
ECONOMIC UPDATE 
Our previous newsletter was written 

prior to the onset of the COVID-19 

pandemic. Needless to say, our 

forecast at the time was for continued 

moderate growth in the US economy.  

 

The current health pandemic changed 

everything. Currently, our economy is 

facing unprecedented and sizable 

challenges from the current pandemic. 

Our economy most likely entered a 

deep recession in March 2020. It’s 

obvious that we are now in the largest 

economic downturn in modern times. 

Fortunately, the congress and fed 

acted swiftly, delivering extensive 

fiscal and monetary stimulus that 

should help reduce some of the 

economic decline.  

 

With the current recession beginning 

in March, the forecast for first quarter 

(Q1) 2020 growth calls for a 

contraction in the -2% range. Second 

quarter estimates range from horrible 

to catastrophic - from a 15% 

contraction to a 33% contraction. On a 

more positive note, the current 

recession should be deep but short. 

We believe the economy will start to 

recover in Q3 2020. The recovery will 

most likely be U-shaped as opposed to 

a more rapid V-shape. That said, once 

the economy bottoms in Q2, the 

economy should start a gradual 

recovery in Q3. The bottom of the U-

shaped recovery will most probably 

last for about a 2 to 4-month period. 

The economy will most likely begin to 

grow again in Q4.   

 

Policy makers in congress and at the 

fed have acted quickly and 

aggressively. The policy response is 

unprecedented in modern times. That 

said, let’s look at each policy 

response:  
 

FISCAL POLICY RESPONSE  

The fiscal policy response has been 

wide in scope and very significant. The 
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As we stated earlier, the current downturn will be deep but short. Thanks 

to the American people, we’ll get through this. We have survived wars and 

prolonged economic depressions. Our economy does heal from downturns 

and eventually comes out strong on other side.  

 
MARKET UPDATE 
Three negative back-to-back months; January, February and March. First 

time since 2008. Can it get any worse?  Of course it can but will it? Unless 

we see the Covid-19 numbers get much worse from here, the markets may 

have hit a bottom or at least close to it.    

For the first quarter (Q1) of 2020, we have seen the S&P 500 lose 20.00% 

and the DOW lose 23.20% and that is just in 90 days. Down 20% for Q1 

isn’t bad if you compare it to some other sectors. Energy was down 

51.06%, Financials down 32.34% and Industrials lost 27.41%. The sectors 

that held up the best were Information Technology (-12.22%), Health Care 

(-13.07%), Consumer Staples (-13.39%) and Utilities (-14.19%). As we 

head into Q1 earnings reporting period, these EPS numbers could be a 

train wreck. It’s anyone’s guess as to how good or bad these numbers will 

be. And Q1’s earnings were only hurt for the second half of March instead 

of the full quarter. The April through June quarter (Q2) is going to make 

Q1 look like a dream. Most corporations have pulled their earnings out-

look not just for Q1 but for the whole year. The last time we saw it to 

this scale was in the Great Recession of 2008/2009.   

government passed a $2.1 trillion 

package to provide support to the 

economy.  There are 4 pillars to the 

stimulus plan: First, the plan calls for 

supporting and extending 

unemployment insurance. Benefits will 

be extended by 4 months and offer an 

extra $600 per week. Also, making direct 

payments to households of $1200 for 

individuals and $2400 to couples, with 

an additional $500 per child. The 

payments will be phased out at higher 

incomes. Second, $350 billion will go to 

small business in the form of loans with 

forgiveness to retain workers and pay 

rent. Third, $500 billion in unforgivable 

loans will go to large business. $75 

billion of additional funds will be used to 

support highly effected industries such 

as airlines. Fourth, $300 billion will go to 

state and local governments to cushion 

the blow of lower tax revenues.  

 

 

MONETARY POLICY RESPONSE  

Unlike previous downturns, the fed has 

intervened early and aggressively. First, 

the fed cut the fed funds rate to 0% - 

.25%. They also increased support to 

money market liquidity and short-term 

commercial paper. Second, came 

unlimited quantitative easing (QE), which 

consists of the fed agreeing to buy 

unlimited quantities of Treasuries and 

mortgaged back securities. The fed also 

expanded QE to include municipal bonds 

and corporate bonds. They have also 

indicated that if needed they will expand 

QE to include the US equity markets. 

Finally, the fed instituted the Main Street 

Business Lending Program to help small 

to medium size businesses.  

 

It is our belief that our policy makers in 

Washington DC came to the rescue of 

the US economy. Without the swift 

policy response, our economy was 

surely headed for a deep and prolonged 

recession, if not a depression.  
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“Too many of us are not living our  dreams  

because we are living our fears”  - Les Brown 
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Is all lost? Should we just sell everything? Absolutely 

not. These are times to take advantage of the new  

valuation levels and reposition your portfolio. The price 

corrections that we have now seen happen usually once 

every 10 – 15 years. Ove the past couple of quarters, we 

found it more and more difficult to invest new money. 

The valuations were getting stretched. In just one  

quarter or so, we have gone from a somewhat  

expensive market based on valuation to a market that 

has now re-valued almost all companies and  

sectors and the landscape has changed drastically. We 

now see a lot of companies that we like based on  

valuations.   

We never know where the bottom or the top of the  

markets are; therefore, we don’t want to try to pick 

them. You can make a lot of money investing in  

between the two. After this record sell-off in Q1, we 

have a fairly long list of companies we find attractive on 

a valuation basis. We most likely will be re-allocating or  

re-positioning portfolios in the near future but we’ll let 

the markets tell us when. In the meantime, sit tight. The 

volatility is extreme but will calm down. But, with  

interest rates effectively at zero worldwide, money is 

chasing stocks; especially dividend paying stocks. The 

dividend has to be safe, though. Since the beginning of 

this year, approximately 15 companies have already 

suspended their dividends. This may just be the start. 

Companies are trying to preserve cash any way  

possible. Our point is, make sure you do your  

homework before  buying dividend paying companies.   

Overall, we’re positive on the markets going forward. 

Valuations have become much more attractive. We just 

need to let the virus monster runs its course. This is an 

excellent time to add money to your investment  

portfolio if possible. Interest rates are at all time lows 

and will most likely remain there much longer than what 

we think. Money, worldwide, will be looking to invest 

in stocks in a big way for the foreseeable future. Why? 

Because the fixed income market  (i.e., bonds) is just 

not attractive enough at these interest rate levels.   
  

Page 3 

Photo Credit: Jake Blucker 

https://unsplash.com/@jakeblucker


CONTACT US:  
 

WaterStone Investment  

Counsel, LLC 

  

9435 Waterstone Blvd. 

Suite 120  

Cincinnati, OH  45249  

 

513-573-0440 

800-774-2855 

  

    

 

Company Website: 

www.waterstoneinv.com 

 

Personal e-mail addresses: 

 

Don Brosz, J.D.  

dbrosz@waterstoneinv.com 

 

Mark Roberts, RFC  

mroberts@waterstoneinv.com 

 

Benjamen Jacobs  

bjacobs@waterstoneinv.com 

 

Christina Sparer 

csparer@waterstoneinv.com 

FACTS & FIGURES 
 

JUST A SELECT FEW:  

The US Supreme Court receives approximately 7000 requests per year to hear cases that have 

already been adjudicated in a lower court. The nation’s top court accepts just 100 – 150 cases 

for their review from the 7000 petitions.  

 

CITIES: 

California and Texas each have 3 of the 10 largest cities in the USA: Los Angeles, San Diego 

and San Jose in California and Houston, San Antonio and Dallas in Texas.  

  

TOO MUCH PARTYING:   

Just 2 of every 5 students (41%) that began college in the fall of 2015 completed their college 

studies and received at least a bachelor’s degree within 4 years of first enrolling.  

  

A LOT IN A FEW: 

Of the 532 bank failures that have occurred in the USA during the 15 years ending 7/31/2019, 

51% (270 failures) have taken place in just 4 states – Georgia, Florida, Illinois and California.  

  

BACKSTOP: 

The Pension Benefit Guaranty Corporation (PBGC) was forced to take over an average of 5 ½ 

failed private pension plans each month over the last 5 fiscal years, i.e., 2015 – 2019.  

  

LIGHTS ON: 

38% of US electricity for the year 2020 is forecasted to be generated by natural gas, 22% from 

coal, 20% from nuclear power plants, 7% from hydropower (water) and the remaining 13% 

from wind, solar and other suppliers.  

  

  

  

Sources: Supreme Court, World Population Review, College Board, FDIC, PBGC and  

Department of Energy  
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