased rules concerning how banks account for 

their safest assets, which should increase the flow of credit to cash-strapped consumers 

and businesses during this coronavirus-induced slowdown. By excluding Treasury 

paper and deposits held at the central bank from the bank’s supplementary leverage 

ratio, the Fed is manipulating the 3% minimum capital requirement.  This effectively 

means the banks could replace that paper in its assets based with loans to consumers 

and businesses.  

The Fed made it clear that change is designed to give banks more flexibility to grow their 

assets rather than shrink their capital by increasing shareholder payouts. There were 

also indications from Fed policymakers that the central bank doesn’t see its role as done 

or that its arsenal is exhausted now that rates are zero.  There are more Fed facilitative 

actions possible. It was not clear on what. 

Separately, in an interview with CNBC, Dallas Fed leader Robert Kaplan said that the 

country’s elected leaders would likely need to add stimulus to the economy to mitigate 

the negative effects of the coronavirus-induced economic shutdown. Consumers are 

under heavy pressure and will struggle to come out of the crisis when the health threat 

subsidies, he said.  

The following statement is interesting as well: “We’re asking the banks to exhibit 

forbearance on credit situations (our emphasis), and so I think changing the leverage 

ratio in a crisis is quite appropriate. We want the banks to have as much latitude as 

possible” to help make central bank and government support programs work most 

effectively. Sounds like a little bit of arm twisting. He declined to say whether he 

believed banks should be prevented from paying dividends to shareholders. 

And let’s hear it for former Fed chairwoman Janet Yellen. Ms. Yellen said in a video 

broadcast hosted by the Brookings Institution. “Non-financial corporations entered 

this crisis with enormous debt loads…. They had borrowed excessively” not always for 

productive purposes but to fuel buybacks and dividends. Meanwhile, investors let their 

guard down in the desperate search for yield. Meanwhile investors in fixed-income 

securities and those living on a pension suffered but this got little attention from the 

Fed, which has clearly been in keep stock prices up mode. 

I’ve said it before and its worth repeating:  corporates engage in entirely too much 

buyback activity, mainly to veil the effects of management compensation on EPS. 

Managements always buy too much stock at highs, when the company is flush, and too 

little at lows, when they are scared but the price is likely accretive. 

The yield on the benchmark 10-year U.S. Treasury note was 0.61% vs 0.68% one week 

previous. 

Upcoming FOMC meeting on April 28-29. 

 

 

 

 

 

 

 

 

 

          @federalreserve 

 

https://twitter.com/federalreserve
https://twitter.com/rsluymer


 

 

 

FSINSIGHT | www.fsinsight.com                                                                                                                                          04/04/2020 | Page 7 

Source: FS Insight, Bloomberg 

GRANNY SHOTS: Best bets in 2020 

 

Below we’ve highlighted stocks that we recommend across at least two of our 

investment strategies for 2020. These companies could benefit from multiple themes 

and secular tailwinds – clear picks in our view for the first half of 2020. 

 

 

 

 

 

Figure: Granny Shots are the “best of the best” 
Stocks which appear in multiple themes. Source: FS Insight  

 

Figure: Granny Shots Portfolio Performance 
Monthly. Source: FS Insight. FactSet as of 04/02/20. 
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Figure: Intersection of investment recommendations by strategy 
As of 04/02/20, source: FS Insight, FactSet  

 
 

 

The stocks in the Granny Shots portfolio collectively outperformed the S&P 500 by 800 

bps since its inception (S&P 500 is down 2.7% during the same period).  
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Technicals: Robert Sluymer 

 

Trading Range Likely into 2Q; Pullback or Retest Expected 

The S&P 500 index stalled in an almost perfect text book reversal from heavy 

resistance at its 200-week sma near 2340 this week, that is, a rally to resistance at the  

200-week simple moving average, and then a pullback. 

The challenge for investors is to decide whether the late March bounce was merely a 

bear-market dead cat bounce, with lower lows likely, which is, understandably, a view  

held by many. Or that it was likely the early stages of a bottoming process, the view I 

outlined here last week.  

The vast majority of market bottoms, with the exception of Q4 2018, involved 6-

weeks to 4-months of consolidation often involving a retest or secondary low. My 

view continues to be that market bottoms are a process, not a single event and that a 

trading range is likely to develop well into, and possibly through April as the market 

digests what most expect to be a difficult earnings season.  

Here’s my thinking:  Is a market retest or secondary low consensus? After discussions 

with buyside managers and other technical analysts over the past week and through 

the weekend, I thought it was noteworthy that even those that are optimistic 

(cautiously, of course) expected some type of pullback or retest in 2Q, possibly 3Q, as 

we do.  

I can’t quantify the implication of this qualitative, subjective outlook, but it did raise 

the question of whether the path of greatest pain to asset managers was actually 

higher. Perhaps a push above the 200-week sma toward the 50-62% retracement 

levels between 2800-2900 was more likely sooner than later.  

SPX Daily 
3rd downside move underway after failing at 200-week sma. Key short-term levels: 2474 (15-

dma), 2416-2363 at 50-62% retracements 

 

Given the 9-month forward return probabilities discussed below I would again 

caution investors from remaining overly bearish too long and would accumulate 
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growth and select cyclicals at current levels and on near-term pullbacks into 2Q, 

should they develop.  

What levels am I watching? Trading support levels for the S&P 500 begin at the 15-

dma at 2474 followed by 50-62% retracements between 2414-2361. 

Figure: Weekly Sector Review 

Source: FS Insight, Factset 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

Figure: Best and worst performance sectors over past 3 months 
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Views on Washington Policy from Tom Block 

 

DC Considers Phase 4 in COVID-19 Fight; Decision Weeks Away 

With the approval of the Phase 3 CARES Act there are two areas of focus in the political 

world: implementation of the massive bill and talk of a next step, Phase 4.  There was 

an implementation hiccup last week when the Treasury Department announced that 

social security recipients who don't file tax returns because they have so little income, 

will have to file to get their $1,200 check.  After sharp bipartisan pushback Treasury 

reversed the decision in 24 hours.  While not a huge deal, it does demonstrate the perils 

the Administration faces getting the money out the door.  

Speaker of the House Nancy Pelosi announced this week that she has created a 

bipartisan House Committee to conduct oversight of the array of programs created in 

the Phase 3 legislation.  As I have written before the bill has big risk and reward for the 

President.  

Good execution with money going out to small businesses, large corporations, the 

unemployed and the $1200 checks will incur positive views of the President by the 

recipients.  But botched delivery of funds for these programs and charges of corruption 

will reverberate against the Administration and could have consequences in the 

election November. 

While the Phase 3 money is not yet disbursed, talk has already begun on Phase 4.  Both 

Republican leaders in Congress, Senator Mitch McConnell and House Republican Keven 

McCarthy, have expressed reservations about the need for Phase 4. However, the 

President and Speaker Pelosi seem to be on the same page looking at infrastructure as a 

way to stimulate recovery.  First, officials will have to decide if Phase 4 will be focused 

on more relief or whether there is light at the end of the tunnel and it's time to start 

stimulating for recovery; but these decisions are weeks away. 

On the political front, former Vice President Joe Biden is holed up in his basement due 

to the shutdown and social distancing to limit the spread of the virus. For him, not 

much good can come from all the focus being on the President Donald Trump.   

Biden has the unenviable task of trying to balance the pressures of a primary campaign 

that hasn't officially ended with Senator Bernie Sanders still in the race and trying to 

draw distinctions between himself and the President who is guiding the country 

through this serious and dangerous outbreak of COVID-19.   

A campaign on hold likely favors the incumbent. 
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Source: MarketWatch 

Figure: Top Trump Tweets 
 

 
 

 

 

 

 

 

Economic Calendar 

From 04/06/2020 – 04/10/20 

NEXT WEEK'S MAJOR U.S. ECONOMIC REPORTS & FED SPEAKERS 

TIME (ET) REPORT PERIOD PREVIOUS 

MONDAY, APRIL 6 

  None scheduled     

TUESDAY, APRIL 7 

10 am Job openings Feb.  7.0 mln 

3 pm Consumer credit Feb.  $12 bln 

WEDNESDAY, APRIL 8 

2 pm FOMC minutes     

THURSDAY, APRIL 9 

8:30 am Weekly jobless claims 4/5 N/A 

8:30 am Producer price index March -0.6%  

10 am Consumer sentiment index April 89.1 

10 am Wholesale inventories Feb.  -0.4% 

FRIDAY, APRIL 10 

8:30 am Consumer price index March 0.1% 

8:30 am Core CPI March 0.2% 
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