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The world entered 2020 feeling relatively strong, economically and financially 

speaking.  2019 was a very good year for investments and economic forecasts 

for the new year were very favorable.  As late as February, the Atlanta 

Federal Reserve GDPNow forecast showed a first quarter real expansion 

of the economy of nearly 3%.  Equity markets looked a little expensive, 

but otherwise all appeared well.  And by most traditional measures they 

were.  However, the world failed to fully appreciate the impact that a novel 

coronavirus could have on life in every corner of the globe.

While initial 

expectations were that 

the virus would have 

minimal economic 

impact (similar to 

SARS and MERS), the 

reality has proven much 

different.  As the virus 

swept across the world, 

sickening millions and 

killing over 100,000 

thus far, governments began to move rapidly to try to contain the outbreak.  

This led to quarantines of the most heavily infected areas, and stay-at-home 

orders across a number of nations.  Here in the U.S., states have gradually 

implemented stay-at-home orders over the past few weeks, taking an 

estimated 30% of GDP offline in the process (see table above).

Note: Some states announced lockdowns that will take effect on April 6.
Source: Wall Street Journal
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This has had a profound impact upon markets.  U.S. stocks were flat in January and hit their all-time high on 

February 20th.  As the potential impact of the Coronavirus became more apparent, stocks began to slide and 

bottomed out 35% from their highs, ending the quarter down nearly 21%.  This drop included the fastest 30% 

decline in U.S. history.  International equities were off slightly more due to a strong U.S. dollar, falling nearly 

24%.  Estimates for first quarter GDP are now negative and could be -6% or more for the second quarter.  To put 

that into perspective, the peak-to-trough decline in GDP during the 2008-2009 financial crisis was about -5%.

While governments around the world have moved rapidly to contain the virus, they have also been busy attempting 

to mitigate the economic damage associated with keeping everyone at home.  Many countries have implemented 

stimulus packages, with some ranging as high as 20% of their annual GDP!  Here in the U.S., both the Federal 

Reserve and Congress have stepped in with unprecedented speed and commitment.  The U.S. central bank has 

lowered interest rates to essentially zero, expanded its balance sheet and created a special purpose vehicle to buy 

corporate and municipal bonds to stabilize fixed income markets.  Congress passed the $2.2 trillion dollar CARES 

Act to provide support for small businesses, checks to individual taxpayers, loan provisions and delays in tax and 

payroll payments.  These measures have provided some confidence to financial markets, helping to stabilize some 

of the daily volatility and the price decline in risky assets.  More stimulus is likely on the way, as Congress is already 

discussing another round of assistance for the unemployed and small businesses.
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As we look forward, there remains a great deal of uncertainty about how this will play out for financial 

markets. So, instead of focusing on what we don’t know, let’s review what we do.

1. We are in a “virus” market – The main thing that will drive the markets over the next year is news of 

progress in the fight against the virus. Markets have begun rallying in early April as evidence appears 

that social distancing is having an impact on the number of new cases, creating hope that the 

economy will be able to return to some semblance of normal before too much longer. We anticipate 

that future news – outbreaks in other countries, ongoing illnesses in the U.S., news of potential 

treatments – will drive the majority of market fluctuations going forward.

2. The economic impact of the virus won’t go away overnight – Initially, many hoped that after a brief 

period of social distancing, life would be able to get back to normal fairly quickly with a “reopening” 

of the economy. It has become increasingly apparent that will not be the case, and despite the titanic 

efforts of the government, economic damage is taking place. Congress’s $2 trillion stimulus package 

provides a start, but even the rosiest estimates from economists project that economic activity will 

decline by at least that much in the second quarter alone. Jobless claims have reached nearly 17 

million over the past three weeks, dwarfing previous highs and likely driving the unemployment 

rate into the low teens. Continued losses over coming months could yield unemployment levels 

not seen since the Great Depression, with some forecasts going into the high 20% range. Granted, 

many of those losses are in the form of temporary furloughs, but if even a quarter of them are semi-

permanent job losses, the economic impact will be substantial. Job losses of this magnitude mean 

that many small businesses will go under, creating economic damage that will take time to recover. 

This is showing up in consumer sentiment data,  which showed the largest one-month drop ever in 

April. Expect to see this go lower in coming months. 

U.S.: Initial Jobless Claims
(SA, Thous)

U.S.: U of Michigan Consumer Sentiment of 
Current Economic Conditions

(NSA, Q1-66=100)

Source: Strategas Source: Strategas



5FIRST QUARTER SUMMARY 2020  |  DIVERSIFIED TRUST COMPANY

3. Volatility is here to stay (for now) – The period from 2012-2019 was one of the most placid periods 

in history for equity markets. The Fed stayed remarkably accomodative, acting quickly to cut rates 

or inject liquidity at the first signs of economic trouble. Massive deleveraging (at least from banks, 

companies and individuals) during the financial crisis allowed for a period of sustained growth. Low 

interest rates allowed companies to borrow and use the proceeds to buy back their own stock, pushing 

prices higher. This virtuous cycle has been broken, at least for the time being, which should on its own 

lead to increased volatility for the rest of the year. With the uncertainty surrounding the virus layered on 

top of this, we expect significant market gyrations to be the norm for the remainder of 2020.

This sort of environment makes investing challenging. All of the accumulated knowledge around market behavior 

hasn’t prepared us for a pandemic of this scale. However, we certainly have managed through many periods of 

market turmoil, and our playbook remains similar today: an early defensive posture to minimize downside during 

the worst of the panic, patience, and a disciplined opportunism when obvious bargains present themselves. 

In our portfolios, we moved quickly to adjust to this rapidly developing situation, raising some cash in a 

number of our common trust funds during the early stages of the selloff in March, and adjusting our allocation 

advice to get slightly more conservative than we were before the pandemic hit. We are now trying to stay 

patient as the market digests the deluge of coronavirus-related news. We believe the current rally may be 

somewhat over-optimistic as a wave of negative economic data is likely over the coming months, especially 

since restrictions of one manner or another are likely to remain in place for some time to come. 
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The resulting volatility allows us to take advantage of opportunities. At the beginning of April, we advised our 

clients (where appropriate) to partially rebalance their portfolios back toward their target equity allocations 

to capitalize on the extreme market dislocations, and if we get another meaningful equity market pullback we 

likely will use that as a chance to further increase our equity exposures. We also anticipate some interesting 

opportunities in distressed credit-oriented bonds, which have also suffered. Our private equity and private 

real estate managers are raising capital for new funds in order to buy companies and properties much more 

cheaply in coming months. Our investment team is working hard to evaluate a number of managers and 

strategies to benefit from these dislocations. 

Superlatives are often overused in our society – Is that really the best burger you’ve ever had? – and that is 

especially the case in finance. A company missing earnings is a “disaster,” and it seems as though something 

unprecedented happens every few months. So, please forgive us for the use of more superlatives here, but 

we truly are in the middle of something unprecedented. This market correction is different than any we have 

seen in the past. There really is no comparison to the crash of 1929 and the Great Depression or the crash of 

2008-2009 and the Great Recession. There is a tendency for people to try to place an event into some historic 

context to better understand it, but sometimes those attempts don’t really help. It really is different this time. 

The world has learned from its past economic calamities and has reacted faster and with more coordination. 

The uncertainty today is related to the human ability to manage the pandemic and minimize the cost in 

human life. That process will continue to weigh on the global economy and by extension on consumer 

confidence, consumption and profitability.

While each of us hope for a surprising breakthrough to bring a quick end to the pandemic, the reality is that it 

will most likely be closer to a process. It appears likely that this virus will prove susceptible to a vaccine, but 

most believe that will be in 2021 at the earliest. The hard work all of us are doing to slow the advance and give 

the medical system the time to manage through the crisis will prove to be the most influential. And as that 

effort works through, whether for 30 days or 90 days or longer, we will eventually see both normalization of 

markets and prices and the chance to potentially take advantage of some of the reactions – and overreactions 

– that are likely to happen.
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Markets are likely to remain volatile for some time to come, but the world has been resilient to all manner of 

exogenous shocks in the past. Wars, previous pandemics, and other financial calamities have proven to be 

bumps in the road when viewed from a long-term perspective. We expect that markets will return to normal 

ranges once we emerge from this challenge, and that COVID-19 is unlikely to be a material negative for long-

term growth. In the shorter term, until a vaccine or effective treatment is found for the virus, markets and 

economic activity are going to remain uncertain, providing us with the ability to potentially take advantage of 

some dislocations. In the meantime, we counsel patience and careful opportunism as we work through this 

challenging time for humanity.
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Important notes and dIsclosures

This Quarterly Summary is being made available for educational purposes only, and should 

not be used for any other purpose. Certain information contained herein concerning 

economic trends and performance is based on or derived from information provided by 

independent third-party sources. Diversified Trust Company, Inc. believes that the sources 

from which such information has been obtained are reliable; however, it cannot guarantee 

the accuracy of such information and has not independently verified the accuracy or 

completeness of such information or the assumptions on which such information is based. 

Opinions expressed in these materials are current only as of the date appearing herein and 

are subject to change without notice. The information herein is presented for illustration 

and discussion purposes only and is not intended to be, nor should it be construed as, 

investment advice or an offer to sell, or a solicitation of an offer to buy securities or any type 

of description. Nothing in these materials is intended to be tax or legal advice, and clients are 

urged to consult with their own legal advisors in this regard.



9FIRST QUARTER SUMMARY 2020  |  DIVERSIFIED TRUST COMPANY

ATLANTA

400 Galleria Parkway, Suite 1400 
 Atlanta, GA 30339

Phone: 770.226.5333

■

GREENSBORO

701 Green Valley Road, Suite 300 
Greensboro, NC 27408

Phone: 336.217.0151

■

MEMPHIS

6075 Poplar Avenue, Suite 900 
 Memphis, TN 38119

Phone: 901.761.7979

■

NASHVILLE

3102 West End Avenue, Suite 600 
 Nashville, TN 37203

Phone: 615.386.7302

DIVERSIFIEDTRUST.COM


